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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:]

(1)



Press Release 1 H-19

PRESS RELEASE

FQR IMMEDIATE RELEASE UNITED STATES SENATE
October 22, 1979 COMMITTEE ON FINANCE

SUBCOMMITTEE ON PUBLIC ASSISTANCE
2227 Dirksen Senate Office Rlg.

FINANCE SUBCOMMITTEE ON PUBLIC ASSISTANCE
SETS HEARINGS ON WASTE AND ABUSE IN SOCIAL SECURITY ACT

PROGRAMS--THE EXTENT OF THE PROBLEM AND PROPOSALS TO DEAL WITH IT

Senator Daniel Patrick Moynihan (D.,NY.), Chairman 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 programs and on ex-
isting and proposed measures for dealing with these problems.
(The intention of the Subcommittee to hold these hearings was
previously announced In press release 1 H-52 of Auqust A, 197Q.)

The hearings will be held starting at l0O0 a.m. on Fri-
day, November 16, 1979 in Room 2221 Dirksen Senate Office
RuIldIng.

Senator Moynihan stated that "We have heard a qreat deal
about 'waste, fraud and abuse' in programs operated by 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 19R0 appropria-
tion, ostensibly to eliminate Federal participation in erroneous
State payments to recipients 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 programs authorized by the Social
Security Act. These hearings will continue and build upon the
efforts of the Subcommittee on Social Security which held hear-
inqs on April 9, 1979 on the subject of the administrative
integrity of the Social Security program. 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 nnd Abuse in these
programs, to explain the steps the Department is taking and
proposes to take to minimize such problems, and to sugqest appro-
priate legislative remedies.

"We intend also to hear testimony from State and local
officials who administer certain of these programs (and whose
governments ordinarily hear some of the cost of erroneous
payments) and from experts in social welfare and public
administration. For it is all too easy to qet caught up In the
obvious appeal of opposing waste, and to overlook the fundamental
fact that needy, often destitute human beings 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 1). Roosevelt. To be sure, no one Is entitled to an er-
roneous payment, let alone a fraudulent one, and it is entirely
proper for the Federal government to take appropriate action to
confine its benefits to those who in !act are eligible to receive
them under law. This is as necessary in federally-administered
programs as in State-run programs, and Conqress is responsible
for writing the Authorizing statutes so i ' ,It- t
practicable. nut we must he sensitive to the human needs that
these programs are intended to meet; to the likely limits on ad-
ministrative precision in anything as larqe and complex as the
programs of the Social Security Act; and to the paradoxes created
when, for example, efforts to eliminate payments to ineligible
persons lead to more elaborate 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
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explain. These hearings give us in opportunity to begin this im-
portant process."

Requests to testify.--Chairman Moynihan stated that wit-
nesses desiring 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 business on Wed-
nesday October 31, l079. Witnesses who are scheduleO to testify
will be notified as son as possible after this date as to when
they will appear. If for some reason the witness is unable to
appear at the time scheduled, he may file a written statement for
the record in lieu of the personal appearance. Chairman Moynihan
also stated that the Subcommittee strongly urges all witnesses
who have a common position or the same general interest to con-
solidate their testimony and to designate a single spokesman to
present their common viewpoint to the Subcommittee. This proce-

"dure will enable the Subcommittee to receive a wider expression
of views than it might otherwise obtain.

Legislative Reorganization Act.--Chairman Moynihan
stated that the Legislative Reorqanizetion Act of 194 requires
all witnesses appearing before the Committees of Congress to
"file in advance written statements of their proposed testimony
and to limit their oral presentation to hrief-summaries of their
argument." Senator Moynihan stated that, in light of this stat-
ute, the number of witnesses who desire to appear before the Sub-
committee, and the limited time available for the hearings, all
witnesses who are scheduled to testify must comply with the Fol-
lowinq rules:

(1) A copy of the statement must be delivered
to Room 2227 Dirksen Senate Office Ruild-
ing, not later than 5:00 n.m. on W-ednes-
day, November 14, 1979.

(2) All witnesses must include with their
written statements a summary of the prin-
cipal points Included in the statement.-

(3) The written statements must he typed on
letter-size paper (not 1eQAl size) and at
least lotp copies must he delivered to
Room 2227, Mirksen Senate Office Ruild-
Ing, not later than noon, Thursday Novem-
ber 15, 1979.

(4) Witnesses are not to read their 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
before the Subcommittee. Witnesses will
be informed as to the time limitation
before their appearanc.

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 eesire 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 in the record should he typewrit-
ten, not more than 25 double-spaced pages in length and mailed
with 5 copies 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
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OPENING STATEMENT
OF SENATOR DOLE

BEFORE THE SENATE COMMITTEE ON FINANCE
SUBCOMMITTEE ON PUBLIC ASSISTANCE

NOVEMBER 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

SOCIAL SECURITY ADMINISTRATION. IN MY VIEW, THIS COMMITTEE'S

CONTINUING OVERSIGHT OF SOCIAL SECURITY ACT PROGRAMS PLAYS A

VITAL ROLE IN ASSURING THAT THE TAXPAYERS 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
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ARE CHISELERS AND WELFARE CHEATS,

IT IS 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. IT 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, I 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. I 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 oi 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 issues 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 apply 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, an.d 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.
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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 mc
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 unhappy 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. BOHEN. I am, Mr. Chairman, until the Department of Educa-
tion takes effect, which is 6 months after the Secretary is sworn in.

Senator MOYNIHAN. 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

creating the Department of Education. I do not think that start-
ed--

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
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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 MOYNIHAN. 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 MOYNIHAN. 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. I
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.

We are here this morning to discuss with you the question of
quality control in the HEW public assistance programs, the center-
piece of the Department's efforts to deal with waste and unneces-
sary unjustified expenditures in HEW programs 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. BOHEN. 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 your 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 Inspector General stated this realit clearly on page 3 of his
March 1978 report in a sentence which (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 percent 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 MOYNIHAN. No; there was a rise. That is not a leveling

off. Maybe my chair is not in the right place.
Mr. BOHEN. 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.

Senator MOYNIHAN. What was that decline rate? Do you remem-
ber?

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. BOHEN. 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 SSI, 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 MOYNIHAN. 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 1977, 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 MOYNIHAN. Sep ember 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.

Senator MOYNIHAN. You do not know why he resigned. Was he
fired?

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 MOYNIHAN. How much money is he making?
Mr. LOWE. I have no idea, sir.
Senator MOYNIHAN. 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 energy consumption of all of the airlines with a view
toward seeing if 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--

Senator 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 tr
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
faithful to the numbers provided by the Inspector General at that
time.

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. BOHEN. 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 comprehensively 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 promptly 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 aggressively as we can within existing
law and resources, to deal with this problem. During calendar 1977 there were 265
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.

We 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 dollar and to reduce fraud, abuse, and error;

A reorganization and consolidation of the student assistance i grams 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 military and civilian
payrolls against Supplemental Security Income and Social Security (Title 1i) benefit
programs.

I have 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 results.

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. I commit myself
and this department to an effort that will achieve just that result

Senator MOYNIHAN. He does not make that distinction. fie 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 amountt"

My impression is of a Cabinet officer tIling- a constituency, "I
have caught a bunch of cheaters, and let it be thought that the
cheaters are welfare recipients who dc noti'ovo. and are not doc-
tors who do."

That is not something I should ask you to comment on, sir, but I
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, Mr. 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 unnecessary
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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 yesterday
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 my

university life draw inferences. They are not speculative at all.
They are part of a very complex and rigorous discipline called
logic.

Mr. BOHEN. 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 control systems.

Senator MOYNIHAN. 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 MOYNIHAN. 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
1977 outlays, 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. BOHEN. 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 be~n evolutionary in character. We have had some false
starts along the way, 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
supplemental payments made by the States.

The 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.

Unfortunatelybefore we could implement theMarch 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 AFDC 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--



24

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 on 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 you 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--
Senator MOYNIHAN. Is there anybody in jail? Did any doctors go

to 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 time, 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, IA
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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PROJECT 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, Fi
6. Jackson Raymond Goudeau, Jr., Plaquemine, LA
7. Joe Gann, Montgomery, AL
8. Jack Bellfuss, Gary, IN
9. Jeffrey Berk, Gary, IN
10. Jim ny Graves, Gary, IN
11. Roert 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, Overland 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 21/2 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 inapp-opriate.
Senator MOYNIHAN. I know that. That is 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 thought 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. LowE. 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.

Only 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.

But 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 professional 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. LOWE. Yes, I did, sir, and so did Mr. Morris.
Senator MOYNIHAN. 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.

Let me ask Commissioner Ross, what is your view on this sub-
ject? -

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

S6-941 0 - 80 - 3



30

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
hve pointed out, the changeover in personnel in a department like
HEW.

It is very important to build programs. Very often the payoff
occurs for actions that really happened 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 ig 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. 1r. Ross, you do not seem to have thumbed

through the Inspector General's report very deeply. Did you read
it?

Mr. Ross. I have gone through it, sir, yes, 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
and try 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 ways, to improve the effectiveness of the way our programs
work.

We are financers. We are purchasers 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 fot
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 ad min-
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 planning 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 MOYNIHAN. Yes.
Let 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. BOHEN. 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.



33

Senator MOYNIHAN. 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, EDUCATIONAND WELFARE

WASHINGTOND C.20201

DEC 16 1979

The Honorable Daniel P. Moynihan
Chairman, Subcommittee on Public
Ast it:ance

Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Senator Moynihant

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 systems
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 Inspector General's report in
proper perspective. I will do all thqt I can to correct
this mistaken impression and I have instructed my key staff
to do likewise.

I an enclosing the answers to the questions that you
submitted with your letter of November 16.

Patricia Roberts Harris

Enclosure
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Question: What were you doing to avoid waste before the
Inspector General released his report? Is 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 Department 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 organization
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 mNjority 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
established 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 region)
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 541 of HEW's total goal
of $1.3 billion for FY 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 million, 90% of the assigned targets. In addition, we
can report savings of $108 million from new initiatives
which did not have targets in the March 5 plan submitted 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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status of Reported Bavinga Dro 8O's major Initiatives
to Maduce FraudA d Waots 15.0

inspector MIS T 79 "Sported
General'l a eduction Saving us of
tatist* Plan spteber .M 1971

A. Wealth Care

1. Hedicsid/Hedicare fraud
and abuse 646

2. edicere audit ahd cost
reviews 17

S. financial management

b. itlleii tion control
penalties

4. elmburMesent limitations
for renal dialysis -

S, Medicaid erroneous 1,100
payments

6. Mdicare-relabursement
limitations
a. Routine hospital costs -
b. Purchased inhalation

therapy --
c. Ralpractice insurance --

7. Unne essary hospital atoy$ 124
Subtotal hsiaa

5. Income Security

1. ssi
a. 51 overpaymentrecover iess --
b. Disability conversion

review
c. SI paylent errors 292

2. AFC
a. Child supportcollections .
b. Financial anngesent ;s
c. AFDC payment errors 206

3. RSDI
a. Duplicate payments to

dependent children --
b. Student benefit Initiative --

Subtotal

C. Student financial Assistance
Program

1. Increased collection of
FISL defaulted loans --

2. Program reviews --
3. Validation and editing

activities --
4. Increased collection of

NDSL defaulted loans
S. Reduction in PISt claims

Subtotal

0. rlevntery and Secondary
education a

I. Inspector General coasterRetching lIntiattweS

1. 5 1 project match -
2. AJDC project match
3. IMDI project match

Subtotal

P. Cross-Cutting sln eslnt
In itiatives

1. Indirect cost negotiations
2. Project Integrity systems
3. IG Audit And Criminal

investigations
a. Criminal Investigations
b. Audits

4. Recoveries on outstanding
PP 1977/70 audits

S. Improved hop procties,
Subtotal

TOTAL

23

62, 741

93

16
a

22
245

35

13
13
96rU

26
20

105

10
2s

23.64 3/
6.31

45.2

11.4

10.7

yr.-"

23.2

1.11

27.0

5 3.35
1O0

SO 11777

27 0. 2

300 221.

I0
11 30.0

TIT 717

0
-13

19

14

17

61.305

.45

.3s

46.63

2.42

D.7l

57.1

1.13

$705.03

* These Initiatives did not have targets In our Harcb 5 plan.
I/This figure is a combination of savings from State frood control units.

drcare. &d edIcaid Investigations.
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Question: How much money is being spent by HEW on ef-
forts to measure and reduce waste, error, fraud, and abuse?
How much money is being saved by those efforts? In other
words, what is the cost-benefit ratio of such efforts?

Answer: The Department has not developed specific cost
estimates for each initiative contained in the FY 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-
ceived 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 understand 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 periodic 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
srpe-utfc'plan of action, including management initiatives to
reduce losses by $1.3 billion in FY 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
provisions such as the so-called "Michel amendment* on the
administration of entitlement programs. Is it possible that
such constraints on approrpriations for entitlement programs
will lead to situations in which individual recipients of
Federal 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 Federal 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 FY
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 PY 1979 Supplemental
Appropriation and in the PY 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 aregoing 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, areyou 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 bills

Sets 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 regulations.

Requires HEW to study. State'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 hashad 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 makeit clear that for AFDC this legislation supercedes the
language in the PY 1980 appropriation. In addition, we
intend to either include similar provisions for Medicaid
error rates in the President's FY 1981 legislative programor 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 HEW. Is it your opinion that this section of the Welfare Reform bill
(H.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
AFI)C and Medicaid. Section 132 applies only to error rates in AFDC.

With respect to ADC 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 reocmmodations 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 directive in the
Appropriations bill is superoeded, 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 toe courts as arbitrary and
capricious." Is the four percent standard that was
established in the Appropriations bill any less arbitrary
and capricious?

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

" No absolute error rate standard is slcified.
Instead$ the Department announced its inten-
tion to complete a studo by October 1980 of
reasonable error rate tolerance levels.

" 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
regulations beginning with the period April to September
1979.

On September 25, 1979 the Department published for comment a
pro osed regulation to carry out the congressional directive
co tained in the FY 1979 and FY 1980 appropriations. Unlike
the March 7 regulations, the congressional directive
establishes 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 recommendations on measurement of errors and
future quality control policy including tolerance levels.
The study also 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.

56-941 0 - 80 - 4
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Question: In the regulations 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 in favor of errors in excess
payments?

Doesn't this 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 aplication 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?

Answer: he 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 omission
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. Silrly, less than 4 percent of all denials and terminations

were found to be questionable.

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
promulgated November 26 establishing incentives for low error rates do
include 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
umderpayments and improper denials and terminations, must be under 4
percent.

As part of the quality control study now underwey, 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 my be needed.
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Question: We have focused primarily on APDC and Medicaid, the
State administered 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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QUAUTY REVIEW SYSTEMS -St!Pplemental Security &come CSSi Wid
Retirement, Survivors' Inurance (RSI) Proirams

Error Rate Measurement

The SSi and RSI Quality Review systems ae basically the same as the ADC
Quality Control system. The SSl and RSi Quality Control systems are based on
random samples of all cases receiving payments. A sample Is selected for every

6-month period, October through March and Apri through September. The sample
Includes cases from the entire caseload to ensure that a representative number of
all kinds of cases receiving a regular monthly payment Is reviewed.

The RSI and SSI Quality Control reviewer Is responsible for doing a thorough and
completely independent redevelopment of all of the factors which determine a
benefic4aryt *l4ibilty &Ad payment amount. The reviewer, conducted an Inde"
interview with the beneficiary at home, and requests that Il necessary proofs be
available as appropriate to each program. This includes birth certiicaws, pay
stubs, social security WW VA eligibility Jetters, bank books, Irurance policies, rent
receipts, and other evidence.

For example, in the SSI program the reviewer,

o asks about the benefciay's work history lo establish leads for pensions, VA
benefits etc.;

o examines the living expenm ID establish that the available Wiome Is
sufficient to pay these expenses;

o determines where the beneficiary cashes checks and carries out other
financial transactions to provide a lead for bads Io dhek for eountsl and

" sks about the beneficlary's living arrangement, such as sather the house is
owned by another, aid whether other people Uve there.

The Interview generally takes an hour or more. Afterward, the reviewer verifies
all the Information provided by the bemeficiary. He/She contacts employers, visits
local banks to check for possible accounts, and reviews public records to determine
property ownership. (The reviewer fully Informs the beneficlaty of all contacts
goin 10 be made.)The reviewer then uses this Information to compute the proper
benefit and compares it with the amount actually pai. 9 the benefit is incorrect
specific Unformation about the error Is Identified Wad recorded for use In further
analysis. Information Is recorded on the type of error in the case, who caused the
error (the agency or the beneficlary), how the error happened, how the Quslity
Control reviewer discovered the error, the amount od the error@ the effect of the
error on the benefit amount, and how log the error has exfted. Thrwh he.
collection and correlation of all this data corrective actions am planned ad
Implemented. If the Quality Control reviewer discovers an error, case results an
sent so the local sevilcli of fice so that this particular cae can be corrected.
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In addition to the payment accuracy reviews, SSA reviews on an ongoing basis a
sample of disability determinations made by State Disability Determinatbon
Sections (DDS%) for the Title I! and Title XVI disability programs. Determilnatns
that do not meet Federal standards are returned to State DDS's for additional
development andlor revision of the determinatlo Indlvidual performance evlua.
tions are produced for each DOS. Those DDS's performng, below desired levels a e
"6ject to more Intensive reviews.

SSA has also had a system of operational reviews for R.5I claim adjudication in
place for years.

Currnt Error Pte

S dollars paid in error were reduced from 1.0 percent III June 1975 to L o percent
in March 1979, a major drop and significant savings io incorrectly paid dollars.

q

The RSI QC system Is new. We have nearly completed our Orst 6 month sample
and error rates will be available shortly. The Di QC system Is in a pilot test sage
&nd it wiJ be some time before valid error rates are available. However, we

can provide results from our reviews of RSI and DI adiudications.

LeA than 5 percent of PSI calm, adjudicated In 1979 confin an incorrect
payment.

For the last months of 197I, Incorrect State DDS declsions -* deciMons wlt
insufficient documenttion averaged 7 percent of determin.'ons ' rutle I and
9A percent of determinations for the Title XVI program.

Error Rate Reduction

When the SSI program began In 1974, It suffered from many problem. The more
obvious among these problems were the ladc of sufficient turned saff (ademate
staff was not brought on beard before the program began), systems problems, and
major cdarges In the Jaw shortly before Inplementation of the program.

egining in 1975, major efforts were directed io stablizirg the SS1 program and
the system and to accretng ddltlonal staff who, with the passage of time, geared
experience and underst:nding of the SSI program. Addltionally, there was a
concerted effort directed to systems and program tran" camlintiln with Ow
Operations Trainifg effort of 1975 which was directed toward trains aI regIko
office and district office (DO) personnel Continuing these efforts, regional
personnel have engaged in Intenslfled, ongoing training on new, en existing SS1
policies aind res.
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SSA ontinues to evaluate the program for. sipliftaticn and error reduction
r ential, reviewing and wialyzing feefam field operators, S
Mtited studies and outside a=dits. For OxIMple, one error reduction

procedure we instituted in 1975 was the review of large, retActivo -
paynts In the DD's. In 1977, we added a cetral office revise. ftis
review was ended in 1979 and w are now seeiA to further awn-d the
universe of cases in the review.

hti/n Quality Control, the Inforuitiun from each sample case is combined
with that frcn all other sample cases and provides an overall picture of
what is Incorrect in the SSI proraL Various sialysa are done aid
Information is acurmilated on:

o i*at Is using the incorrect payments, end bow freqtmtly they
ocu. or exieple, to wt extent are incorrect living anrwe-
cents, earnvis axwut. aid resources, Cauing erOrM ?

o idhy the 1nczrrect pa its are occurria. Is it because the
beneficiary f ailed to ve the conect-Infoution at the
application Interview or failed to report a dumge in circum-
sta ces? Did the agency staff make on error in competing the
benefit or fail to verif a beneficiary's stateamt adequately?

o bow long the incorrect payments have existed and at what poLnt
in the payment process vere they created.

Using the tabulated data from the Quality ntrol system agency staff
analyze the Informtion, identifying the crAes of error,: wW they
occurred aid how to correct tha .

In the SSX p rogr, the mot raet findings show that the beneficiary
was responsible for 63 percent of the incorrect paymits, by reporting
inorrpct Infornation to SM, or by failing to =U a required report
regardin a chmre In circumsta ces. 7he a -ency-caused error gumrally
were due to failure by the SrA field office -o properly verify and process
the clam Of the specific eligibility factors causing errors,'the met
frequently occwring were:t

- the beneficiary had funds in undisclosed bank accounts dch
resulted in resources exceedng the resource limits of
$1,500 per person, or $2,250 per couple.

-- the living arrangut classification i ich determines Qlither
or not the bnei. 's payment is reduced due to receipt of
food and shelter in sameoe else's household us not correct.
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-- cash or. In-kind contrbuticus from private sowce wre not
correctly shown in SSA's records, "id

-- the correct amount of eaned iwoe wa not wisidemd In
detehnin8 the payment swumt.

Necific corrective actions have bew digied to attack thes specific
ppablen. lFor exiWle, if the agency starf Ji responsible for an
anacce~table level of Incorrect payments In a specific category. then

s~pcl tainngisprovided. If It becomes apparent that th e re
forhanliMcertain cass are unclear. the proce&zres w ted c~rs

serplified. If beneficiary ncnreprting of certain dwries ia c"Un
the Incorrect pery ts, then reminders my be sent to bsieficlaries
periodically, or redeterminatioms may be scheduled more ftqnly.

Au this description of wiht we D ith Quality Omtrol Infonrmtion Indicates,
the Quality Control system serve to mjor puzpose--the first is si-,ly
to provide a measure of hot well we ArerL nn the proram; the aeood
is to provide data an the numbers, types md cmes* of error gaich
managers n use to develop uy for 1uprovirg program administration.

Quality performed with respect to disability determinations aid the
RSI pz*rm have been considerably more stable than perform Os In the
SI progrrn Individual DS ad field office performwice are ontInually

moitored. Ccxponenta and programmatic areas experiencing a reduction
In quality are subject to increased review wid e studied. corrective
action plxm are developed and uonitored, as needed.

Fiscal Sanctions

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 SS1 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
simplification can lead to increased program costs. In addition, thert 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 aganc, perfonu~oe, it is essential to hra the
appropriate assessmaznt mechi s in place to tell the manager %*at is

reurd Casequntly. w are contimuing to street and streigtw
t .ity Control syste. We are increminX our capacity for analyzing
the Qlality patroll data and.for translating the nforuation into effectivecorrective action.

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 Social Security
Administration's traditional goal of right amount to the right person on time.
This is a particularly important initiative. The thrust of this effort is threefold.
to:

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

The major emphasis of Project Accuracy Is to prevent incorrect payments from
occuring. 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 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:
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o Use of Error Prone Profiles - direct ue of QC data to iqplement
A-cife deveopet for cases that ar sore likely to be in error;
i i a -- joa gcy initiative n. being used by SSA In ndeteruning
all SSI eaes and by s States to better cmtrol AFC eror.

o €eilzatio In the social security district offices. Until
recently, soci security claim representatives wm responsible
for handling all aspects of SSI. old-ag survivor and disability
claim. The scope and complexdty of tse program have eTanded
to the point %here it is no longer possible for one person to kw
all four program in sufficient depth to process the clai?'s at
the level of accuracy we are deawdin. Therefore, we ha ..
separated the district office staffs In mny of our larger offices
so that part is devoted to SSI and paut to old- p survivor, and
disability nstruence. An in-depthptud' we 9Muf i deciding to
specialize indicates that sigAficant Inprovumants in the accuracy
of decisicaan d parmmts suld result.

o Establistmnt of specl prooedurw to prevent &-d recover over-
paymes..

-- We have instituted a number of safegpiards when large retroactive
checks are to be paid. A review of checks of $3,OOn or more is con-

ducted in SSA's Central Office. District offices also double ebeek

smaller retroactive payments. % estimte .nat these preventive
iasuresa will save $2 million in fiscal yer 1980.

W -- 1e have instituted special claim developent proc uwu to
re&doe the number of incorrect payments due to ulkrm bx-
accounts end living arr ts. Over 50 percent of cases in
error and half of the usspent remult from those two
factors. lb prevet bank account errors, social security
claim representatives are Intervirwng clalizta nd bene-
ficiaries nore thoroughly end verifying accounts at local benks
in my instances.. To reduce living arregan t ros ehv
issued a neow interviewing guide to all fiefd personel .*bh
simplifies and standardizes the procedures ued In determining
the correct living arram nt.
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Description of Quality
Assurance Programs in

Medicare

Brief History of Medicare Program

Health insurance for the elderly (Medicare) was authorized by
Congress under Title XVIII of the Social Security Act in 1965.
The Medicare program 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, managed the program
until March 1977 when the Bureau was transferred to the Health
Care Financing Administration.

Medicare Is a program of health insurance that was established
to help people pay the bigh cost of health care. It Js a
federally run program operated by the Health Care Financing
Administration. Medicare has two parts, hospital insurance
(Part A) and medical insurance (Part B). Medicare hospital
Insurance helps pay for inpatient hospital care, inpatient
care in a skilled nursing facility and for a patient at bome
receiving services from a home health agency. Medicare medical
insurance pays for doctor's services, outpatient hospital
services, outpatient physical therapy, outpatient speech
therapy, outpatient speech pathology services and other health
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 are 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 are handled by private insurance organizations
under contract with the Government. Organizations. handling claims
from hospitals, skilled nursing facilities, and home health agencies
are called Intermediaries. Organizations .handling claims from doctors
and other suppliers* of services under the medical Insurance part of
Medicare are called carriers.

*Suppliers are persons or organizations, other, than doctors or
health care facilities that furnish equipment or services. For
example, ambulance firms, independent laboratories and organizations
that rent or sell medical equipment are considered suppliers.
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Development and Implementation of 2uality Assurance Proaraw
in Medicare

Because the Department relies on administrative agents,
-intermediaries and carriers to carry out the operational
functions of the program, it became necessary to develop
administrative mechanisms to insure compliance with Medicave
policies. tn 1973, a quality assurance program was imple-
mented to evaluate Part 5 contractors' performance by
determining the number and type of claims processing errors
associated with claims and dollars related to those errors.
In'July 1978, equality assurance program was Implemented
in the Part A hospital insurance program designed to evaluate
intermediaries' performance by reviewing a sample of settled
hospital cost reports from providers. There are two major
informational outputs that emanate from these quality
assurance systems. One is a national report which ranks
carriers based on their performance. An Intermediary report
will be issued starting in December 1980 ranking carriers
based on their performance. These rankings are then factored
into the overall contractor evaluation process for assessing
carriers and intermediaries. The second output Is the
identification and recovery of erroneously spent funds and
a detailed report on the types and causes of errors in Part B.
A brief description of both programs follows.

Medicare Part I End-of-Line quality Assurance Pro-ram

The primary purpose of this program is to provide insight into
the quality of each carrier's claims operation and to enable
the Health Care FinancIng Administration to compare contractor's
operations by reviewing a statistical sample of claims. At thof
present tim, there are " carriers.

The Part 5 end of Line system covers a review of claims for
services provided by doctors and suppliers. The number of
claims sampled is determined by the carriers' claims volume.
Approximately 1 mUllon claims are included in the total sample
annually out of an estimated 130 million claims processed.
UCFA regional staff then review approximately 100 thousand
of these claimatto validate findings by the carriers.

Carriers select a sampling of claims on a weakly basis using
computerized routines provided by HCFA. Carrier staff analyse
sample claims to determine if processing was im accordance
with Medicare and carrier requirements: Carrier sample review
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findings are refined and adjusted on the basis of regional
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 approximately 35 regional office reviewers and
three central office analysts assigned to the Part 3 end of line
program. Contractors have approximately 200 person years
devoted to this effort.

Part A Quality Assurance Program

The Part A Quality Assurance program which Is also referred to
as the Cost Report Evaluation Program (CREc) is designed to
measure the quality of intermediaries' action in reviewing,
adjusting and settling hospital cost reports. A settled cost
report is'defined as one where the provider has been sent a
notice of the final program reimbursement cost. The measurment
of quality covers:

1. Adherence to policy and procedures 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 BCFA on findings made in reviewing cost
reports. The answers to these questions enables ICFA to
determine a grade vhich suaries the performance of an
Interaddlary on a particular cost report and on all the cost
reports in the sample. In addition, total dllar adjustments
to the cost report are recorded.

During each review cycle, which corresponds with the fiscal
year, the nation's 82 Intermediaries are examined by reviewing
a ample of settled hospital cost reports. Approximately 600
cost reports are reviewed each year out of a total of 6,800.
SCFA determines the sampling methodology which is designed
to include a larger nmber of hospitals with higher bed
sizes. RD personnel then review the cost report for each
provider selected utilizing the CREP questionnaire as review
criteria. hospitall cost reports are examined together vith
Intermediary work papers, permanent fil s and other docemhitation
supporting the propriety of the settlet . ..
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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 mechanism is to encourage improvement
In poor performing intermediaries and to ensure that Inter-
mediarles with satisfactory scores continue to maintain their
quality. National scores ranking each intermediary vill be
published for the first time in Deceber-1980. Scores from
the October 1978 to September 1979 review cycle vere not
published to allow sufficient time for refinement and
adjustment to the survey Instrument.

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

Under the existing los, contractors are reimbursed on a cost
basis and, therefore, no fiscal sanctions could be Imposed.
Contracts could, however, be terminated or nonreneved for
poor performance. Under the experimental authority granted in
Public Law 92-603, HUCA entered into three fixed price contracts
for the processing of Part B claims. All three of these
contracts contain provisions for cash penalties for poor
Part 3 end of Ilne performance.

UffA released two RFPs, one for Part A operations only and
the other for a combined Part A & 3 operation. Both RFPs
contained provision for cash penalties if the winning contractor
failed to meet specific CREP scores and failed to correct the
situation within a specified time period.

ev Initiatives

Future plans call for extension of the CREP into other
Institutions (home health agencies, skilled nursing facilities)
and into the evaluation settlement reports by State Medicaid
agencies. In addition, a national work group comprised of
carrier representatives, State and Federal Medicaid quality
control staff, is exploring the feasibility of merging the
beet features of the Part B end of line and the Medicaid
quality control review Into uniform procedures for claims
procesing.' "

s both quality assurance programs, ye are intoifying our
anlytical efforts to re-amphasize the merits and benefits
of corrective action. Tea carriers and ten intermediaries
uho heve performed poorly in the pat heve bees identified
for concentrated 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
have beer, prepared by the quality assurance programs.

From a review of sample claims, the Medicare Part B program
has determined that nationwide error rates are about 2% of
claims processed. 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 regula-
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 establsh 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 followed
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: Is 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. In the context of the public assistance
programs, the major objective of quality control is to en-
sure that proper payments are made to eligible recipients,
no more and no less.

In striving to reduce erroneous payments there are at least
two constraining factors that we must consider. First, we
must guard against an increase in underpayments and improper
denials or terminations 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. Quality
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. For 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 do 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.
But 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
all, if 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 problem, Mr. Schaeffer?

Mr. SCHAEFFER. I 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. I 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. I 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 long.

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.

Mr. 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 BYRD. 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. I 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 MOYNIHAN. 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 BYRD. 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 BYRD. 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 I
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 I 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 know nothing about the case. I dO not know why he is not, but I
am not at all surprised.

Frankly, I think HEW has go-ten 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:]
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Question: When did excess capacity in the hospital system begin to be an
issue and what is its current status?

Answer: 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, vhich was issued in October, 1976.
his 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 endaungering 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.

HKW 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.

o Considering a demonstration in which HCFA reimbursement
is used to pay for some cost incurred in closing excess
hospital capacity.

0 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).

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

o Limiting the award of FHA 242 mortgage insuring pursuant
to a Memorandum of Agreement between HEW and HMUD. The
standards for bed capacity in the National Health Planing
Guidelines must be observed in awarding F HA 242 mortgage
insurance.

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

o Including a mandatory national limit for hospital capital
expenditures in the Administration's National Health Plan.
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CHAPTER I-PUIC HEALTH SER.
ViCE DEPARTMENT OF HEALTH.
EDUCATION, AND WELFARE

PART 121--NATIONAL GUIDELINES
FOR HEALTH PLANNING

National Guideines for Health
Planning

AOENCY: Public Health Service,
HEW.
ACTION: Final rules.
SUMMARY: These rules establish.
pursuant to section 1501 of the Public~elth Service Act. National Guide-
lines for Health Planning with respect
to the following types of health ser-
vices and faciles: General hospital
beds. Obstetrical Inpatient services,
neonatal special-care units, pediatric
npatient services. open heart surgery.

cardiac cathetertzaton, radiation ther-
spy. computed tomographic scanners,
and end-stage renal disease.

A purpose of these guidelines is to
assist Health Systems Agencies in de-
veloPing Health Systems Plans and to
help clarify and coordinate national
health policy. These guidelines will be
followed by other issuances setting
forth national health planning goals
and additional standards addressing
such issues as improvement of health.
status, health promotion and disease
prevention, access to care, and the
avuolability and distribution of health
resources.
EIFPECTIVE DATE, March 28,1978.

All Health Systems Plans developed
after December 31, 1978 must be con-
sistent with the National Guidelines
for Health Planning set out below.
FOR FURTHER INFORMATION
CONTACT'

Daniel I. Zwkk, Associate Adminis-
trator for Planning, Evaluation and
Legislation, Health Resources Ad-
ministration. Room 10-22, 3100 East-
West Highway, Hyatteville, MdL
20782. 301-436-f210.

SUPPLEMENTARY INFORMATION:
The standards established here have
twice been revised in response to
public comment. A notice of proposed
rlnemaking was Issued on September
23, 1977 (42 FR 4&502 et seq.), revised
in response to public comment and
published as a secopd notice on Janu-
ary 20. 1978 (43 FR 3054 et seq.). In re-
sponse to public comments on the
second notice, the Guidelines have
been revised and issued In final form.

A. OvIxMW
Section 1501 of the Public Health

Service Act, as Lmende % by the Na.
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tional Health Planni and Resources
Development Act of 1974 (Pub. L 93-
641), requires the Secretary of Health,
Education, a"d Welfare to Issue, by
regulation. guidelines concerning na-
tional health planning policy. The
guidelines are to include:

(I) Standards respecting the appro-
prtate supply, distributIon, and organic.
station of health resources, and

(2) A statement of national health
planning goals developed after consid-
eration of the priorities set fdrth In
section 1502, which goals, to the maxi-
mum extent practicable, shall be ex-
pressed in quantitative terms.

The purposes of the National Guide-
lines for Health Planning are to help
clarify and coordinate national health
policy and to assist Health Systems
Agencies (RSAS) established pursuant
to section 1512 of the Public Health
Service Act in developing required
Health Systems Plans.

On January 20, 1978, the Secretary
of Health. Education and Wrlfare
published a Notice of proposed iule-
making (43 FR 054 et seq.1 proposing
an Initial set of National Guidelines
for Health Plannng. The proposal was
A revised version of material published
as a Notice of proposed rulemaklng (42
PR 4580W2 et seq.) on September 23,
1917. Revisions had been made on the
basis of the comments received in re-
sponse to the first Notice. In view of
the widespread interest in this mater-
a, the Secretary decided it would be
desirable to provide an additional 30-
day period for pubUc review and com-
ment.

Over a period of time. the Depart-
ment will Issue a complete set of Na-
tional Guidelines which will include a
wide range of goals and standards as
required by the Act and subsequently
vill revise these guidelines from time
to time as may be appropriate. This
first issue consists of resource stan-
dards with respect to nine specific cat-
egories of health services and farlli-
ties. The Department will soon pro-
pose national health planning goals
relating to health status, health pro.
motion and prevention. and access to
care. Additional goals and standards
will be Issued on a periodic basis.

The focus of this initial statement is
on the short-term opportuMUes for
cost containment and quality enhance-
ment in the institutional sector. As
Congress noted in section 2(al4) of
Pub. L 03-441, Increases in the cost of
health care, particularly of hospital
stays, have been uncontrollable a
Inflationary. The increases in hospital
costs ar absorbing an exaggerated
share of available resources, Planning
Lnd action to contain such increases
are essential steps to preserve re-
sources needed to achieve other health
goals and to make posalble the
achievement of the statutory aLm of
the Act, es equal access to quality
health care at a reasonable cost.

Cost savings may be achieved with-
out sacrificing the quality of or access
to care through more efficient utilba-
tion of existing resources and in-
creased emphases on ambulatory and
community services. Moreover, limita-
tions of certain resources. such as
open heart units can lead to Improve-
ments In the quality of care while at
the same time cont-inin costs.

Section I51S(bX2) of the Act calls
upon HSAs, in the development of
their Health Systems Plans. to give
"appropriate consideration" to the Na-
tional Ouldelines for Health Planning.
Health Systems Plans must also "take
Into account" and be consistentnt with"
the standards respecting the supply,
distribution and orguaation of
health resources.

HSA's are to establish goals and set
forth plans which. it implemented.
will achieve the targets set within five
years. All plans established by Health
Systems Agencies after December 31,
1978 are to be consistent with the
Guidelines as set forth below.

HSA's are expected to use the quan-
titative standards as benchmarks
against which to assess local condl-
tions and needs fn developing their
plans, they should determine those
cases where the Guidelines are appro-
prtate planning ceilings and targets
and those cases where adjustments
may be necessary In light of local con-
ditions and needs.

In some cases. the Agency may need
to adjust a quantitative standard
upward or downward to meet a specify.
Ic local situation. The Guidelines con
tain a number of specific local condi-
tions which may justify such adjust-
ment to one or more of the standards
such as the age of the local popula-
tion. seasonal population fluctuations.
or the rural nature of the area.

In addition. the Guidelines contain a
general provision which recise
that other special local conditions may
exist which Justify adjustment of a na.
tonal standard. This provision permits
the HSA, pursuant to Its own detailed
analyses, to Include adjustments to
take accomt of those local conditions
that involve special needs concerning
access to needed care and unreason-
able costs. Adjustments and related
analyses will be reviewed by the State
Health Planning and Development
Agencies (SHPDA's) and Statewide
Health Coordinatlng Councils
(SHCC's) and, if appropriate, accepted
as part of the State Health Plan.

Thus, the Ouidelines Issued here re-
flect a careful balance between the
needs of local and State agencies to
take account of local health conditions
and needs and the Federal role as out-
lined in the statute to provide national
health planning leadership and gsd-
ance.

Some area of the country have al-
ready achieved conditions or adopted
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standards more favorable than those
specified In the National Ouldellnes,
in thoe circumstances, it is not in-
tended that lSta plan for a level of
resources In exem of that needed to
adequately serve the needs of the com-
munity. Nqr Is It Intended that HBAa%
retrain from planuig with respect to
health services and faciuties wbich are
not addressed in the Guidelines.

Each State's Health Plan developed
under title XV of the Public Health
Service Act must be made up of the
Healeth systems Pla for area within
the Sate, revised s necessary by the
SHCC to achieve appropriate consider.
ation or to deal more effectively with
Statewide health needs. Since HPs
must give appropriate consideration to
the Ouldelines and take into account
and be consistent with the resource
starsdards, the State Health Plan will
also reflect these uidelines. More-
over. Health Systems Plaw also pro-
vide one of the bases for the develop-
ment of the State Medical FciUte
Plan required under Section 1801.
Thus. the National Guidelines will be
reflected In the development of the
State Medical PacillUes Plans.

In addition. regulations Issued con-
cernIng the certificate of need fune-
tion (41 CPR Chapters 121 and 123)
cite consistency with the Health Sys-
tems Plan for an area as one criterion
for review of new institutional health
service projects. Thus, the National
Ouidelines should also be addressed In
the criteria adopted by HSA's and
SHPDA's governing review activities
under certificate of need. the review of
new Institutional health services, and
other mandated reviews.

A6 noted in the Notice of January
20. 1S. Health Systems Agencies
have no authority under Federal law
to close existing hospitals or services
nor is the Pederal Oovernment autho-
rized to do so. The Department be-
lieves that Health Systems Plans can
and should be Important occasons and
vehicles for advancing public under-
standing of these Issues and other fac-
tore contributing to rises in health
care costs and other pressing health
Problems. Health System Plans will
be of little value if they do not serious-
ly address thee sues

The standards set forth below will
receive periodic review and revision as
knowledge Is increased concerning the
most appropriate configurtmon of re-
sources to provide services which meet
the health needs of the population
with a minimum of duplication. The
Ouidelines wil be reviewed periodical-
ly, as least every two years and re-
vised as necessary baed upon further
analyses. experiences with their use,
and review of local Health Systems
Plans and State Health Plans.

B. Paocas or lxrru Sunmas

Each of the standards preented
below reia es to r. health care resource

MLMS AND M nOULAlOW

which has been widely discussed and Is
baed on and adapted from a recom-
mendstlon. uldeUi, or standard pro.
vioudy developed by one or more
medical groups, health planning orma-
nizatlon, or other professional bode.
Additionally, documentation of health
standards was obtained Urouvh
Newce undertaken by the NationalUbrary,ot Medicine and the National
Health Planning Information center
and systematically reviewed by De-
pertment staff.

Materials included in these analyzes
were reports of such organizations se
the Institute of Medicine, the Office
of Technology Amssement, the Ameri-
can College Of Obstetrics ndOGynecol-
ogy. American Academy of PydirI.
American College of RGdology. COm-
mittee on Pernatel Health. and the
Inter-Socety Commission on Heart
Disease Resources.

Proposed guidelines concernin hos-
pital bed supply were included in a
draft of National ouldellnes that was
widely distributed after Oiobr 1974.
Some 1,200 comments were cel
on that material.

C- Pnocas or P"Uac COuVLAuOW

Section 1501(c) requires the lees
tary, In the development of the Guldo-
linm U consult with and solicit re-
ommendations and comments from
Health Systems Agencies St
Health Planning and Development
Agencies, Statewide Health Coordinat-
ing Councils, associations and spec
ty socieUes representing medical and
other health care providers and the
National Council on Health Planning
and Development. This has been s-
complished over a period of more than
2 Yrs through consultsaon, public
notices, public ineets, reolew by the
National Council on Health Plamng
and Development and other activities.

In publishing its first Notice of Pro-
posed Rulemaking on September 33,
17, the Department allotted a period

of 50 days for public comment and
later (41 PR S081) extended this
period for an additional 17 days.
During this period, more than 5,000
communications were received. Among
those who wrote were more than 100
Health Systems Agencies. t0 State
Health Planning and Development
Agencies. 50 Hospital Associations, ft
Medical Societies, 35 medical spwlo.
50 national association as weU as
tbousnds of Individual hospitals
practioners. and consumers.

During this period. the Department
sponsored five public meetings In
which individuals from the fields of
medicine, health administration, and
consumer Interest participated Com.
ment amd recommendations were also
received as the result of the Depart-
ment's direct request for the views of
all State and local health planning
agencies and numerous professional

18541

ad consumer groupsL Many other sue-
gestions were received in public hear-
Ings before the Subcommittee on
Health and the aviroetment of the
Houe Interstate and Poreign Coin.
mere Committee. and from individual
Members of Congress.

The National Council on Health
Planning and Development began Us
consideration of the proed gside-
ineo at Its first formal meeting en
September 22, 1". The council de-
voted 2 days. December , I, and 31.
to the reView or te Proposed Guide.
Una. At the lter meeting. it pased
11 resolutions providing comments
and recommendationsi to the Secretary
concerning the Gluidelines.

The seon Notice, as the first was
dissmitd widely. In addition to
publication in the Plnez. Restres.
copies were sent directly to all oal
and State health planning agencies
and othe agencies that had submitted
comments on the fht Notice Sn to
over 100 addlUonal groups. Copies
were also provided members of the Na-
tom Council on Health Pianning and
Development which reviewed them at
its meeting an Februa 10. 2l3.

Readers are referrd to the Pream-
bie of the Notice of Proposed Rue-
making IMsued Go January 20. 1978 (42
CR 2054-062) for a detailed rew of
the concerns expressed by the public
retrding the original proposes The
principal. maor Issues centered around
local control of the health manning
proesm, and the possible effect of the
standards on health services in rsl
areea A number of other general
Issues wM raised as well as may
comment addressed to roposed en.
drl MpOvWO aN individual stan,

About 900 letters were received in re-
sponse to the January 20 Notice -
eluding over 1,00 individh om-
ments. Most of the comments were of
a general nature. Some focused on
Particular Apects of the proposed
Guidelines. The following section a
cusses the more general points and
this is followed by sections on the gen.
ol provision sa Individual stan-
dards set forth in the January S
Notice.

D. Ommat Counarva
M ny of the comments Indicated sat.

Isfaction with the revised Ouldellnes.
Numerous writers expressed agree
meant with the added emphases on the
roles and respondblUties of local
Health Systems Agencies in analyzing
and planning how the Guidelne
apply to local oondtions and needs.

On the other hand. scme comimenta-
toe questioned whether local Agen-
cies have the eapebilitie to make the
necessary analyses and to prepare ad*-
quate Jusettows for adjustment.
Th Department taa confidence In the
increasin OS tM of USA's to
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handle these responsibilities. Their re-
soures will be further strengthend
as a result of the increased fund.
likely to be made available to them In
fiscal yea 159. Further. the Depart-
ment to establishing a training pro-
gram on the National Guidelines for
all local and State health planning
agencies through the 10 Centers for
Health Planning.

Some comments expressed continu-
ing concern that excess emphasis was
placed on cost containment Issues and
too little attention was being given to
gas concerning health status, access
and qua ity. It should be noted that a
number of the initial guidelines are
concerned with the enhancement of
quality of care. In addition, the De-
partment intends to Issue proposed
guidelines concerning national health
planning goal in the near future that
will address these issues. As discussed
in the Overview. the Secretary be-
lieves that additional actions must be
taken to contain rapidly rising health
care costs. especially hospital costs so
that resources are available to Improve
health status and acoes to necessary
high quality services.

Further concern was expressed by
some writers that many small, rural
hospitals would be threatened. On the
other hand. some commended the spe-
ciftc provisions in the Guidelines
which address the special conditions
and needs of rural area. The Depart-
ment has reviewed the provisions con-

-eorning the special condition and
needs of rural areas and believes they
provide appropriate flexibility. Addl-
tional attention will be devoted to
communicating the Intent to strength-
en accessibility to needed health ser.
vices in rural and other underserved
aress.

The provision of adJustments of
standards for particular Health Sys-
tem Plans (pats. 121.6) received much
attention. Some suesti e that so
many adjustments would be made that
"exceptions would become the rule".
The Department's emphasis is on the
need to ensure that adjustments that
are made be Justified on the besis of
sound data and careful analyses. not
on their number. ,

The respective roles of the 8.ate
Health Planning and Development
Agencies and Statewide Health Co-
ordinatfn Councils in approving ad-
Justments included by RSA's In their
Health Systems Plans (SP) was ques-
tioned. The SHOC has the sole respon-
sibility for approving the State health
plm, which Is made up of liSP's and
may contain reviionis (including revi-
sions of adjustments) to achieve their
appropriate coordination and to deal
more effectively with Statewide
health needs

Some writers ask why the SHOC was
required to report Its comments on
and disposition of proposed adjust-

RIS AND f14IAlIlONS

mental to the Secretsr. Concern was
expressed that this arrungement
might result in actions by the Depart-
ment to challenge Individual adjust-
ments. That is not the intent. The De-
ptrtment's review of adjustments will
be aimed at Identifying patterns of
analyses and adjustments and aSo at
developing potential changes in the
National OuUelines.

Some comments expressed concern
that the Secretary would be involved
too much in the review of adjustments
and plans. Others urged the Secretary
to review each proposed adjustment to
ensure that the alma of Pub. L 03-441
were not undermined. The Depart-
ment believes the adopted approach Is
an appropriate balance and b In
accord with the Secretary's responsl-
blty, under Section I53. to as
the performance of plann funo-
Uons

Some writers pointed out that
changes in knowledge and practices
might soon make some of the stan-
dards inappropriate. Concern was ex-
pressed that the Ouldelines might
become a barrier to desirable bova-
tions. That is not the intent. The ap-
propriateneas and use of standards will
be monitored on a continuing basis
a changes can be made at any time.

As Indicated in this Preamble. the
Guidelines will be reviewed periodical-
ly. at least every two year. and re-
vised u necessary baed on further
analyses and experiences with their
use. Further, the National Council on
Health Planning and development has
Indicated Its commitment to encourage
and contribute to period reviews and
desirable revisions. Analyses of Health
Systems Plns and State Health Plans
will be an important source of infor-
mation for these reviews and rWons
The Department solicits the submis-
sion of further analyses and recom-
mendations icr changes on a continu-
Ing basis from all interested partes

Some letters noted that legslation Is
being considered by the Congress to
authortse Dew grant program and
other measures to encourage the con-
version and closure of unneeded hospi-
tel services. They questioned how the
proposed Guldelines relate to the
pending legislation. If new legislation
along thus lines Is enacted. there will
be further processes of considering re-
lated rules ad regulatlcu including
provisions for public participation and
review.

A number of commentators urged
that population-based standards be
substltuted fo anl utiltzaton-beased
standard The Department agres
that population4med standards are
desrable whenever practical but has
been constrained by limitations of ex-
isting knowledge. The Depariment In-
tends to devote continuing efforts to
the development of additional pula-
ton-based standards and urges others

to do so as well and to shar their
findings ad conclusions.
3. CoMwaMIr On OSunXi. P"vIsbow1s
some comments recommended that

Par. 121.6 be modified to bndicale
11A's must take into account the na-
tonal health priorities set forth In
section 1502 of the Public Health SOr-
vice Act. Section 16l18bXl) of the Act
provides that HSA's shall give appro-
priate consideration to the section
1501 priorities in establishing a
amending Health Systems Pans.
Therefore, it is not considered nees-
sary to repeat that requirement here.

In some States. State certificate of
need programs or related program
have established higher minimum
levels and lower maximum levels than
those Included in the National Guide-
lines. In such cases. the State targets
should be applied rather than those
set forth in the National Ouldelines.
Section 11.6 has been modified to this
effect.

Some questions were raised .v'jt
the effecUve date (I 1ll1.lb)). It Is not
re 4- [red that all Health System Plane
b vaslatent with the gudtellnes by
Dember S1. 11V8. Rather, the provt-
don applies to Plans as they ar re-
vised ad newly established by the
Health System Agency after that data.
Thus. almost all HSAs will have more
than a year to plan for these provi-

P. CoumMre o, eSuactue Srasus
While It is not possible to make indi-

vidual reply to an the particular sg-
gestio and comments which have
been received and considered. the fol-
iowing discussion reviews major sub-
stantive Imes on which a number of
comments were received and ome
major points not discubed In earlier
Preambles

The established standards, along
with the three related published Pr-
ambles. will be printed together In a
future publication for ready reference.
i. co Ow on 8r1AmWa 0o
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Some further concern was expressed
about the definition of hospital beds.
It was pointed out tha, In addition to
licensed beds. there are often da oan
other measures. such as bed capacity.
available beds and staffed beds. In ap-
plying this standard. licensed beds
should be counted. Data used In the
implementation of this standard and
thos used In the tate Medical Pacil-
ties Plan regarding licensed non-fe4asr
al shart-eay hospital beds are to be
identicaL

Some writers suggested thi sta-
dar sasumes that a hospitals and
hospital beds ae alike. That is not the
cUe While sinflficant variations exist
amngO Inotitions aNd ervi &,A
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those conditions complete Planning.
the Department believes it Is still pos-
sible and desirable to develop Stan-
dards and pias on an areawide basis
that am sensitive to such differences
within an established ceiling.

Some commentators suggested that
the provisions concerning adjustment
for referral hospitals serving a sub-
stantal number of out-of-ares patients
be modified te require compensating
adjustments downward in the areas
from which the patients come. While
such an approach Is desirable, In many
case where patients come from many
locations at substantial distances, It is
not administratively feasible. In other
case local Agencies may find It prae-
tica to apply such an adjustment
factor.
a. COsMMIe ON STAApa CONCEIso

OSyPITAL OCcoPAPICT atATIX
Further concem was expressed that

this standard might encourage unnec-
esary hospital admissions and stays.
As emphasized In the Discussion sec-
tion regarding this standard, that Is
not the Intent. In fact, such an inter-
pretation would be entirely at odds
with the purposes of Pub. L 93-641 to
achieve more rational allocation of ex-
pensive health resources. The use of
this standard Is to be intimately relat-
ed to the application of the standard
concerning hospital bed supply so that
increases in occupancy rates result
from decreases In bed utilization and
supply to the maximum extent appro-
prIate. The standard has been mod-
fled to address this concern.
S. COMMM on0 STANDARD COaN cztwo

011112MICAL SERVIXCES

Questions were raised about the
definition of Levels I. II and UI. A
general definition Is Included In the
Discussion section. Many States have
programs that specifically classify ser6
vices and institutions lon these
line. The Department believes that
individual determinations ae best
made at State and local levels.

The question was raised whether
non-infectious gynecologcl case are
to be Included in the calkulation of oc.
cupancy rates. They may be Included
In line with local practices.

4. COMMM ON SraNDAD OOscuXING
NEONATAL SPECIAL, CAe UNITS

Comments were received on situa-
tions where travel distance makes It
necessary to establish smaller unite.
The standard recognizes such cases by
IndicUna that smaller Level II unite
may be Justified when travel time to
an alternate unit Is a serious hard&p
due to geographic remoteness. The
Department does not consider smaller
level III unite desirable because of
their more specialized services.

QUUS AM ISIOUtAlOS
6. OOdMxi ON sTA5A5 OOMcsetXo

PEDIATIC SERVICES

A question Was raised whether It Is
Intended thAt all individuals under 16
be cared for In spedellied pediatric
units In urbanized areas. That In not
the Intent. It Is recognized that ar-
rangiementl for the appropriate care
of children vary among areu. The
intent of the guidelines Is to encour-
age planning for reglonalized systems
of high quality care.

Some comments pointed out that In
aome areas, pediatric units are
planned to serve persons under 15
years of ae; in other areas. the prac-
tiee Is to serve persona under 15 years
of age; and In still others. such unite
serve Individuals up to 21 years of age.
The defintion has been modified to
recogni e these differences.
a. coxi9r1 s O Eaanaa coscuwuss

orXK MUSaT sUats
Recommendations were received

which pointed out that In aome cir-
cumstances the standard might be
mot appropriately applies to the com-
bined number of open heart proce-
durne performed by a ingle team
working In a number of Institutions. A
paragraph on this issue has beemL
added to the Discasslon section. Includ-
Ing an indication of relevant ondi1-
tUog. HSAs have the responsibility for
analyzing whether thee crcum-
stances exist locally.

Suggestions were received that the
standard concernin pediatric heart
operations be modified to provide for a
smaller number of open heart proo-
dures. The Department recognies
that there am different professional
views on this subject and will be care-
fully monitoring developments to de-
termine whether future changes we
Indicated.

T. coMMrs ow ITmAnJD cOsCSmuIe
CaUZC CaTuguiTslaox uVaanvems

The Section on Cardiology of the
American Academy of Pediatris rec-
ommended that an additional provi-
sion concerning pediatric caria cath-
eterization unils be added. That has
been done.
a. cOM yMs ON STAsiNDAaU cONCRUEu

UASiATIOM rwMAuw
Some comments suggested that 300

courses of treatment be included in
the standard Instead of 300 cancer
cas, They felt that It would be Inqul-
table to exclude cases previously treat-
ed at an institution while counting
similar cas previously treated at am-
other institution, That Is not the
Intent. The two terms ae considered
to be synonymous for this purpose.

Further concem was expressed that,
In some cases, failure by a single ImU-
tution to achieve the higher target
level could prevent the development of

an additional needed resource. Some
suggested the s,00 target be comid-
ered a an average for all unite i the
aree While such averaging can be a
useful Pad of analysis, It is not ade-
quate by Itself. As Indicated in the
Preamble to the January 0 Notice. In
special cases where each existing unit
canot reasonably be expected to
reach the target level and a new unit
Is appropriate. the RSA may cal for
an adjustment In the standard as part
of Its plan, bued on analyses of perU.
nent local conditions.

9. coIMmrrs On SsaXAM coMerMweOMMTOKdO01CMC ICANM

The principal objections eoncernin
this standard were directed al the pro-
Posed target level of tw5o "patient
procedures" pea ear and! th Depart
ment's p=ropoe definition of "patient
procedure." Before addrsng these
objection& It Is emphasized tat the
Department's purpose In devloin
the Computed Tomogrophic scanee
standard has been to encourage appro-
priste community.wde planning foe
and to minimlse unnecesey proiev-
tion of these expensive machines md
thereby hold down health cars costs.
The Department Is seeking to do so by
assuring tUat those already in ue, as
well as those acquired in the futures.
Will be utilized at reasonably fuU levls
of efficiency. As the discuAMson portic
of the standard ponte out, It has been
concluded that an operating schedule
that achieves at least 2500 patient
procedures per year for cb saner
represents such a reasonable level at
use.

Thus, objectons to the standard
based on Its failure to consider the
"cost-ffectiveness" of Individual CT
scannrs mi the point In the De-
prtment's Judgment not only Is the
data available on the cet savings
aceved by scanner. as against the d-
agnostic procedures which the me-
chnU replace Inconcusve. bqt a"
an approach to resource adocatM d-
csons on a community-wide buk I,
unoun. Rather. the td adopted is
to measure the efficlen wth which
the machines themselves ae used in
order to assure that the cost to the
community has low as con reasouby
be expected given the high cost oso-
quiring and operating the machines.

Some objections to the 3600 figure
have focused an the fact La the I-
stitute of Medicine statement on Com.
puted Tomographlc Scannn used
that number for a purpose difenmt
from that of the guldlelns. Whie it
Is trust that the immedawt prpose of
the Institute's use of this figure was to
recommend aporiste charm for
OT scans the Insitute adopted the
figure of 1,00 patient examinations as
ak basis for Utha compiuta because
of Its concluson, baed umon Its revw
of available data. ta a minimum
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volume of 2,800 patient examinations
Is a conservative basis for estimating
machine use on which to establish
charges. The Department's analysis.
using the Indicated definition and mix
of "patient procedures", concluded
that a C scanner which is operated
efficiently can normally perform 2.500
such procedures In a year with a work
schedule which is less than 60-S
hours per week.

While some objections to this pro-
posed standard hpve argued for a
target based on a 40 hour work week
and have correctly pointed out that
most scanners in operation operate at
less than the 50-55 hour level, the De-
partnent believes that the 50-S hour
week Is a reasonable schedule of oper-
atlon. that most scanners may fairly
be expected to attain that If necessary.
and that the fact that most scanners
now provide substantially less than
that level of service Indicates the need
for the standard. It should be noted
that latitude is given to HSA's, both
within the standard itself (see the Dis-
cussion portion of 1 121.210) and in
3121.6 ("Adjustment of standards for
partcular Health Systems Plans") to
adjust the 2,500 level where special
local circumstances warrant, after
careful analysis and consideration of
extraordinary conditions.

It was suggested that the proposed
definition of "patient procedure"
might be Interpreted to mean that a
number of studies of the same ar-
tomical region (such as the stomach,
kidney and colon) should be consid-
ered a single procedure. To clarify this
point, the definition has been revised
to substitute "the same anatomic area
of diagnostic Interest" for "the same
anatomical region."

With regard to the definition of "pa-
tient procedure." commentators
argued that a contrast scan and a non-
contrast scan of the same anatomic
area should be considered two proce-
dures, The requested change has not
been made. This change has not been
accepted since It is considered reason-
able to define as one procedure the
scans necessary for resolving a particu.
hr question, Reports from the Blue
Cross Association Indicate that It Is
the usual practice for an Initial scn
and an additional scan to be billed u a
single procedure, with the additional
wan usually increasing the charge by'
no more than 20-2S percent While
this suggests that a "weighting" for.
mula might be appropriate which
would assign fractional units to each
additional scan. the Department has
concluded that such an approach
needs further study. As Indicated In
the Preamble to the January 20
Notice, the Department will continue
to study this possiblity and welcomes
specific suggestions along these lines,
For the present standard, In evalust-
ing the Impact of the 2.00 target
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level, the Department took into ac-
count the relative number of multiple
scans. (For example, S-0 percent of
head scan involve more than one
can.) As the Discussion section points

out, the Department also took Into ac-
count an estimate of the potential rel-
ative frequency of more time-consum-
ing body scans.

Some commentators suggested that
the estimate of relative proportion of
body scans to total procedures was too
low. It is noted that only limited cov.
erage of body sins has been approved
for the Medicare program. As dis-
cussed in the Preamble to the January
20 Notice, developments In this field
will be carefully and continuously
monitored and changes proposed and
made periodically as indicated. The
Department welcomes the submission
of further information for its consider.
ation from all interested parties.

Some waters emphasized that the
discussion of the potential special uses
of CT scanners In research situations
was too limited, covering only collabo-
rative clinical trials. The material has
been modified to include other re-
search projects that have a fixed pro-
tocol and have been instltutionally ap-
proved.

It was also pointed out that a newly
Installed scanner does not immediately
reach its normal operating level. The
standard has been changed to recog-
nise this fact. and now provides that a
new machine should attain the target
level of patient procedures during Its
second year of operation.

Some commentators stated that
some new, less expensive scanners as
well as some early models operate rela.
lively slowly and may not be capable
of attaining the 2,500 level. These ma.
chines are head sca-ners and should
ordinarily have little difficulty in at-
taning the target level If utilized effi-
ciently. In any case, the "general ad.
justment" provisions of 9111.6 are
available to HSA's for application to
such unusual situations.

Reconuendations were received
that additional effort be focused on

.the development o1 a population-based
standard. The Department agrees that
population-based approaches are pref-
erable to utilization-based standards
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 Its awareness that many
medium-sized and small community
hospitals mu y not be able to meet the
target level set in this standard,
Indeed, there would be little purpose
In adopting a standard at all If that
were not so. It Is expected that vigor-
ous application of the standard by
tSA's will result in additional sharing

arrangements among hospitals as part
of the process of assuring that existing
and new scanners are more efficiently

utilised. Where such arrangements are
not feasible because of travel or other
difficultles, NSA's have authority to
adjust the standard to sure that
medically necessary C scanner ser-
vices will not be denied patients In
their ares,

Accordingly. a new Put 121 Is
hereby added to 41 Cys as set forth
below.
NoL-The Department of teslth. Eduga-

tot and Welfare hs determined that this
document 6oes iot contain a major proposal
requiring ges-araios Of an infliary10
Impact Statement umder Iscutie Order
11531 and OD Circular A-1f.

Dated: March 15, 1910.
JucVs B. RICIgoN ,

Asustaf Secretary o HealU .
Approved. March 22, 10S.

Josam A. CwAsto. Jr,
Secreftary.

PART 121-NAlONAL 0 5
FO HEALTH PLANNIIO
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Sec.
1111 DefinItIons.
135.I Purpse and scope.
121 1 AppWicabity of national guidelines

to health Systems Plans
111.4 Applicability of national guidelines

to Stale health plans,
12I.5 Respessbilfty of health sytte

agencies.
1l 1 Adjostment ot standars for psrtss

lar Health Systems Plaus

-ub 6-46800"W Nssfl Remiss Seok
e (Reserved)

P-t Ieppy, D1*iOe% sad OW sehatia
of Na"V asses

111.301 O nral bospitals-Ssppy.
Ili 101 Oneral hospltsls-40oupaney

rate.
12I 203 Ottetrical seryieds
131.204 Neonatal special cas muits.
ill.101 Pdiatric Inptien @srfkfe-

Number of bede.
111106 Pediatric inpatient seWes-Ooe-

peqw miss
IIl.101 Open heart surgery.
I1l 0 Carea atheterbsion
11.205 Radiation therapy.
I1450 Computed tossoeaphici scatners
il1Ill id4tage renal disease (SAD.
AToasn See. iaoi of the Publi Hsealth

Service Act, S Sta I2'? (41 DALC. W05t-IL

9111.1 Deflaitis
Terms used herein shall have the

meanings given them In 42 C3FS ilI.
*sl.t Psrpoeeid seage-

Section 1501 of the Public Health
Service Act requires the Secretary to
Issue, by regulation national gide-
lines for health planning. The gude-
lines are to Include national health
planning goals (section 1101(b(2)) a
standards respecting the supply, distal'
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butto. ad or antsation of health re-
sources (section 1501(b)(1)). This sub-
Pert Inchudes geea provil appH
cable to such goals and standards sub-
part 8 of this part sets forth specific
national health planning goals. and
subpart C sets forth specific standard@

resectng he up ly.dsrtion.
organzat ionof heal t h resources.

3 IlJ App4Seadlty of astlesa galduia

is HeaR System s,
Section 1llbXl) of the Act re-

quire health system Agencies in the
development of their Health Systems
Plans, to give "appropriate consider.
Wtlon" to the national guideline for
health planning. Health Systems
Plans must also "take Into amount"
and be "consistent with" the stan-
dards respecting the supply, distribu-
tio and organization of health re-
sources set forth In subpart C.

(a) Meonfsg of "contitenft wigk" A
Health System Plan will be onasid-
ered "consistent with" a standard set
forth In subpart C where It (1) estab.
lishe a target level which Is not In
excess of the level set forth In the
standard where that level is stated as
a mimum, or not les than the level
set forth in the standard where that
level Is stated as a minimum, except
where a specific adjustment Is Justl-
fled In accordance with subpart C or
3131.6 of this subpart, and (21) Includes
plans which, If Implemented. are rea-
sonably calculated to achieve that
target level within five years.

(M) Affective date. Health Systems
Plan established after December $1,
1978. must be "consistent with" each
standard set forth In subpart C.

111.4 Applicability of atitsal gmidles
t state hst Plans.

Each Sta 's state health plan devel-
oped under Tttle XV of the act must
be "made up or' the Health Systems
Plans of the health systems agencies
within the State, revised - found nec-
esSry by the Statewide Health Co-
ordinating Council to achieve their ap-
propriate coordination with each
other or to deal more effectively with
Statewide health needs. (Section
1524(iX2XA) of the Act.) Since Health
Systems Plans must Individually give
appropriate consideration to the na-
tional Suidelines for health planning
and take Into account and be oonsis-
tent with the standards respecting the
supply, distributon, and organhation
of health resources, the State health
plan will accordingly reflect the guide-
lines.

*li1 Respesiblity at health sy em

Subject to the authority of the
Statewide Health Coordinating Coun-
oil to require the revision of Health
systems Plan under section
1514(cX2XA) of the Act, each health
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system agency is responsible for ana-
lyg the needs and conditions In Ita
health service ares and applying the
national guidelines for health plan-
ning In the development of Its Health
Systems Plan. including the reed for
adjustments.

l:l-C Adjusimesis of staudarde for par-
ikleas Health "ytm Plant.

Subpart C of this part Includes pro-
visions for adjustment of Individual
standards. In sddltloE

(a) Health systems agencies must
make such adjustments as may be nec-
esur

(1) To take Into account special
needs and circumstances of Health
Maintenance OrgalUastions;

(I) To take Into account services
available to local residents from Fed-
eral health car factlIties; and

(I) To take Into account higher mini-
mum target levels snd lower maiam
levels that are established for State
Certiflcste-of-Need an related pro-
grams.

(b) Whenever a health system
agency concludes, on the brsi- of a de-
tafled analysis, that development of a
Health Systems Plan- consistent with
one or more of the standards set forth
In subpart C would result in.

(1) Residents of the health service
aea not having access to necessary
health services;

(21 Significantly Increased costs of
care for a substantial number of pa-
tients In the are& br

(3) The denial of care to persons
with special needs resulting from
moral and ethical values; and that
result cannot be avoided through use
of the adjustments specifically pro.
vided for In the standard or In pars-
graph (a) of this section. the agency
MAy Include In the Health System
Plan a special adjustment of the stan-
dard or standards which will avoid this
result. Whenever a sgeci adjustment
Is so included. the plan must also con-
tain a detailed Justification for the ad-
justment and documentation of the
circumstances that are the basis of the
Justiflcastion. In the cae of an adjust-
ment Included on the basis of (1) or (I)
above, the plan must further include
an analyst Indicating whether the
need for such an adjustment Is perms.
nent. If It Is. the supporting rationale
must be documented and It It is not,
an estimate must be included of how
long Inclusion of the adjustment will
be required along with a detailed justl-
fication for that length of time.

(c) Any proposed adjustment under
this section and the analyses support
ing It must be reviewed by the State
health planning and development
agency In its preparation or rtview of
the preliminary State health plan
under section 112(aXl) of the Act
and by the Statewide Health Coordi
natng Council in Its preparation or

IN0"

review of the State health plan under
section 1524fcC1S) of the Act. On the
basis of tha review, and consistent
with Statewide health needs an th
need to coordLnte Health Systems
Plans as determined by the Statewide
Health Coordinating Council, the ad-
justment may be made part of the
State health plan. The Statewide
Health Coordinating Council shall
report Its comments on and disposition
of the proposed adjustments to the
Secretary under section lii4(cXil of
the Act,.

Subpart C-'SndArs u Respectigs-~odf kpIy, Wst*vihk
sand Orgneelte ef liaot Ite-

11IJ1 GersnIhspitals-bed neppl.
(a) Sfen"r There should be lo

than four non- federal. shor-stay hos-
p1W beds for each 1000 person in a
health service area except under ex.
traordinary circumstances. Fr pur-
poses of this section. short-stay hospi-
tal beds Include all con-federal short-
sa hospital beds (incluing general
medical/surgcal, children's, obstetric,
psychiatric, and other abort-stay spe-
cislised beds). CoAtors which may
Justify adjustments to this ratio for a
health service area include:

(1) Age Indivduals 65 years of se
and older have a higher hospital uti-
saton rate-up to four time that of
the general populatio-than any
other age group. Sed-population ratios
for health service areas In which the
percentage of elderly people Is signifi-
canl higher (more than 12 percent
of the population) than the natieal
average may be planned at a hlher
ratio, based on analyses by the HSA.

2. Seasoesel population Alaca aton
Large seaora variations in hospital
utIon MY justify higher ratios.
Plans should reflect vaeaio and re-
creation patterns as well as the needs
of migrant workers sand other factors
causing ususful seasonal variation

(3) Rarel eres Hosplt care should
be accessible within a reasonable
period of time. For example, In rural
area In which a majority of the res-
dents would otherwise be more tu
30 minutes travel time from a hospital.
the HSA may determine, based on
analyses, that a bed-opulation ratio
of greater than 4 per 1.000 persons
may be Justified

(4) Urban ere" Ir numbers of
beds In one purt of a Standard Metro-
politan Statistical Area (SM") may
be compensated for by fewer beds in
other parts of the SMb. Health mer-
vice are" which Include a part of an
SM may plan for bed-populatm
ratios higher tha 4 per 1.000 persons
reflecting existing patterns if therM Is
a Joint plan among al HSAs serving
the SMSA which provides for lees
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than 4 beds per 1.000 persons In the
SMSA as a whole.

(ll Areas with referral hospials In
the case of referral Institutions which
provide a substantial portion of spe-
ciaty services to individuals not resid-
Ins in the area, the 1SA may exclude
from it computation of bed-popula-
tion ratio the beds utilized by referred
patients who reside outside both the
SMSA and the HSA In Which the fa-
uty Is located.
(b) Discssflm There Is general

agreement that the number of general
hospital beds In the United States is
significantly In excess of what Is
needed and that utilization of acute
In-patient care resources is often
higher than necessary. Excess bed ca-
pacity and use contribute to the high
cost of hospital care with little or no
health benefit. Empty beds are often
filled by patients who could be eared
for u well or better In less expensive
ways, such as ambulsiory care or
home care.

The Institute of Medicine's Report
on "Controlling the Supply of Hospi-
tal Beds" In 1976 recommended that
the nation should achieve at least a 10
percent reduction In the bed popula-
tion ratio in the next five years and
further significant reductions there-
after. The Institute statement noted:
"This would mean a reduction from
the current national average of ap-
proximately 4.4 non-Federal short.
term general hospitals beds per 1,000
Population to a national average of ap-
proximately 4 in five years and well
below that In the years to follow."
Similarly a study reported by Inter-
Study of Minneapolis. Minn., the same
year concluded that a 10 percent re-
duction In hospital bed supply would
be a desirable and reasonable first step
toward reducing excess hospital capac-
lty. As part of the process for deter.
mining this standard, the Department
reviewed projections in State health
facilities planning plans. Such plans
have set targets for future hospital
bed supply that, on an aggregate na-
tionwide basis, project just under 4
beds per thousand. Many Mates set
lower targetL Health Maintenanoe Or.
organizations and similar groups have
shown that high quality care can be
provided with les than 3 beds per
1.000 population. Thus, 4 beds per
1,000 population is a ceiling, not an
ideal situation. HSAz are expected to
identify the desirable local ratio. work-
ing closely with the State Health Plan-
ning and development Agenty and the
Statewide Health Coordinating Coun.
cil. It Is anticipated that In subsequent
plans HSAa will be required to Indicate
how they will reach a bed-population
ratio of leIs than 3.7 per 1,000 popula-
tion except under extraordinary cir.
cumstances. HSAs whose areas are
now below the 4 per 1,000 level are
urged to attempt to decrease bed-pop-
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ulation ratios below 1.1 per 1.000 popu-
lation. In areas where Federal medical
facilities and Health Maintenance Or-
ganiutions provide substantial ser-
vices to local residents, lower ratios
should be readily achievreable. Popula-
tion growth must be carefully ana-
lyzed; in many cases, this factor alone
will bring the area below the target
level i1 no unnecessary additional beds
are built. Under some conditions, a
higher target rellng may be Justified
by the NSA. Travel distance to the
nearest hospital is one of the most im-
portant factors to be analyzed, espe-
clally In rural areas. A planning crite-
rt of 30 minutes has been set, In line
with the policies of many local and
State health planning agencies around
the country. In analyzing ways of re-
during bed supply, it should be recog-
nIsed that greater savings will be
achieved when entire facilities are con-
sldered. In developing such plans, pri.
ority consideration should be given to
maintaining ad strengthening re-
sources that are emphastsing ativitles
identified as national health priorities
In section 132 of the Act.

111202 Ge"ral bmhsag -.Oeapary

(at Snq" There should be an
average annual occupancy rate for
medically necessary hospital care of at
least 80 percent for all non-Federal,
short-stay hospital beds considered to-
gether In a health service area. except
under extraordinary circumstances.
Conditions which may justify an ad-
juatment to t standard for a health
service area include:

(1) Seasoxal popusiefoa fiurf-
ation& In some areas the Influx of
people foe vacation or other purposes
may require a greater supply of hospl-
tal beds than would otherwise be
needed. Large seasonal variations in
hospital utilization which can be pre-
dicted through hospital and health In-
surance records may justify an aver.
age annual oocupancy rate lower than
80 percent based on analyses by the
HS&

(2) Rural gree Lower average
annual occupancy rates are usually re-
quired by small hospitals to maintain
empty beds to accommodate normal
fluctuations of admissions In rural
areas with significant numbers of
small (fewer than 4.000 admislsons per
year hospitals, an average occupancy
rate of less than 80 percent may be
Justified, based on analyses by the
RS&

(b) Discussio There Is substantial
evidence that excess capacity and use
contribute signIfIcantly to high hospi-
tall ccsta The 1976 report by the Insti.
tute of Medicine, for example, found
that "there isa growing concern that
the surpluses of hospital beds are con-
tributing significantly to the recent
rise of health care costs at a rate well

beyond that of general inflation. This
concern has not only to do with the
cost of maintaining unused hospital
bed capacity, but also with the unnec-
esary and inappropriate uses of hosp-
tal beds. especially those in the short-
term care category." Occupancy rates
currently average atout 75 percent na-
tionwide. Many hospital capacity stud.
les, including titos by InterStudy and
the Bureau of IfAspItal Administration
of the Universl g of Michigam Indicate
that an average hospital occupancy
rate exceeding 0 percent is a reason-
able target. In addition, many State
and local health planning agencies
have established higher occupancy
targeta. For example, health planning
agencies In Illinois. New Jersey, New
York, Massachusetts, Michisah. and
Wisconsin have recommended occu-
pancy rates higher than N percent for
larger hospitals. Higher averages have
been advocated, especially for medical-
surgical units. While pas studies typi-
cally apply these rates to Individual In-
stitutions, the Department. In line
with the objecUves of community-wide
planning,. has extended this concept to
apply on an arm-wide basis. Within
local health service areas, hospitals of
varying size and circumstances will
have varying occupancy rates a collec-
tive rate exceeding 0 percent on an
area-wide basis is a reasonable, achiev-
able goal except in rural areas and
when situations Wseent extraordinary
circumstan es. Ineases are to be at-
tained through constrained capacity
growth and Improved planning and
management It is not, of course, In-
tended that increased rates be
achieved through unnecessary hospi-
tal admissions or stays.

I11.M1 O'steuiea seVkLes
(a) Sta d r (1) Obstetrical services

should be planned on a regional basis
with linkages among all obstetrical
serve and with neonatal services.

(I) Hospitals providing Care for com-
plicated obsttricl problems (Levels
II and 111) should have at least 1.500
births annually.

(I) There should be an average
annual occupancy rate of at least 7I
percent In each unit with more than
1.500 births per year.

(b) Dtataflon The lmportance of
developing regional systems of care for
maternal and pertnatal health services
has been broadly recognized. The
Committee on Perinatal Healtk. repre-
senting the American Academy of
Family Physicism American Academy
of Pediatrics. American College fOb -
stetricians and Gynecologists, and the
American Medca Association issued a
report In 1916, '*Toward Improving the
Outcome of Premnancy." The report
Identified opportunities to reduee
rats of maternal, fetal and neonatal
mortality as well as to Improve deploy-
ment of scarce resources, especally
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those needed to provide comprehen.
sv serc for high-rsk patients.
The impact on quality of care of both
under-utilisation and over-utlsatlon
was emphasized.

The report stetes: "A sYstematised.
ooheiv regional network Including a
number of differentiated reemurces is
the approach most likely to achieve
the objective. Each component of the
regional stem must provide the
highest quality care, but the degree of
complexity of patient needs deter-
mines where, and by whom the ar
should be provided." Level I hospitals
provide services primarily for uncom-
pUcated maternity and newborn cases.
Level U hospitals provide services for
uncomplicated cases and for the ma-
Jority of complicated problems and
certain specisllsed neonatal services.
Level I1t hospitals are able also to
handle all the serious typs of Illuness
and abnormalities. Established ar-
rangements should provide for early
iaess of hizh-risk pregnant women
and prompt referrals among levels of
care as appropriate. Regional plauni
should Include a cooperative, coordi-
nated network of hospitals, physicians
and other health care professionals.
provldlw. 1) Expert consultation and
referral (2) basic a continuing edu-
cation for health professionals and
consumers. 3 transport of selected
patients to factliUes possessing more
specialized maternal and neonatal ser-
vices, (4) a continuing evaluation of
the effectiveness and costa of region -
lised programs. in 1472 the American
College of Obstetrics ad Gynecology
identified a minima target of 1.500
births per year for facilities In commu-
nities of 100.000 population or more to
provide a full range of obstetrical ser-
vices In an efficient manner, In 1574.
this figure was revised: 'The experl-
ence of many obstetric departments
indicate that the size, eQuipment, ser-
vices and personnel adequate to main-
taln a consistently high standard of
ordinary obstetrical care and a reasosl-
ably economic operation generally re-
quire more than 2.000 deliveries,"
(Standards for Obetetical and Gyneco-
Iogical Services. Committee on Profes-
sional Standards of the American Col-
lege of Obstetricians and Gynecolo-
Sts, 1974.) The Committee cn Perina-

SHelth also Identified 'he .000"
minimum figure for facilities denti-
fled as Level I1 facilities In detemin-
lng the 1,500 target, the Department
took Into consideration these reports
u well as the comments received from
the public and from members of the
expert advisory penl particularly the
criticism that a 1,000 target was too
high. The 1,0 level Is In line with the
policies of mny local and stale
health pluun agencies and can help
aMe more economic use of special-
bad resources while avoiding inappro-
priate utilization of such families.

tUIS AND hEIAI u

The Deriartment also recognizes that
there are substantial differences
among facilities which provide differ.
ent ranges of services, and there are
circumstances. such as those Involving
special moral and ethical preferenoes,
which may necessitate the NBA pro.
viding in adjustment to this sandart.
In Addition. in order to promote more
economical use of resources the De-
prtment has established the 1t pr.
cent minimum occupancy rate In Level
1I and III facilities. The 75 percent
figure was derived from an analysis of
various occupancy rate figures in a
number of source documents. whose
recommendations range from 50 per-
cent to oer S0 percent. The Hill-
Burton program recommended an co-
cupancy level for obstetrical units of
at least 75 percent The Department
anticipates that Institutions operating
at Levels U and IM will usually be able
to exceed this level

in keeping with the national priority
set forth in Section 1502 of the Act for
the consolidation and coordination of
Institutional health services, the con-
solldstion of multiple, smell obtetri-
-cal units with low occupancy rates
should be undertaken unless such
action Is undesirable because of needs
to assure ready access and senditve
care.

S111.14 Neomesal sPea Care sakte
(a) Sta rtlar (1) Neonatal services
ould be planned on a regional basis
th linkages with obstetrical services.
(2) The total number of neonatal in-

tendve and Intermediate care beds
should not exceed 4 per 1,000 Uve
births per Yea In a defined neona
service ares. An adjustment upward
may be Justified when the rate of
high-risk pregnancies la unusually
high, based on analyses by the HBA.

(3) A single neonatal special care
unit IMevel 1 or 111) should contain a
minimum of I beds. An adjustment
downward may be Justified for a level
H1 unit when travel time to an Alter.
nate unit Is a serious hardship due to
geographic remotenes. based on ana-
yseeby the BSA.

(b) Dcaso For this standard.
the Department has adopted the
widely endorsed ooncept of regional.
ZaWlon. involving various levels of care.
Under this concept, Level U1 unite are
staffed and equipped for the intensive
CAre of new-borne a well a Intermed-
Ae and recovery care. level U unite
Provide Intermediate and recovery

care U well U some speclalloed ser.
vi" Level I unite provide recovery
care. Neontal special cars is a highly
8peclsed service required by only a
very small peent* e of ifants. The
Department believes that four neona-
tal special cae beds for Intemive and
Intermediate care per 1,000 lve births
Will usually be adequate to meet the
needs takin Into account the In-

1347

den, of high risk pregnancies. the
percenagt of live births requiring is-
telive care, and the average length of
stay. ("Sed Includes Incubators or
other heated units for speciatised care
and basslnet0s) In adoUm the De-
partment bas'establoihd a minimum
of 15 beds per unit for Levels U and
II as the minimum number necessary
to support ecoomical operation for
these ser Both standards am rp
pr ad recommended by the
American Academy of Peditries. The
American A-cey of Pedlatrics has
noted ths tibet cre Will be iven
to high risk and srious3y IIl neonates
If Intem1v1 care uni developed In
a few adequately qualified tnWtatlona
within a community rather than
within m y hospitals. Properly con-
ducted. early transfer of these fants
to a qualified unit provides better eare
than do attempts to maintain them In
Inadequate unitL." Thi regionalbed
approach is reflected In the minimum
slne standard which is designed to
faster the location of specilsed unit
In medical centers which have avail.
able special staff, equipment, and oon-
sultative services and faciliUes. Since
perinatal center, which include neon-
ata] uni Will serve the patient lead
resulting from a representative popu-
laton of more thanne million a de-
flnd neonatal service area should be
Identified by the relevant BSA& In
conniU with the State Agenc.
Special attention should abo be given
to ensure aequate ommuiation
and transortaton systems. Including
Joint transers of mother and child
and maintennce of family contact.
P-.w4tals with such unite should have
gm=mts with oUr facilities to

serve referred patients. The giona
plan swuld Include a structured on-
going system of trelw, Including aW-
sement of changes In bealth statu
indicators.

I lSl.5 P.5In bpotie Usdee-

(a) Sieadert There should be a
minimum of 30 beds In a pediatric unit
In urbanhod arms. An adjustment
dovnward ma be Justifid wbew
travel time to an altrnat Unit eX-
ceed 80 minutes for 10 pecent or
more of the population. based on anal-
yeas by the NSA.

(b) Disussioa. Pediatric services
should be planned on a regionailetd
basi with linkages among hospitals
and other health agencies to proved,
comprehensive car The 1M7 report
of the Commttee on Implatio o(
Declining Pediatric Nspitailohaion
Rates for the National RAeeh
Council states that "for a policy o
hotAing children separately to be of.
fecuve. certain minimum sMvIes and
failtie ar needed, thus requiring
bed capacity utilation to make provi.
sion for these services and faduume
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econmically f1easa" Thh standard
was dve Ty the Department In

A number of sources support a mini-
mUm unit -e of 0 pediatric beds, In.
cuding planned agencies In Callfor-
nila, Mssachusetlts Ohio. Pennsylvt-
nia. and Wisconsin. Consolidaton of
pediatric care In units of at eat 20
beds In urbanized areas wil promote
the concentration of nursing and sup-
Port staff With Special Pediatric knowl-
edge AM ndsi the Increased tranin
of staff, and the provision of special
treatment and other ancillary fcill.
tes which meet the special needs of
chIldren. (A pediatric Inpotent unit is
a specific section. ward, wing. hospital
or unit devoted primarily to the care
of medical and sufgicsI patients usual.
y less than 14 rea Old. not Including

spec care for infants.)
The criteria of 50 minutes travel

time reflects Interest In esnuing that
chldren remain close to their homes.
family and friends. Frequent vits to
hoapitalled children are highly dealr-
eble and can be an aid to Improvement
and recovery. The American Academy
of Pediatric@ has recommended to Its
State Chars that child health plans
should provide that primary care for
children should be available within 30
minute& This acces standard to con-
sistent with those of many loel and
State planning agencies such as those
In Massachusetts, New York. Penmyl.
vana. and Wisconsin.

liIIjs Psiric lapatesa servies-ec-
CUpSMa rats

(a) Standert Pediatric units should
maintain avenge annual occupancy
rates related to the number of pedlat-
ric beds (excluve of neonatal special
care units) In the facility. Por a faciil-
If with - pediatric beds. the aver-
age annual occupancy rate should be
St least 65 percent; for a facility with
40-79 pediatric beds, the rate should
be at least 70 percent; for facilities
With 80 or more pediatric beds, the
rate should be at least 75 percent.

b) D"ocusaioOs.Variable occupancy
rates are designed to reflect the need
for Smaller units to maintain the ca-
pity to Accommodate normal day-to-
day fluctuations In admissions and to
set aside pediatric beds fIc particular
ages and types of cases. Such schedul-
Ing problems are less severe in pediat-
ric units of a greater capacity. More
over. large units are able to sustain
higher occupancy rates because they
are frequently associated with regional
enters which serve patients needing
types of care that can be Scheduled on
a more flexible basis. It is not intend-
ed of course, to encourage unneces-
Nary admissions or stays to achieve
these levels. This standard is identical
to that recommended by the American
Academy of Pedistrcs.

tUtll AND RNIJtAI
313t,3 Op.. bese soss.

per111JId a e b"hin(a) itemdard 4l) There should be a
minisum of 3Wr open heart proce-
dures performed annually, within
three years after Initation In any I
stitution In which open heart surgery
Is performed for alts.

($) There should be a minimum of
100 pediatric heart Operations annual-
ly, within three years after niati
in any Institution In which pediatric
open heart Surgery IS performed of
which at ele r5 Should be open hesi
surgery.

(3) There should be no additional
open heart unite Initiated unless each
existing unit In the heath service
freatsIis operating and is expected to
continue to operate at a minimum of
IN open edrt Surgery cases per year
In adult Services or 130 pediatric open
heart cased In pediatric Services.

(b) Diacwsioi Open heart surgery
for congenital and acquired heart and
coronary artery disease represents a
marked advance In patient care.
Highly speclallsed open heart proce-
dures require very costly. highly spe-
clalised mnpoer and facility re-
sources. Thus. every effort should be
made to limit duplication and unnece-
sary resources related to the perfor-
mance of open heart procedures, while
maintaining high quality care. Mini-
mum case lods are essential to ra-
tain and strengthen skills. (Open
heart surgery procedures re defined
as procedures wh ch use a heart-lung
by-pass machine to perform the func-
tions of circulation during Surgery.l A
minimum of 300 adult open heart sur-
gery procedures should be performed
annually within an Institution to
maintain quality of patient care and
make most efficient use of resources.
This standard is based on reoommen-
dations of the Inter-Society Commis.
alon on Heart Disease Resources. In
order to prevent duplication of oostly
resoes which are not fully utilized,
the opening of new units should be
contingent upon existing units operat-
ing, and continuing to operate, 51 a
level of at least 350 procedures per
year, The 350 level amunes an average
of 7 operations a week. a schedule that
In the Department's Judgement IS fea-
sible in most Institutions providing
these services. In units that provide
services to children, lower targets ae
Indicated because of the specid needs
Involved. The establshed level for pe-
diatric uniu is consistent with the rec-
ommendation of the Pediatric Cardi-
ology Section of the Amercan AMade-
my of Pediatics. In determining the
utiliation targ .0 U1380 pediatric open
heart casse the Department used the
Same ratio as for adult units. In the
case of units that provide services to
both adults and children, at leat 300
open heart proedures should be per-
formed. Including 70 for children. In
some are" open beat surgical teams.

Including surge. and specialsed
technologists, an ut/llhng more than
one Institution. 71r then institutions.
the guidelines may be applied to the
combined number of open heart proce.
dures performed by the surgical team
whr and Adjustment i Justifiable in
line with Section 1211.01) and pro-
motes more ocet effective use of avall-
able facUlitiss and support personnel
In such cases. in order to maintain
quality ce a minimum of 75 open
heart procedures In any Institution is
Advhable, which is cons stent with rec-
ommendations of the American Col-
legs of ueons. Data collection and
quality assessment and omttrol activi-
ties should be par of all open heart
surgery programs.

Itll.Ne Csedleesisetwa.
(a) fetaiar. (1) There Should be a

minlmuA of 300 cardise catheterka-
tions, of which at least 2W should be
intracardic or coronary artery cath-
eerzt&ona. performed annually in
any adult eardiac catheterztion unit
within three years after Initiation.

(2) There should be a minimum of
150 pediatric cardac ctheteritlos
performed annually in my unit per-
forming pediatric cardiae catheterz-
tions within three years after it-

(3) There should be no new cardiac
cathetrization unit opened in any fS
cility not performIng open heart sur-
Cary,

(4) There should be no additional
adult cards catheterizatim unit
opened unless the number of studied
per year In each existing unit in the
health service areaIs)s greater than
500 and no additional pediatric unit
opened unless the number of studies
per year in each existing unit is great-
er than 50.

(b) DW-cao The modern cardiac
catheteratln unit requires a highly
skilled staff and expensive equipment.
Safety and efficacy of laboratory per-
formance requires a cam load of ada-
quate aim to maintain the skill and of.
fclency of the staff. In additlm, the
underutilised unit represents a less ef.
ficiet use of an expnsve resource
and frequently reflects unnecessary
duplication. Based on recommenda-
iions from the InterSockety Commis-
idon on Heart Disase ReMources the
Department believes that a minimum
level of 300 catheterisations per year
is Indicated to achieve economic use of
resources. Several Stat' health plan-
ning agencies suh as New Jersey.
suggted a higher minimum level and
the Department Will be Considering
whether a higher level should be ae.
tablishd in the MUors The Depart-
ment has als determined the exsting
unite should be performing more than
600 cardiac catheterations or 80 pe
dtlri cardiac catheteriations before
a new unit Is opened. The N0 level is
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tb.ed on an average of two catheter.
Isationa a day, a rate that is In the De-
partment' Judgement readily achlev-
able In most Institutions Provdin
these services and that will foster
more effective use of current resources
prior to the development of additionl
resources. More than 00 procedures
are performed annually In some intU-
tuUon Pediatric cardiac catheterisa-
tions require special faculties and sUp-
port services. Lower target numbers
are presented In these cases because of
the special conditions ad needs of
children. The established levels am
consistent with the recommendations
of the Section on Cardiology of the
American Academy of Pediatrics and
the Inter-ociety Commission on
Heart Disease Resources. The patient
studied in the cardiac catheterization
unit is frequently recommended for
open heart surgery. While acceptable
Inter-instituUonal referral patterns
exist In some areas. cardiac catheter-
Iation units should optimally be lo-
cated within a facility In which cardiac
surgery is performed.

I Il3i.M Rdios therapy.
(a) St f drd M) A megavoltage r-

dlaUon therapy unit should serve a
population of at least 150,000 persons
and treat at least 300 cancer cam an-
nually, within three year after IniU-
ation.

(2) There should be no additional
megavoltage units opened unless each
existing megavoltage unit In the
health service acea(s) Is performing at
least 0,000 Ireatments per year.

(1) AdJustments downward may be
Justified when travel time to an alter.
nate unit Is a serious hardship due to
geographic remoteness. based on ana-
yses by the HSA.

b) Dficu o. While various types
of radiation are Indicated and used for
tumors with different charateristls,
megavoltage equipment is accepted a
the most efficacious for treatment of
deep-seated' tumors. Megavoltse
equipment is expensive to purchase.
Install. and support on a continuing
basis. Every effort should thus be
made to avoid unnecessary duplication
of this costly resource. Established
standards should provide needed treat-
ment capablities wbile preventing un-
necessuy duplicat ,tn of radiation
therapy units and underuttlization of
existing capacity. A unit refers to a
single megavoltage machine or energy
source. The most common types of
units to deliver megavoltage therapy
are cobalt 50 and linear accelerators.
Treatments are meant to be the same
asPatient visits, A treatment or visit
averagee2 1.2 fields, according to re-
ports from the American College of
Radiology. It also reports that about
half of new cancer patients require
megavoltatge radiation therapy, and
that many require subsequent courses

MIUll AND ltl tAllONS
of treatment. The American College of
Radiology has indicated that at leat
300 cancer cases annually ar a reason-
able minimum load for a megavoltage
radiation therapy unit in order to
maintain an efficient high quality op-
eraUon. Based on the Information and
recommendations of the Collee. as
well as comments received from the
p,,blic and from members of the
expert advisory Panel which reviewed
the standard the Department has set
a minimum standard of at leat 300
cancer cases per unit per year. In 1174.
the Department commlsoned a study
of the use of radiation therapy units.
A committee appointed by the Ameri-
can College of Radiology and the
American Society of Therapeutic Ra-
diology to review that study suggested
that economical operation of radiation
units would call for existing units to
do 5,000-8.00 treatments per yea.
The 7,00 level was included In the
September 1. 1177 IrPEM. This
target would have required units to
treat an average of 30 patients per
day. Based on comments received from
the profession and the general public.
the Department has adjusted the stan.
dard downwards to 5,000 treatments
per year. an averLae of about 25 pa.
tents per day, to take Into account
variations In Patient mix and work
tchodules. Since many institutions
1aeet a exceed these targets, this
adard In the Department's judge-
ment represents an attainable. effl-
cdent level of operation. The indicated
target levels ar minimal Ad should
generally be exceeded.

Dedicated special purpose and extra
hish energy machines which have
limited but Important applications
may not perform 6.000 treatments per
year and should be evaluated Individ-
ually by HSAs In the development of
Health Systems Pans.

illilt: Computed Tomgrphi Bea

(a) Standlni (1) A Computed Tomo-
graphic Scanner (head and body)
should operate at a 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 additional
scanners approved unless each exist-
ing scanner In the health service areas
is performing at a rate greater than
1.500 medically necessary patient pro-
cedures per year.

(3) There should be no addiUonal
scanners approved unless the opera-
tors of the proposed equipment will
set In place data collection sand utliz-
tion review systems

(b Dtc, auio. Because CT scanner:
are expensive to purchase. mantain
and staff, every effort must be made
to contain costs while providing an a-
ceptable level of service. Intensive uti.
ligation of existing units. regardless of

1N4*

location will prmt needless dupica-
tion and Umt unnecessary health care
eosts. Batimates and surveys for of-
dent istllitlon of CT scanners range
from 10 to over 4.000 patent proct-
dure a year. (One patient procedure
Includes. durin a sinle visit. the Ini-
tial can plus any necessary additional
scans of the same atomic area of dl-
agnostic nteret).

The Institute of Medcine. the
Office of Technology Assessment and
others have carefully revi ed these
data and the capabits of various
avalble units. The Department has
reviewed these analyses u well u the
extensive literature that has been de-
veloped on CT scanners. In arrfvIna at
a standard for the use of these ma,
chine:, the Department has coeald-
ered a variety of factors Includlknl the
difference In time required for head
scans and body scam, the need for
muiUple scans In some patient examl-
nations, varistions In Patient mix. the
special nee of chilrn time re-
quired for maintenance, and staffine
requirements. Moreover. the Depart-
ment consdered the actual operating
experience of hospitals and Institu-
ton reflected In reports on the use of
CT scanners.

The standan set in the Depart-
ment's guidelines Is Intended to assure
effective utilization and reasonable
cost for CT scanning. These maines
are expensive, and therefore must be
used at levels of high efficiency if ex.
ceselve emt are to be limited. The De-
partment recognises that the cost of
some machines Is declining, particular-
ly those that perform only head scans
which requlre less time. 7cr machines
that do predomlnnUy head scam, the
standard represents an efficient but
more easily attainable level of utliza-
tion. For scanners capable of perform-
Ing both head and body scams. it Is im-
peraUve that they be effectively used
in order to spread the high c Wl ex.
penditures over as much operating
time a Possible. As the Institute of
Medictne report stated, "The hish
fixed costs of operating a scanner
argue for as high a volume of use as
the equipment allow without jeopar.
diing the quality of care."

The Department believee that a 50-
55 hour operating week Is both consist
tent with the actual operating expert-
ence of many hospitals and a reason-
able target. Based on reported exper.
ence for the time required for both
head scan and body seans, the De-
partment estimated that a paUent mix
of about 60 percent head sma and
about 40 percent body cans. malang
allowance for the other actor kIt-
fied above, would allow a CT scanner
to perform about L50 patient prome
dures Per year If it Is efflciently used
about 50-51 hours per week. This esti
mate a esa higher percent" t Of
body scans than Is currently being pe-
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formed. If fewer than 40 percent body
scans are performed. then 2,600 ps-
tient procedures would Involve even
lem than 0-55 hours per week. Suing
the standard on a higher percentages
of body scans also takes mocount of
current trends toward Increased pro-
portions of such scamn.

The Department believes that shar-
t arrangements In the use of CT
scanners In desirable, In line sith the
national health priortUes of section
1502. Individual Institutions or provid-
ers should not scqutre new machines
until existing capacity Is beln well
utllised.

In plannim for CT scanners, the
HaA should take Into consIderstion
special circumstance. such am !) an In-
stitution with more than one scanner
where the combined verse annual
number of procedures bs greater than
2.500 per scanner sithough the unit
doing primarily body scam Is operat-
ig at less than 2,500 patient proce.
duree per Fear, 2) units which we, or
will be. devoting a significant portion
of time to fixed protocol Institutional-
ly approved research projects and 3)
units which are, or will be. servicing
predominantly seriously sick or pediat-
ric patients. A summary of the data

ilS AND UIGIATMIONS

collectd oan CT sca ners should be
submitted by the operators to the ap-
proprlae HAA to enable It to ads.
quately plan the distribution and use
of CT scnMrs In the area. The data
to be 0ollected should Include Informa-
tIon on uWisation and a description of
the operations of a utilization review
program

IlIMllt Sod-Sa Uoual Disssse

(a) Sta"hsrd The Health Systems
Plan established by H15A should be
Coreatent with standards and proce-
dures contained In the DHEW regular
tos governing condition for oover.
ag of suppliers of end4tae renal dis-
ease services 20 CIPR Part 405, Sub.
part U.

(b) DUcusuio The =RD Program
was created pursuant to section 11I
of the Social security Amendments of
172 (Pub. L 02-01). which extends
Medicare benefits to any Individual
who has end-stag renal disae re-
quiring dialysis or trnplantation.
provided that Kch Individuak (I) is
tully or currently Insured or entitled
to monthly benefits under Title II of
the Social Security Act; or () Is the

spoue or dependent ehild of an Indl-
vidual so Insured or entitled to such
monthly benefits. In order for an
MO facflty 'to quality for relm-
bursement under the prueam the fa-
€llty must meet the conditions for
covers of suppliers of end-tage
renal disease service. as established bf
regulation. The" conditiom acorpo-
rate standards which Mlt to supply
distriuti and Organiztion Ui
UTID facilities. The standud were
developed by the Department of
Health. ducation end Welfare and
wer based On extensive Consultation
with professionals and other persons
knowledgble In the me nepbro-

I and transplant Surery. tame
these standards ar already published
a regulation, they ar not 1spub.
listed here. The regulations do no try
to enwrae any paticul tye of
dialyis setting. It Is widely recognized
that self-care dialysis can signficantly
contain costs without Impaing the
quality of cae of the suitably chosen
patient. The organisation of'
to support self-cars dlalis l there-
fore encouraged to the maximum
extent practicable.
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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
they are with old ones, and it requires a different mindset.

Gentlemen, thank you very much.
Do you want to say 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 you that she was immediately sensitive upon 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 testimony, 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 integrity 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 of Reported Savings from HIE Major Initiatives
To Reduce Praud, Abuse, and Waste (1

Inspector
General'I
Estimate

HEWs VT 7 Reported
i"duction Savings as of

Plan "epteber . 1910

A. Health Care

1. Nedicaid/Nedicare fraud
and abuse

2. Medicare audit and coatreviews
3. financial management

&. Medicaid
b. Utilisation control

penalties
4. fsimbureement limitations

fto renal dialysis
S. Medicaid erroneous

payments
6. Kedicare--reimbure*ment

limitations
. Routine hospital costs

b. Purchased inhalation
therapy

c. Malpractice insurance
7. Unnecessary hospital sthys'

Subtotal

S. Income Security

1. 881
a. SS1 overpayment

recover ia
b. Disability conversion

review
C. SSI payment errors

2. AFDC
a. Child support

collections
b. Financial management
c. DC payment errors

3. FSDI
a. Duplicate payments to

dependent children
b. Student benefit initiative

Subtotal

C. Student financial Assistance

1. Increased collection of
ISL defaulted loans

2: pro.
.VaIdato and editing
activities

4. Increased collection Of
MIn. defaulted loans

S. Reduction in VlSr- claim
Subtotal

D. BlGenterY and Secondary
Edsucat ion

3. Inse!ctor General Compter
MatChi M Initiatives

1. 551 project match
2. A DC project match
3. ISDI project match

Subtotal

46

17

1,100

'3

16

22

265

3S

13
10
54

105292

2S 10
206 25

-- 8
-0 100

Ica

61
27

300

10
11
"T

22

27

53

-- 5

-- 12
-- C

- ~11

F. Croe-Cutting ManagementInitiatives

1. Indirect cost negotiations
2. Project Integrity system
3. 1O Audit and criminal

investigations
a. Criminal investigations
b. Audits

4. Mcoveries on outstanding
PY 1677/74 audita

S. Improved AD practices
Subtotal

TOTAL

23 Is 68.5
-- a 3.42

-- 10 .7
30 16 37.1
- 16.1

$2,741 91,10S 70S.03

* These initiatives did cot have targets in our march S plan.
1/this figure is a combination of savings from State fraud control units.

Medicare, ad Medicaid Inveetigationa.

23.04 A/
6.21

45.3

11.6

10.7

23. 2

1.13

27.0

1.35
138n

5. 2

221.6

30.0
M, 3

22.2

921 _

.65
6.6)
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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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STATIAEMT OF -'

FREDERICK me BOREN
ASSISTANT SECRETARY FOR MANAGEMENT AND BUDGET
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Mr. Chairman# and Members of the Committee, I as Frederick

M. Bohen, Assistant Secretary for Management and Budget in
the Department of Health, Education, and Welfare, and I am. .. • . , , ., . . -'

pleased to appear before you on behalf of Secretary Patricia
Roberts Harris.

Accompanying me this morning are Richard Love, Actirg

Inspector Generalp Stanford Ross, Commissioner of Social

•Securityl and Leonard Schaefferp Administrator of the Health

Care Financing Administration. We are here this morning to

discuss with you the question of quality control in HEW

public assistance programs -- and how HEW and the States

hove been working to improve management systems 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 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 two tenths of one percent of

HEW's budget goes to beneficiaries who may have

obtained the benefits fraudulently. Less than 30 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

expenditures are rooted in the complexity of legis-

lative design and administrative error in these

programs, and we can halt these expenditures and

achieve savin gs only through new legislation and con-

tinuing improvement and redesign of management systems.

o HEW and the States have made excellent progress in

reducing .error rates for AFDC and SS1. The excess

payment rate for AFDC dropped from 16.5% in September

1973, to 7.1% in September 19781 the SS1 rate has

dropped from 11.5% in June 1975 to 5.0t in March 1979.

o HEW has mounted an aggressive technical assistance

program to help States save AFDC and Medicaid dollars.

-- For AFDC, we have already helped five States

introduce retrospective accounting and six

States to systematically use error prone gr_-

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 would :reform many error ptone features

of our cash assistance and health care financing

programs. For example, the Social Welfare Asendments

of 1979 would mandate that States establish benefit

levels based on retrospective accounting and monthly

reporting by beneficiaries.

o HEW opposes legislated error rate targets with

fixed, inflexible timetables. 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 special problems and adapt to new

information and program experience. Overly specific

and harsh legislation could harm legitimate benefi-

ciaries and could cause State performance to

deteriorate rather than continue to improve.

The Inspector General's Report

Since HEW's Inspector General issued his first report in 1978,

there has been much publicity about fraud, abuse, and waste

in HEW programs. As we can all readily agree, there is

substantial room for improvement 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 General's report

have often obscured the important questions and made it more

difficult to frame constructive solutions.
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At the same time, wein 'HE'hav'e been unsuccessful in clarifying

the Inspector .General's findings and conclusions and.What the

Department could, and .has done to address them.

So I would like to spend a few minutes reviewing that report

and putting into context the Inspector General's estimate of

dollars that could be saved before turning to the issue of what
we in the Department are doing to strengthen quality control,

and how we and the States have been working to improve the

administration of the three manor public assistance programs --

AFDC, SSI, and Medicaid,

The unique thing about the Inspector General's report is that

it brought together for the first time everything we 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 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 attention to real management problems and

encouraged us'to come up'wi'th creative solutions.

The Inspector General took great pains to categorize the various

types of management problems he reviewed, both in order to facili-

tate understanding and to encourage appropriate solutions. The

careful distinctions made throughout the report were largely

ignored once it became public. One crucial distinction which I

want to emphasize today is the distinction between fraud and

abuse, on the one hand, and systems deficiencies on the other./
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Listening to the public debate about the Inspector General's

report one got'the'ipressi'6n'that SEW vds beingidefrauded of

$6.5 billion ahnually; 'This'Is"eiphatlcdlly hot the cas s-nd was

made crystal clear i6 the 7nipetok Oineral's report itself.

Most of his $6.5 billion estimate stems not from fraud and abuse,

but fiom dollars that could'be saved only through legislative

reforms; clarified program policies, and improved management

through administrative and deliVery system reforms.

Fraud and Abuse .

A relatively small proportion of the Inspector General's esti-

mate, 14t or $886 million, is ascribed to fraud and abuse.

The largest portion 'of this estlimate,,$668 million, was the

Inspector General's ball park guess about the' extent of health

care provider fraud and abuse. Contrary'to popular belief,

fraud and 'abuse by recipients of the benefits under OW programs

was a relatively minor problem cited by the Inspector General.

His estimate of fraud and' abuse by students and AFDC recipients

totalled $218 million, only 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 his estimate of fraud, the Inspector General

estimated $5.6 billion could be saved through changes in inef-



Elements of the Inspector General's $6.5 Billion
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ficient systems, management practices and program policies. He

highlighted three distinct types of problems

o First, the Inspector General assigned a dollar value of

$2.4 billion to the inefficient and 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. Its 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.

0 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 documented savings of over $400

million in FY 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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o Third, the Inspector General estimated that payment errors

in HEW's four major assistance programs -- AFDC, 881,

Medicaid, and Social Security -- totalled $2.7 billion.

Although it would be completely unreasonable and could not

be cost effective to expect payment errors in these programs

to be totally eliminated, HEN 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 rates in AFDC

and SSI have been cut in half, a new Medicaid quality control

system has been designed and implementation has begun, and a

new Social Security system has been developed 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 fraud is

not perpetrated by the recipients of Federally-supported

cash assistance and medical services. This does not mean,

however, that the problem should be ignored. Any fraud

or abuse in these programs can undermine public confidence

in them.
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HEW's Quality Control Systems in Public Assistance Programs

I will now turn tot the tomedl te concerns of this Comittes -

the quality control systems in AFDC, 6S and Medicaid -- and their

capacity to achieve, tighter error tolerances 4n. the future.

The fundamental responsibility of administrators of public

assistance programs at all levels of government is to assure that's

o money and services are going to the people who are intended

to be served, and

o those who are eligible receive what they are entitled to,

no more and no less.

HEW and the States over the last one and a half decades have

developed quality control systems to measure how well these

basic responsibilities are being carried out in the AFDC, BSI,

and Medicaid programs and what needs to be done to correct

mistakes. These systems 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 private sector Ville introducing a number of

innovative concepts necessary for quality control systems

in the public sector.
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Comparision with Private Sector

In many respects, the quality control systems by which we measure

ourselves in.APDC,. SS1, and Medicaid are more rigorous than comparable

systems in other public programs or In the private sector. Our

systems determine error rates by reviewing a statistical sample

of the entire caseload# not a sample of caseworker actions. The

latter would restrict th. review to cases recently examined and thus

be less likely to have errors. Also, reviewers 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. Also, the sample is often selected from recent

transactions, not from all cases currently receiving payments.

The insurance industry, for example, favors numerous reviews of

new cases before initially awarding payments, with less attention

to reexamining cases already approved and receiving regular

payments. Those quality control systems designed to monitor trans-

actions will tend to find lower error rates than systems reviewing

a sample of the total caseload, as do the systems in AFDC# Medicaid

and SSI. Indeed, 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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Structure of the Quality Control System

Quality control systems in the private and public sectors have two

distinct functions: 1) measurement of errors and 2) corrective

action to prevent recu;ring problems. Industry weighs the cost

of correcting product laws uncovered by quality control activi-
t .1J.

ties against the benefits to be gained, and may accept some con-

tinuing level of error, if the -cost of a complete remedy is not

matched by commensurate savings. We also believe the government

needs to assess the resource costs as it sets goals for results

under quality control activities.

The quality control systems which we will discuss today focus on the

major types of errors in AFDC, SSI and Medicaid -- mistakes in

determining whether or not a person 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.

" 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 ore determined.

56-941 0 - 80 - 7



94

In the AFDC and Medicaid quality control programs, Federal

staff conduct a re-review of the States' quality control

findings. The State's final error rate is based on the

findings of both the Federal and State reviews,

*o 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 HEW

HEW made its first effort at quality control in the AFDC program in

1964. It focused only on the performance of welfare caseworkers in

following predetermined procedures. Reviews were conducted as a

sample of caseworker actions to see if those actions were performed

correctly. The review system ,did not seek to determine if the

overall payment was correct. Since the scope of the review was

limited and since recently enrolled or adjusted cases tend to

have fewer errors,.the quality control systems of the 1960s

generally found lower error rates than did the much more rigorous

systems implemented in the 1970s,

This quality control system went through major modifications in the

first few years, including increased sample sizes, the change from

sampling 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 1970s, the early efforts
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had been refined by the States and NEW to the current system

which couples a, device for obtaining information on where

errors are occurring Pith 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 eligibility quality control system in 1975,

and the SSI quality control system in 1974 - the year the

SSI program was federalized. The 1975 Medicaid system pro-

vided information only on beneficiary eligibility. In 1978,

HEW implemented a more comprehensive quality control system

which Includes errors caused by claims processing -- for

example, paying duplicate claims or paying for noncovered

services -- 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 AFDC and $SI

programs have made and continue to make significant progress

in reducing error rates. In AFDC 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 amounts:
I,' .

o AFDC has brought excess payment errors from 16.50 in

September, 1973 down to 7.1% in September, 1978.

o SSI has brought excess payment errors from 11.5% in June,

1975 down to 5.0% in- March,. 1979.

o These dramatic reductions in the AFDC and 6SI error rates

have also had a significant impact on Medicaid errors

since persons eligible for AFDC and, in most instances, ssi

are automatically considered eligible for Medicaid.

These significant Auctions 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 the determination of

eligibility to decrease excessive caseloads per worker and allowing

a better verification of information provided by the client, such

as income. Although we will not have our first Federally-deosloped

data from the expanded Medicaid quality control system for another

two months, States have preliminary data and have already begun

the corrective action process.
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Causes of Error

The causes of the errors nied by our quality control systems

can be grouped into to broadcategoriest agency error or client
. . 1 0C.

error. The administering agency most commonly makes errors

because oft

o incorrect application of procedures by the caseworker when

determining or adjusting the client's grant eligibility.

o failure to follow-up .on indications of changes to the

beneficiary's eligibility, e.g., such as a change in address

which could result in possible change in living expenses.

o simple errors by the eligibility worker in calculating the

payment amount.

Beneficiary error generally results from failure to report infor-

mation, such as change in Income, or the information reported is

incorrect or incomplete. In AFDC, based on data from the most

recent sampling period,--,April to September 1978 - agency or

administrative error accounted for 60% of all case error. More

than half of these errors 4re due to the States' failure to take

appropriate and timely actions e.g., following up on indications

of changes to a client's eligibility status.

In the SSI programs agency error constitutes 400 of the overall

payment error rate. About 600 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, )based on April - September 1976,error

rate data, 631 of the payment Irrors are due to agency error.

Thel most common cause of client errors in AFDC and S8I is the

recipient's failure to report in a timely fashion changes in cir-

cumstances, such as income and living arrangements.

In AFDC, our quality control sampling strongly suggests that the

likelihood of an error increases substantially as the time

elapses since a caseworker last did something on the case. For cases

with caseworker attention within the last three months, 19.3 percent

are in error, but for cases in which at least a year had lapsed since

the last 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:

o We have established management institutes at the Federal level

to identify and disseminate innovative State practices which

result in improved program management and to help implement

such improvements. For example, through our Medicaid -
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Medicare Managementr3hbtitute, :we haveassisted New York City
.to improve the process tot determining initial eligibility

*Of patients innurstno homes;- Working with Pennsylvania# we

-are close to complbtinq the development-of a comprehensive

program to identify end bill liable third parties such as

insurance companies-,--

o We are assisting several other major States to improve the

administration of their Medicaid programs and reduce payment

errors: Federal staff assisted California to develop procedures

to validate social security numbers routinely as client iden-

tifiers and analyzed the cost effectiveness of an error prone

profile case management system. HEW provided assistance to

Illinois in improving its Medicaid eligibility policy manual.

o HEW has prepared error prone profiles for AFDC cases for the

six States (New York, Illinois, Ohiop Massachusetts,

* Pennsylvania, and Michigan) 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 applications and redetermination*.
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;o We are currently helping five States (North Dakotao'South

Dakota, Wyoming, IllinoiS, and Kansas) install retrospective

accounting and monthly reporting of income by recipients.

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 present, most States calculate

their assistance payments on the basis of anticipated income.

In any period when the income is greater or less than

expected, the payment made will be in error. This is true

even with a perfect income reporting system. We advocate

retrospective accounting in our Welfare Reform proposal and

encourage States to implement the procedure under the current

system.

o 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 provide

similar technical assistance to States with exceptionally

high Medicaid error rates.

" HCFA is already funding operational Medicaid management infor-

mation systems in 28 States, and systems are under development
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in anotherlb states. These systems are helpful in'improving

the States' capacity tO'correct claims processing problems

such as duplicate payments, payments for uncovered services

and overpayments. Por example, New York City avoided costs

of $163.7 million in the first year of operation of its

Medicaid management information system. Other States have

experienced similar successes.

Future Prospects

Although past progress 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 actions have been

implemented. For example in the early years of SSI, unreported

income from Social Security and Veterans benefits contributed

heavily to the error rate. SSA began matching SSI cases against

Social Security and Veterans Administration files in 1975 and 1976

and during this period the error rate dropped from 12% to St.

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 eligibility criteria, e.g.r 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 caseworkerts wrong

calculatflon *f"the l'ayeht aourt" by compAertzinghiU calcu-

latioh. fHoweverr:the boit f a comput~rised byste.moobla exceed

the amoun'saved from reducing calculation errors.

Finally# some'bbrrebtiVe actions would not be cost effective because

they could incrbase total legitimate payments more than they would

reduce'erroheousb ayments. For example, many States individually

determine client's welfare payments by budgeting for the client's

actual rent. This approach is more error prone than one in which

States pay a flat amount varying only for family size. To move to

a flat payment, however, a State would have to either reduce a large

number of recipients' benefit levels, or substantially increase

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 potential employers to verify the income status

of all AFDC beneficiaries.

Role of Fiscal Penalties in Error Reduction

The history of fiscal penalties on States for high error rates

begins in 1973. At that tioe'several States still did not have

fully operational quality control systems for the AFDC program

even 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. In 1973# HEW published regulations to dis-

allow Federal tinanilcl'ioaiAlcipation for AFDC case error rates in

excess of 3% for 'iliibility ald 5% for overpayments. States

which exceeded thee lolerances were required to achieve then in

bne third incr6mentl over an 18-month period between July, 1974

and December, 19TM.'''

When HEW was about to impose the first penalties, fourteen States

mounted a court challenge against the disallowance regulations. In

May 1976, the U.S. District Court for the District of Columbia

issued an opinion that, although HEW had the authority to aek goals

and impose penalties,,the tolerance levels of 3% and 5% 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 Regulations

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 either 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 equal 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 is achieved. At the same time HEW established a stand-

ard for itself of 41 in SS for those cases where HEW has agreed

to 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 years 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 being conducted in close cooperation with

State and local advisory groups, will consider the varying char-

acteristics 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.
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Appropriations Initiative

Before the March 7 regulations could be implemented# Congress

directed HEW to issue another get of quality control regulations

by the end of November. The Statement of the Managers in the

Conference Report on the 1979 Supplemental Appropriation Bill

directed that each State be required to achieve a 40 AFDC and

Medicaid payment 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 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 AFDC and Medicaid error rate

tolerances through the appropriations 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

o The penalties implicit in the appropriations provision could

very likely harm legitimate beneficiaries.

o It has locked the Dppartment 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.

o 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 bills

o Sets as a goal a National AFDC payment error rate of 40 and

specifies the method for achieving this goal to be the

Department's March 1979 quality control regulations.

o 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.

o 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 regulatory 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 which could be

incorporated into tI,, Social Security Act rather than being appended

to an HEW appropriation. In our judgment, Part G of the Social

Welfare Amendments includes the appropriate elements for legislative

action on quality control.

o It provides a clear statutory basis for HEW to set standards

and impose penalties for poor performance.
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o It preserves HEW's regulatory flexibility to recognize spe-

cial 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 need at least one

more historical period of error rate data 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 nature of the problem that we face. The most signi-

ficant opportunities for lowering error 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

affirmati; 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
nationally, with fu ding from general revenues. States may supplement the Federal
benefit.

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 eligibility, 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
assistant 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 society-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 performance in the program. The States are responsible for operating
the AFDC/Quality Control system, which is a national system that conforms to
Federal specifications. The Federal Government is responsible for reviewing part of
the sample the States have reviewed to ensure that the State review has been done
accurately.

The SSI/Qualit Control system was started as soon as the SSI program was
implemented in 1 74. 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 supplement 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 Control work. This
staff is independent from those who regularly take applications and determine
eligibility and payment amount.

The Quality Control reviewer is responsible for doing a thorough and completelX
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 type 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 Control 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:

Amourt of earned income was not shown correctly in the record;
Failure to register for the WIN work and training programs;
Living expenses, on which the grant amount is based, were incorrectly calcu-

lated;
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 in forma-
tion to SSA, orby 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 eligibility factors
causing errors, the most frequently occurring were:

The beneficiary had funds in undisclosed bank accounts which resulted in
resources 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 specific problems.

For example, if the agency 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.

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 greater 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
1979.

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-

S we are continuing to stress and strengthen the Quality Control systems for both
ADC 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.-

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 been 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 develop from analysis of the Quality
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
types of income should be reported.

Establishment of a new SSA-wide Office of assessment which provides a new
assessment capability with SSA's own Inspector General-type operation. This
new, highly visible and focused assessment operation will be able 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 $145 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
implementing.

Creation 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 Assst.
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 program which require attention. A major SSA-wide initiative is the launching
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 is 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 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 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 checks 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
percent of cases in error and -half of the money misspent result from these two
factors. 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 Wclfare 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
benefit amount. Currently, most States check this information only once every
6 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
Government.

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 goals. 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.
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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, ani 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 alone.
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 hae
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 prevent error may exceed the savings possible-in other words, would not
be cost effective. 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 Quaiity Control for Moynihan Hearinps

Brief History of the Medicaid Program

Medicaid was authorized by Congress 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 *hose 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 Medicaid 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 Medicaid Quality Control (MQC)
System is designed to help States achieve 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.

II. 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 Medicaid coverage of 551 recipients by requiring that such
recipients meet any more restrictive criteria which were In effect In the
State on January 1, 1972, prior to the Implementation of the SSI program.
States which exercise this option are required to provide a "spend-down" for
all aged, blind, and disabled persons (not just SSI recipients) by deducting
any medical expenses Incurred from Income in determining Medicaid
eligibility.

States may pay a cash supplement to the bis c 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 level of income.
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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 affect 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. Individuals who received Title 11 (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, XIV, or XVI in
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 If.

2. Persons who were eligible for Medicaid in December, 1973, as an
"essential spouse" of a cash assistance beneficiary, and who continue to
meet December, 1973 criteria.

3. 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.

4. Persons who were'eligible for Medicaid In December, 1973, as blind or
disabled, and who continue to meet the December, 1973 criteria.

3. Persons who would be eligible for SSI payments or a State supplemental
payment onlybut who have not applied for SSI.

6. 551 recipients who became ineligible for Title XVI cash assistance due
solely to RSDI cost-of-living increases after April 1977.

7. Individuals for whom a notice of ineligibility for SS 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.

g. 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.

9. Individuals who would be eligible for any of the SS categorically needy
groups listed above, except for excess income and/or resources and
whose income is insufficient to meet medical expenses.

2
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10. Persons in a medical or Intermediate care facility 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.

II. Members of AFDC families who are eligible for four calendar months of
medical service beginning with the month In. which such families
became ineligible for cash osslstance due to increased hours of work or
increased earned income.

12. Individuals under 21 who would be eligible for AFDC payments except

for age or school attendance requirements.

13. Beneficiaries who are receiving AFDC foster care payments.

14. Beneficiaries who are receiving AFDC payments under special program
provisions: AFDC Emergency Assistance.

I. Beneficiaries who are receiving AFDC payments under special program
provisions which are not covered by the existing AFDC-QC System:
Presumptive Eligiblity.

16. 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.

17. Persons who would be eligible for AFDC benefits but have not applied
for them.

18. 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.

19. 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.

20. 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.

21. 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.

22. 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.

23. 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.

3
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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 Medicaid eligibility and administers
the supplemental payment. •

26. Individuals who receive State optional supplemental payments only,
where the State determines Medicald 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 complex 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 spend down liability. Coverage begins on the
date on which incurred medical bills equal the spend down liability.
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 $130. 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 1 but does not Incur
medical expenses sufficient to meet his tpend 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
period 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
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determinations are usually of chief Importance In covering expenses prior to
the date of application of Medicaid. Using a 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
3anuary I, with sufficient retroactive medical expenses to have met a spend
down liability by November I for the retroactive quarter October 1 -
December 31. The individual would be retroactively eligible for Medicaid
from November 1 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 Medicaid Is not contingent on the
applicant's actual payment but only on the Incurring of the expenses for
which he/she is liable in order to establish Medicaid eligibility.

Two other aspects of the spend down provision should also be noted. First,
in computing initial spend down liability, Federal regulations require that
incurred medical expenses be considered In a 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 healil
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 thidate 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:

I. Inpatient hospital care;
2. Outpatient hospital services;
3. Other x-ray and laboratory services;

5
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4. Physicians' services;
. Skilled nursing facility services and home health care services for

individuals 21 years of age or older;
6. Early Periodic Screening and Diagnostic Treatment for individuals

under 21 years of age;
7. Family Planning services.

Moreover, States, at their option, may also Include any of the following
additional services in their plans and receive additional Federal Matching
funds:

1. Clinic services;
2. Prescribed drugs;
3. Dental services;
4. Prosthetic devices;
5. Eyeglasses;
6. Private duty nursing;
7. Physical therapy and related services;
8. Other diagnostic, screening, preventive, and rehabilitative

services;
9. Emergency hospital services;

10. Skilled nursing facility services for patients under 21 years of age;
11. Optometrist services;
12. Podiatrist services;
13. Chiropractor services;
14. Care for patients 65 years of age or older in institutions for mental

diseases;
15. Care for patients 63 years of age or older In institutions for

tuberculosis;
16. Care for patients under 21 years of age In psychiatric hospitals;
17. Institutional services in intermediate care facilities;
18. 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:

1. Many Medicaid beneficiaries are unaware of potential coverage
which may be incorporated Into union dues, etc.;

2. Different insurance plans cover different services; and

3. 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 claims payment
process.

All these complexities of the program present rm~any 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.

11. 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' eligibility 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.

IV. Medicaid Eligibility Quality Contrtol System (MEQC) 1975.197g

I n 3uly 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 a 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
conducta-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 beneficiaries in the universe. AFDC and certain
SSI beneficiaries were excluded from the sample. At the Federal level,
3,500 paid claims were re-reviewed to verify the accuracy of State
findings.

MEQC implementation by States was slow with only three States
completing required reviews during the July to September 1973 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
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system deficiencies which raised 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 operated through February 1971
and was then replaced by the current Medicaid Quality Control (MQC)
System In April 1978.

V. Medicaid Quality Control (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) ad
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:

" Certified for medical assistance;

• Receiving an SSI check; or

" An AFDC case receiving payments.

States sample 71,000 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 3uly to December 1978. The
period from April to 3une 1978 was used as a startup period to give States
an opportunity to test the new procedures. Results from the initial period,
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

a
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The legislative authority for MQC is Sections 1903 and 1102 of the Social
Security Act. All States (except Arizona) and the U.S. territories of
Guam, Puerto Rico and the Virgin islands participate in the Medicaid
r ogram and are required to have MQC systems .- operation. Regulations
45 CFR, 423.23) implementing the MEQC system .were issued 3une 27,

1973, and became effective 3uly 1, 1973, the MQC regulation (42 CFR
431.800) was issued March 27 1978, and became effective AprU 1, 1978.
The disallowance regulation 62 CFR 431.01) which requires States to
reduce their eligibility payment error rates to the nationally weighted
nrean or by 13.7% was issued March 7, 1979, effective with the April 1,
1979, review period.

B. 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 sampled 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 paid claims for claims processing and third party liability
errors is conducted;

* Payment error rates are calculated using claims paid for sampled case
services received during the review month.

Review and sampling method* for MQC may differ depending upon how a
State determines Medicaid eligibility for SSi reclplents.

In this regard, the three different categories of States are as follows:

1634 Contract States - States in which Medicaid eligibility
determinations for SI recipients are made by the Federal
government under a contract from the State using the same
criteria as in SSI eligibility determination.

209(b)/1902(f) States - States in, which Medicaid eligibility
determinations for SI 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
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State DetermInation/SSl Criteria States - States in which Medicaid
eligibility determinations for 551 recipients are made by the State,
using the same criteria the Federal government uses in determining
SS eligibility.

These categories decide how Medicaid cases will be sampled. A Medicaid
case is defined as:

1) for the AFDC population, the AFOC case which receives a
payment for the month

2) for the 331 population, the SSi payees for the month determined
eligible for Medicaid

3) for non-cash payment cases, a group of Medicaid beneficiaries (a)
who are eligible for Federal Financial Participation in the cost of
services, and (b) for whom Medicaid eligibility was determined
based upon common financial circumstances.

MQC uses an integrated sampling approach which relies on quality control
systems in AFDC-QC and SSI-QA to obtain information about Medicaid
beneficiaries. This "integrated" sampling approach enables MQC to Include
the entire Medicaid population In the sampling universe and avoids 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 Medicaid. 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 eligibility of cames
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:

Collection of Paid Claims - Paid claims are collected at the State level
(for services delivered In the sample month) 4 months after the sample
month. One additional month, referred to as an administrative period,
Is allowed to permit States an opportunity take corrective measures.
(The I 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 Initiate reviews for CP and TPL
by reviewing claims to verify the appropriate payments for services,
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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
entitles to pay their share of medical bills. Federal reviewers also
review a subsample of CP and TPL claims to verify State findings.

In the last phase of the review process, State reviewers make a careful
analysis of dollars found In 6rror to make certain that misspent dollars
are only counted once. The hierarchy for sorting misspent dollars Is
Ineligibility, claims 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.

C. Calculation of Final Error Rates

Federal re-review findings are incorporated in determining fInal error rates
to ensure-the 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
Federal findings are In substantial agreement, final rates are similar to
State rates. Where they substantially disagree, final rates are more similar
to Federal subsample rates. Unresolved disagreement between final State
and Federal findings are resolved in favor of the Federal findings 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.

D. Negative Case Action Reviews

In October 1977, States were required to implement a negative case action
review as a part of the overall A QC system. The purpose of the negative
case action review Is to assure that applicants for Medicaid 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
id 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 Is 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 all factors of eligibility.

A national sample of 11,000 cases is selected from a univers'
approximately 630,000 cases. Federal staff re-review approximately
of the 11,000 reviewed by States.

E. 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
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salaries range from a low of $10,000 for beginning reviewers to a highi 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 requlring an
undergraduate degree as a minlinum have correspondingly low error rates.

At the Federal regional level, there are 147 staff working on the MQC
program. Over 90 of these are directly involved In reviewing State cases.
Reviewers are In the GS-5-7-9 grade level. The education background Is
mixture of college graduates and staff making the transition from clerical
duties. Supervisors are at the GS-I level and statisticians 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 $233 million. These savings are reflected in
reduced State budgets and State grant awards.

F. July-December 1978 Period

I. Technical Errors-Claims Processin

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 Medicaid cases in significant areas of
mispayment, i.e. eligibility, third party liability 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.
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This achievement has not come easily. The design and Implementation
of this system was fraught with problems.

States were slow to hire and train staff in the new system.
Traditionally, State Medicaid Quality Control staff measured
eligibility, not claims processing and third party liability. Some
States had difficulty* getting State legislatures to authorize
additIon.&I 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.

3. State Commitment to MQC

Stx jurisdictions have failed to conduct required payment reviews
in eligibility claims processing and third party liability for 3uly-
December 1978. Those jurisdictions are District of Columbia,
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.

G. Key Points

The key issues about Medicaid Quality Control are that:

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 formalized. 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 eligibility and claims payment.

H. Formation of Two WorkLoups tp lmprove MQC Process

Two workgroups comprised 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
unnecessary 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 M7C 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.

Vi. 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 agencies 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, a
national program to assure the quality of performance of these activities
for medical expenditures In hospitals was developed. The program Is
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
settlement 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 carrying
out the study, HCFA is soliciting data from HCFA regional staff
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 staff.
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VII. HCFA Corrective Action Activities

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 3uly-December
data is available 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 Medicaid policy to be consistent with Its claims
processing policy. Other States are initiating efforts to simplify the
manual procedures for easier interpretation and understanding 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 pinpoint the most
feasible and immediately effective corrective action;

(2) develop and enhance State capabilities for automated ellgibUity file
data exchange to identify or verify client income and assets; and

(3) use of error-profiling system 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 announced (August 9, 1978), HCFA has conducted or 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 liabity systems,
Including both cost avoidance and post-payment recovery

SManagement of the Medicaid eligibility determination process, including
caseworker training, redesign of procedures, and use of statistical
techniques to identify error-prone cases for special attention.

Implementation of various computerized data exchan es to verify
or obtain additional information such as Social Security number, private
health insurance coverage, earned Income or unemployment compensation,
etc.

Projects are beginning in the:

* Use of post-payment review mechanisms (such as the Survelllance/Uttizatior
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Review 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 a 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 avoidance
and recovery systems, depending on what resources the State has
available.

Development, under contract, of a model Eligibility Determination
and Management System, based on a review of 3 excellent State Systems.
This document can serve as a state-of-the-art guide to States desiring
to upgrade their 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 compute 0r Me4icaid Quality Control (MQC)
Reporting System. This system, which is being made available 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 Surveillance/Utilization Review Subsystem (S/URS) of the
MMIS. The article explores the program management uses, beyond
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 a 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 recipients.

16



188

IlDinois - 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 Medicaid eligibility policy manual..

California - HCFA assisted the State in developing automated procedures
for processing Medicare-Medicaid "cross-over" claims.

HCFA is near completion in assisting the State to develop procedures for
routinely validating Social Security account numbers as client identifiers to
enhance the possibilities of State-wide data exchange.

HCFA assisted the State in developing 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 verify 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'sMQC and AFDC
data to determine what areas future technical assistance efforts should be
dedicated to.

Tennessee - HCFA is in the process 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 training efforts should be
concentrated.

Arkansas - HCFA is in the process of developing 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 lifetime 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 Medicaid if
a common link could be found.

17
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" Utah - HCFA is assisting the State in the process 6f Implementing the
enhanced Minnesota SURS if 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 11 system and assisted the State In obtaining Information on the
acquisition bf a sole source contract.

" Louisiana - HCFA is assisting in the transfer of an automated eligibility
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.

VIII. Summary

" The present MQC system measures eligibility, third party liability and
claims processing errors 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

The 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 set
forth by the State agency, it wes deemed to be an error regardless of
whether the eligibility or payment status of the case wes affected.

In this process, the actions of the agency were examined at the time they
were made the term "case actions sample was used to describe the type of
cases being sampled (approved applications, redeterminations %here
assistance wa 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 more than nine errors occurred in any
lot (a 3 percent tolerance criteria at the 95 percent confidence level), it
would mean that corrective action wes 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 0Simplified Method" for processing applications in
the late 1960's greatly reduced the State's procedural requirements in the
eligibility determination process. This led to a revised QC system which
became effective in October 1970. The revised system focused an the
eligibility status and correctness of payment of the recipient at a point
in time representing a valid cross-section of the caseload. Sample sixes
were substantially incresedj 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 6tate
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 monitoring became
much more structured and formalized requiring a yearly appraisal of the
State's system, i.e., organization, staffing, sampling, corrective action,
and adeucy 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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Chronoloav of Regulations And Policies in-the 1970's

Disallowance Regulations

April 6, 1973

To provide an incentive to States to fully implement a Quality 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 did 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 5, 1975

The reg. etions 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 a errors.
States had complained that their payment systems could not respond
immediately to changes in circumstances. The 3 and 5 percent case
tolerances were retained, but previous reduction targets were deleted.
States were now required to achieve the 3 and S 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, 1977

On May 14, 1976, the U.S. District Court for the District of Columbia
issued 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 court found the 3 and 5 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 while we undertook to develop revisions to the QC
program through extensive discussions vith a number of States and local
government representatives.
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March 7, 1979

The AIDC-QC disallowance regulations are reinstated. Under these
regulations a national standard (weighted mean payment error rate) is
established each April-September sample period beginning with
April-September 1978 period. 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 whicheverr in 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 wsive all or pert
of any disallowance for States that did not meet the national standard or
target error rate if the State can demonstrate that such failure %as due to
factors beyond its control.

September 25, 1979

A Notice of Proposed Rule Making was published amending the current AFDC-Qc
disallowance regulations. The amendments are necessary to implement a
directive of the Congress issued during action on the 1979 Supplemental
Appropriations Bill. Under the new requirements, States must reduce their
payment error rate to 4 percent by September 30, 1982 in equal steps
beginning in fiscal year 1980. Federal matching will be denied for
erroneous expenditures in excess of the standards. To meet the standards
States must reduce their April-September 1978 base period error rates by
1/3 for the annual QC reporting period of October 1980 - March 1981 and
April-September 19811 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 each
succeeding year. This proposed regulation also modifies the basis on which
the Secretary may great a waiver to Include the concept of a good faith
effort.

Incentive Regulation

November 20, 1978 (NPRM)

The 1977 amendment to the Social Security Act (section 403(j)) provides
that incentive payments will be provided State with low error rates in the
AFDC 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
families, undrpayments to eligible families and nonpayments to eligible
families due to erroneous terminations or denials. For each one-half
percentage point below 4 percent in which a State's error rate falls, we
will give the State 10 percent of the Federal share of money saved, up to a
maximum of 50 percent for rates below 2 percent. The final regulations
will be published shortly and will be retroactive to January 1970.
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Jrj Current Status of Quality Control Systems

A. Sample Universe

Active Cases

The active AFDC-QC system is based on a monthl)y 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 i the universe are not to
be included in the QC sanple. These are normally eliminated
in the sapling process. Such-cases include: (1) presuptive
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 (S) emergency
assistance.

The territories of Guam, Puerto Rico, and the Virgin Islands
must also select a sample of all active adult money payment
cases, i.e., OAA, AB, AFro and AABD cases.

Negative Case Actions

The universe for the AFDC-QC review of negative case actions
is a 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,
AMI!, 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 a six-month period are as
follows: States with caseloads of less than 10,000--150
cases: States with caseloads of 60,000 and over-l,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 a 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 a 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 ample
interval is determined by the State. Each month, the
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 oont.rol in the Aid to Families with Dependent Children Program
(AFDC-WC) in a management system developed by the Department and operated
by the States- to ensure the proper and correct expenditure of public
assistance funds, through locating unacceptable performance and ineffective
policies and taking corrective action on them. We accomplish this goal by
means ofa (I continuous review of statistically reliable, statewide
samples of cases; (2) periodic assembly and analysis of case findings to
determine incidence and amount of errorsl and (3) application of corrective
action to reduce error rates. The system is used by States and the Federal
Government to maintain a continuous and systematic control over the AFDC
caseload. It is carried out in all States in accordance with Federally
established policies and procedures. At specific intervals State agencies
assemble sample case findings for reporting to the Federal agency.

The AFDC-QC review encompasses monthly samples of AFDC active money payment
cases as well as negative case actions (denials and terminations) in all
States and the territories of Guam, Puerto Rico, and the Virgin Islandi.
The review is designed to-provide information on the accuracy with which
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 snd as necessary for negative case actions.

Data is collected on correctness and incorrectness of eligibility or
payment decisions for reporting to the State agency and to the Federal
AFDC-QC monitoring unit. In the event ar. error is found, it Is reported
for correction to the local office. This individual corrective action
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 monitoring units. In
addition to the tracking and processing of the data, data management,
analytical studies are performed to determine %ether 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 sumarized 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 too (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 QC units and (3) identify training needs.

The re-review encompasses a complete review of a sample of completed State
AFDC-QC active and negative sample cases. The re-review includes a
recalculation of the budget, an in-depth review of the State QC casefile
documentation, recipient interviews, collateral contacts 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 ubether 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 national error rates. Sub-sample cases for the Federal re-review 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 AFDC caseload. The regression formula methodology allows us to
establish the relationship between the Federal findings and the Stats's
original findings in the Federal sub-sample. This relationship determines
the influence the Federal finding will have an the "officials error rate.
In all cases *ere 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



142

Review Concepts

Administkativo 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 saple was

s selected. The review month mans the specific calendar or fiscal month for
which the assistance under review was received. The review 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 review. 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 a well as the
month immediately preceeding the review month. Changes in the assistance
unit's circumstances which first occur in the administrative period and
which are not reflected in the payment of the review month, are not
considered to be errors (unless the assistance payment was, in fact,
adjusted incorrectly as a result of such s change). It is to be noted that
this administrative period is all encompassing and provides for reporting
by the recipient, agency review, expiration of notice period, payroll
processing, etc. It also encompasses unreported as wall as reported
changes. In reviewing a payment 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
inaccurate due to a change in circumstances, tho reviewer will then
determine when the change first occurred. If the unreflected change first
occurred in the review month, or the month immediately proceeding the
review month, a finding or no error will be made. If the unreflected
change first occurred in the second prior month to the review 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 WDC-WC process an overpayment means a financial
assistance payment received by or for an assistance unit whichh exceeds by
at least $5.00 the mount for which that unit was eligible under
permissible State practice in effect on the first day of the review month.
An underpayment means a payment received by an assistance unit for the
review month %hioh Is at least $5.00 less than the mount the unit is due.
This $5.0 tolerance Is applied so a not to distort the analysis of ase
or payment error rates with insignificant error amount and for
administrative expediency.
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.' Reported Error Findings

Active Cases

Error findings are reported in terms of the number of cases
in error and the dollar azotmts 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 bi 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.,
BENDV, 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.
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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 W associated with the IV-D (ild Support Enforce-
ment program. egress 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 reasons)
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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EII. 3. Most Recent Findings on Extent of Error

Active Cases

The April-September 1978 AFDC quality control period-is the latest
period for hich payment error rates are avsilable. This period's
error rates provide our first "base period' bench marks against whichh
States' performance in reducing payment error rates will be measured.
The rates for the April-September 1979 period will determine %hether
the State is subject to penalty. These rates are also to Lbe combined
with underpayment error rates and those obtained for cases
incorrectly denied assistance to determine eligibility for
incentives.

Payment error rates in the kid 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
a/lion in this $11 billion program -- funds that otherwise would have
been spent on welfare payments to persons who 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 uhich were not addressed before are being
tablulated. These errors include failure to obtain Social Security
numbers for AFDC recipients end 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.

a 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-September and October-March.
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Approximately one-fourth of the payment errpr 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-Septevber 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 75% of
the client errors were due to recipient failure to report changes
in circumstances.

Program elements of eligibility and payment determination vary in
cost and do not necessarily account for the ame percentage 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, eto.,-account for about 30 percent of the total erors but
involve more than 40 percent of the misspent dollars.

Urban areas were generally found to be more error-prone than
other geographic areas in the States. An analysis was made
of data for cities (or counties) that have AFDC caseloads of
25,000 or more and which represented at least 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. In each of three urban areas--Vayne County, Philadelphia
and St. Louis--the combined payment error rate was more than
double the rate for the rest of the State (Table 11). In
Milwaukee, the rate was 21 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 eligibility factors involved
were first reported by States for the July-December 1977 review
period. Highlights based only on State reported information for
this period were

EROP PATES

The offici&: national -DC p&a-ent error ratle-fof the
July-Tecember 1977 reporting ;eriod comuted by a statistical
regression method yas 8.7%. (The weighted national ;asent
error rate ba-sed only on State reported izzfor--ation was 8.1%.)

9 Of the t5.1 billion paid to assistance =ec--ients during this
reporting period, at estimated 0294.1L =-. ior. ".ere paid to
totally ineligible cases end 193.2 million were in the form
of overpayments to eligible cases. Est- ated underpayments
amounted to $145,358,000.

0 Seven States--California, Illinois, assach..setts, MichiCan,
New York, Ohio and Pen_.ylvan.a--accounted for alrLost 7c of
the total misspent dollars.

a The official national AFDC case error ratr'Aas 22.5%.
(Based on State reports the rate was 21.1;.)

0 Prom a national caseload of 3.4 million families, an estimated
610,000 vere totally ineligible or, if eligible, overpaid and
162,000 were underpaid.

PLBSP0SIBILITY POR ERROR

. Responsibility for errors was equally shared by the agency and
the recipient.

0 7.5% of the caseload (or two-thirds of all agency errors) was
in error due to agency failure to take indicated action.

s 7.9% of the caseload (or almost 80% of the recipient errors)
Was in error due to recipient failure to report changes in
circumstances.

1/ "Payment error rate- is the sum of payments to ineligible cases
and overpayments to eligible cases expressed &s a percentage of
the total payments made to all cases in the sample.

_/ "Case error rate" is the number with errors (i.e., ineligible,
overpaid and underpaid) expressed as a percentage of the total
cases in the sample.
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TD SNCE MOST 1RCEK2I? ACTION

15% of the caseload were overdue for a redetermination of
eligibility (i.e., 7 months or more had elapsed sfnce the last
determination).

7 out of every 8 error cases (18.5% out of the State reported
case error rate of 21.4%) had a redeter.ination of eligibility
as their most recent action; the errors for twc-thirds of
these cases existed at the time of the redeter--rinatir, lut were
not detected by the State agency.

Only 1 case out of 8 error cases had an approved application
as their most recent action; errors for half of these cases
existed at the time of approval.

The probability of a case being in error increased as the leorth
of tine since the most recent action increased. One-fifth of
the cases for which the most recent action occurred within 3
months of the QC review had errors compared to one-third of
those for which one year or more had elapsed since the nost
recent action.

* Three months or less had elapsed since most recent action for
almost half of the error cases.

TDM SINCE LAST OPINING

S43% of all oases and half of the error cases received AFDC
continuously for 3 years or more.

* The longer the case has been on the assistance rolls, the
greater the probability of the case being in error. One out of
every 6 cases an the rolls for 3 months or less had errors
compared to 1 out of every 4 of the cases receiving assistance
for 3 years or more.

DlP-VATION FACTo.

* 9 out of every 10 cases received assistance because of the
continued absence of a parent, usually the father.

* Case with deprivation factors of "death" or "incapacity" were
more error prone than cases with other deprivation factorei
about 30% of the cases with either a deprivation factor of
"death" or "incapacity" vere in error compare d to about 20%
of the cases with other deprivation factors.
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CHILDREN IN ASSISTANCE GROUP

" Two-thirds of the cases receiving AFDC had I or 2 children only
7.5% 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 18.71 whereas cases with six children had a
30.2% error rate. The error rate declined to 12% for cases with 7
or more children.

PROGRAM AREAS AND ELEMENTS IN ERROR

" Errors 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 S 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 ineligible or
overpaid and another S0,000 cases were underpaid because of errors
in earned income. This element accounted for close to one-fourth
of all Lisspent dollars, or over $100 million, and almost one-third
of all underpaid dollars, or $14 million.

" 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
January-June 1978 reporting case is the latest period for tihich 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
terminating 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
was 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 been noted earlier, at least 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.

Althoguh the Department has initiated corrective action as problems 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 so that future results will be more valuable.
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NMATIYE CASE ACIOS - Case Error Rates and Estimated
Number of Incorrect Denials and Terminateion of Assistance

January-3une 1978

- Case Error Rates Total umber of Incorrect Acions
Advance Advance
Notice/ .!otlce/

Eligibility Rearing Rearing
Require- flequire- Eligibility Te;u~re-

:tte aents tents Only ?euxre.-ents - trts Only

United Ststee k/ 3.3 3.7 38,2 0 7,860

AlatsLsa ........... . h.6 1.1 560 11O
Alaska ............ 7.0 1.0 170 26
Ar::ons ........... L.3 L.6 v L
Ar..-s&s .......... 5.1 2.0 5LO 2

Ceiorri--5.1 v 12,IZ.
Co'ordo .......... 3.3 6.6 310 731
Conrecticu ....... 2.0 6.6 200 660
Delavare .......... 1.4 4.9 50 1b0
Diet. of Col ...... 0.7 2.0 30 90
Florida ........... . .. 6 1.3 2,380 670

Georeis ........... 2.5 1.6 830 530
.av&ii ........... 8.5 0 1 30
daho ............ 1.3 1.3 80 80

Illinois ......... 2.4 1.6 1,510 2,890
Indiana........... 2.3 3.9 320 550
o t .............. 7.3 4.0 810 150

Kansas ................- 2.11 0 350
Kentucky ......... 2.9 0.1 510 70
Louisina ........ 2.3 1.3 550 310
lae ............. 0.6 0 10

Waq-land ........ :. 2.1 2.1 190 190
?,assachusetta ..... 3.9 1.1 1,050 300
Hichigan .......... 2.9 6.0 1,760 3,630
Kinnesota ......... 0.9 1.1 120 550
Riisissippi ....... 0.5 0.9 50 90

Sssour .......... 1.6 1.6 1120 420
Monte" ........... 6.1 2.6 200 s0
Nebraska .......... 2.7 5.1 80 160
Nevada ............ ... 0 0
New B a pshire ..... 0.8 -- 20 0

New Jersey ........ 0.7 0.9 180 230
New Mexico ........ 3.1 0.5 180 30
New Tork .......... 10.3 5.0 12,870 

6
,250

North Caroli.... 12.6 2.6 2,410 500
North Diekota ...... - 3.0 0 90
Oho .............. 2.0 4.5 1,050 2,360
Oklsoam .......... 1.3 -. 1( 0
Orego ............ 2.0 6.8 630 1,4,60
PennOqlvsLnia .... 2.4 6.1 1,790 - 1,550
Puerto Rico ....... 2.0 10.2 180 900

bode Island... 19.41 0 750
South Carolia 5.6 0.3 770 10
South Dakota ...... 3.8 2.9 120 90
enneeee ......... 2.4 0.3 190 60
Texas ............. 1.9 0.8 1,020 130
Utah .............. 7.8 7.5 700 670
Vermont ........... 2.5 - 90 0
Virgin esldas .... 2.3 11.8 10 1O
Virginia .......... 4.2 3.2 8OO 610
Washington ........ 1.9 3.7 430 830

Vest Virna ..... 1.0 3.6 220 1150
Vioci ........ ).6 3.2 880 780
Valin ........... . 1.6 2.? 30 50

A/ spoase of nmmer s p1oblem eooiated with the islemaetatit at this sytem in
this period, the data fr same of the states a msubJeot to iatrees 1iaitatIms.

)/Percentages axe weighted average. i.
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MANAGEMENT INITIATIVES TO REDUCE ERROR

II. 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.

B. Six State Strategy. The six state strategy is a
concentrated error reduction effort in the six states
which account for over 60t of the erroneous AFDC
payments. SSA worked with the States in developing
corrective action plans. The six states are:
Massachusetts, Ohio, Michigan, Illinois, Pennsylvania,
and New York.

C. 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.

D. 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.



161

BACKGROUND PAPER - SSI QUALITY REVIEW

. MWi ory of 3SI Quality Review

The congress enacted the SS program in October 1972 and SSA began
payments to over 3.2 million aged, blind, and disabled poor people
in January 1974. (The rolls have increased by about a million since
then.) There were many implementation problems which result in a
significant amount of payment error. However, well before the
program became operative, SSA had taken upon itself to set up a
Quality Review (QR) system much like the AFOC 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.
The QR system provided overall payment error data as well as detailed
information regarding types and causes of error. The Comissioner
wes able to tell Congress precisely how big the problem was, what were
the most frequently occurring types and causes of errors (by dollar
magnitude), and delineate specific actions SSA was taking to get at
each of the problems.

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 I
payments and VA benefits) were resulting in about 150 million error
dollars annually. They could be controlled through administrative
mchanis which were omperatively inexpensive given the site of the
payment errors i.e., the controls were highly cost effective.

Operationally, QR data also ware responsible for BSA being able to make
early 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 each of those cases once. ISA was going
to redetermine the converted cases a second time to remove virtually
all remaining errors from the rolls. but QR data shoved that converted
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 new 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 from 11.5 percent early 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 erroneous AOC expenditures made by t4e States, HZW
agreed to accept liability for erroneous payments above specified
tolerance levels for federally misspent State dollars in the 351 program.
The 88 Quality Review system was designed a the echaniem by which
liability for erroneous payment of State funded supplemetstion is
established.
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The SSI Quality Review system was originally intended to become operative
when the SSI program began in January 1974. However, the decision to use
the system for fiscal liability measurement was made shortly before January
1974 and it was necessary to undertake a crash redesign of the QR system.
This required that Implementation of the QR system'be deferred until
July 1974.

To maintain the parallel between the AFDC and SSI QR .systems, tolerance
limits for Incurring Federal liability under SSI were established. As
In AFDC, these were set at three percent for ineligible cases aud five
percent for cases involving overpayments to eligible individuals. The
July - December 1974 sampling period was designated as a base for
individual States. In each of the next two six-month periods in 1975,
SSA set interim stepdown goals, under which 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 percent 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 State.) Beginning in
January 1976, SSA's tolerance limit for case errors was three percent
for payments to ineligible& 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 determined on a case by case basis.
That is, for each case for which a payment error was identified-
either by the State or by SSA-t)%e State would be reimbursed for the
full amount of the State suplmental payment to en ineligible
individual or the amount of the State supplement included in an over-
payment to an eligible individual unless there was State fault involved
in a converted case. Unlike FML settlements for periods after 1974,
samples 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) were not discontinued, for two reasons.
First, HEW contracts with the States for Federal administration of
State supplements expressly provided for determination of reimburse-
ment for such liability. Second. the existence of an FFL provision
maintained a strong incentive for SSA to monitor and improve the
quality of its program management.
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On July 8, 1978, a Notice of Proposed Rulemaking (NFRN) was published
in the Federal Register (43 FR 29311) to reinitiste sanctions provisions
under AFDC. To maintain the parallel with AFDC policies and procedures,
the same NPRM included revised tolerance limits fof 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. In 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 beneficiaries. The tolerance limit--or
standard--was set at 4.85 percent for the April - September 1979 period,
and four percent thereafter. The 4.85 percent figure was the midpoint
between the prior case ervor rate tolerance limit (i.e., sum of the five
percent overpayment and three percent payment to ineligible 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 FML 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 administered and for States for which both mandatory and optional
supplementation was administered. Effective April 1979, SSA is not
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 liability still existed, the Federal
payment would have been a very small percentage of the cost of determining
such liability. Thus, It became cost effective to discontinue FFL for
such States.
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'II. 'SSI Quality Assurance System

Purpose

The SSI Quality Assurance (SSI-QA) system is designed to provide
statistically reliable information about the accuracy of payments
in the SSI program. Through a scientific sampling of selected
SSI came* (about 4,000 each month), it provides information which
reflects the relative "health" of the program, its operating
effectiveness and the quality of its underlying policies. Sample
review results are used to estimate payment errors for both Federal
and federally administered State supplemental payments.

Sample 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 a random
statistical sample of SSI beneficiaries and payments. Of the 4
million beneficiaries receiving SSI benefits, approximately 24,000
are sampled in each 6-month period.

The sample is a 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 a State 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
which time all of the aspects of his claim are extensively redeveloped.
Collateral contacts are then performed to verify the statements made
in the interview. In cases where payment errors are found, the
beneficiary's SSI case file is then thoroughly reviewed to determine
the exact reasons for the error.

Following each element of the QA review process, discrepancies in
case information are identified and payment error determinations
are made as required. The results of the review are then transmitted
to the QA computer system to generate desired statistical data.

State Rereview Procedures

In connection with our contractual obligations to the States for errors
in federally administered State supplements, we are liable for
ir.correctly paid State funds above the tolerance as determined by
projecting SSI-QA results to total State supplement payments. Thus,
the respective States have the right to rereview sample cases mffectini
our liability decisions. In those cases where the results of the State
rereview document that the Federal finding was incorrect the case
findings are adjusted. a .
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Definition of an Administrative Period

As in the AFDC-QC program it was recognized that there yas a need
to differentiate 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 relationship
between the time a change in the beneficiary's circumstances occurs
and the issue date of the sampled payment(s). A deficiency will
be le'eled Payment Adjustment Lag when the time factor precluded
adj-Jstment of the sample period's payment(s).

A Payment Adjustment Lag deficiency is defined as a deficiency that
results from a change in the beneficiary's circumstances which
occurred during the following period:

(a) The calendar month 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

(W) Any months after the sample month remaining in the sample quarter.

For purposes of defining a changee 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 Assuraace
determined he/she should have received.

The SSI case error rate is the projected number of SSI cases in
error as a percentage of the number of total S!I cases in the7"
universe. "In error" includes:

a. Overpayments of $5.00 or more

b. Payments to Inelitibles in any amount

c. Underpayments of $5.00 or more.
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The SSI payment error rate is the projected number of SSI dollars
paid in error as a percentage of the sun of. all SSI dollars spent.
"in error includes;

a. Overpayments of $5.00 or more

b. Payments to Ineligiblea in any amount

Underpayments are not included in the payment error rate since no
dollars have been paid in error when an underpayment condition exists.

Reported Error Findings

SSI-QA findings are reported every 6 months for each region and the
Nation. InIcuded 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 total payments and
cases in error broken out according to whether they were due
primarily to agency or beneficicary action or inaction, 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 sample:

a. Cases recently radeterained using special procedures.

b. Cases recently redetermined using regular procedures.

c. Unredeterained cases.
d. Cases redeternined 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, where in the operational process it occurred or
could have been corrected, and its effect on payment (i.e., overpayment,
payment to ineligible, and underpayment).
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i1. Extent and Causes of Error in the Supplemental Security Income Program -
April-September 1978

During the April-September 1978 sample period, $3 3 billion in
Supplemental Security Income (SSI) payments were made, $151 million
of which was projected to have been paid as overpayments or paid to
ineligible recipients. This resulted in a payment error rate of 4.6
percent.

The payments were made in 24 million monthly SS! checks, of which
3.3 million had a payment error. The case error rate, which includes
overpayments, payments to ineligible*, and underpayments, wat 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 all agency
caused dollars in error were due to incomplete development and
verification at the field office level. This means that most of the
agency caused errors could have been avoided if proper procedures
for development and verification of data obtained during application
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
last contact between the agency and the beneficiary. The remaining
half resulted because, the beneficiary failed to report changes in his
circumstanies that occurred since the beneficiary'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 within this category was 13.3 percent. the same as the overall
national rate. The cases in this category accounted for 20.3 percent
of all SS1 dollars paid and had a payment error rate of 4.2 percent.
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Twenty 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 coses 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
were very error prone: 22.6 percent 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 overpayments and payments
to ineligible*):

1) Bank Account Ownership

A bank account ownership error occurs when a beneficiary is
found to have funds in savings accounts, checking accounts,
or saving certificates totaling over the applicable resource
limit ($1,500 for an individual; $2,250 for a couple). Nationally,
this type of deficiency resulted in $44 million dollars in error
during the April-September 1978 sample period. Virtually all
bank account error is in the form of payments bo beneficiaries
who' should get no benefits and results from faulty beneficiary
reporting practices.

2) Household Livins Arrangements

Deficiencies *of this type result because the beneficiary's
Federal benefit Rate (FBI) 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 incorrect 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 share of expenses. This difficulty occurs
primarily because of incomplete development and verification or
because the beneficiary does not report changes in household
composition or his contribution.

Of the $37 million in error, 69 percent was underpayments. This
happened because the beneficiary's FBI was based on his being a
member of someone else's household, while the ISI-QA review
findings showed he actually met the criteria for living in his
own household. The former situation requires a one-third reduction
in the FAR; the latter is paid based on a full PIt.



169

3) Support and Maintenance

This deficiency type occurs when a beneficiary receives support
and maintenance income either in cash or in-kind (ih-kind includes
free housing, low rents, free food, etc.),and this Income was
omitted, or an incorrect amount 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 caused by failure of the agency to develop
and verify allegations made during the last contact with the
beneficiary.

4) Wases

This type of error happens when earned or deemed wage income is
not reflected on the S81 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
sample 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 employment status or amount of earnings.
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MANAGEMENT INITIATIVES TO REDUCE ERROR

I. SSI Program Initiatives To Reduce Errors.

A. Prioritizing Determ.oations.
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.

B. 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 FY80 under this procedure.

C. 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.

D. 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.

E. 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 20t 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 FY 80 and 01.
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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.

Mr. John T. Dempsey of the Michigan Department of Social
Services.

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. AFFLECK. 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 "ublic 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--
Senator MOYNIHAN. Yes, you have, and we will put that in the

record.
Mr. AFFLECK. 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. AFFLECK. I am privileged to be accompanied this morning by
four very distinguished associates: Barbara Blum, commissioner of
your own New York State Department of Social Services; Dr. John
Dempsey, 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. AFFLECK. 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. Our 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.

First, Mr. Michel's provision assumes, without any ermpitic*l
evidence whatever, that it is both feasible aiod cost-effective to
reduce payment errors to an arbitrary tolerance level of 4 percent.

The cost of attempting to do so, both in real dollarsI and the
intangible costs of crippling the quality 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.

56-941 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 necessary, 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,
the variance in Federal rereviews has to be considered and correct-
ed.

Only the real dollar loss of an error should be counted for
purp-ose Qf determining sanctions. For example, procedural or
technical errors that, when corrected, do not actually result as
neispayments should not be counted ifor purposes of determining a
fiscal sanction. This point was made in a September 24 colloquy
between Senators Magnuson and Javits on the Senate 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
payments of State SSI supplements and medicaid benefits.

This 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. DEMPSEY. 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. DEMPSEY. 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 f-r

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 before, and I think before your 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, I 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 your 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 progress.

Senator MOYNIHAN. Yes, but Secretary Weinberger did not
arrive in town announcing himself as the most liberal, the most
compassionate, the most progressive--

Mr. DEMPsEY. 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 MOYNIHAN. Let me ask you, 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. DEMIIri. The average person?
Senator MOYNIHAN. Yes, at the time of applying.
Mr. DEMPSEY. 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. DEMPSEY. 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 MOYNIHAN. 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 MOYNIHAN. 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. DEMPSEY. 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 MOYNIHAN. 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 difficulty 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. DEMPSEY. 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 agency prepares the paperwork, sends it to the employ-
ment agency. The employment 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 really 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 participating
with my colleagues today. My remarks will be directed toward
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 m jor
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 programs have developed independ-
ently 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 State, for example, com-
prised 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 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 canl 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. They are in the appropriations bill. And you are going
to get them thanks to the Carter administration. They did it.

It is outrageous 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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It is in the appropriations bill. I got it out. It is back in. It is just
disgusting.

Senator Chafee is here and I know your fellow Rhode Islander is
here--

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. AFFLECK. 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
providing the services. This can be misinterpreted, Mr. Chairman,
but I think any system or any government has to really expect a
bit of waste. The 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--

Senator 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 suppose, 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-I 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.

That is what we are doing here-just keeping a promise to the
Senate.

Senator CHAFEE. Fine, Mr. Chairman.
I am sorry that I was late. I had another appointment and he is

still standing by, and I guess we are all going to vote in about 3
minutes, so I regret I will have to leave.

Mr. AFFLECK. 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. AFFLECK. Mr. Chairman, Mr. Woods and Mr. Roberts have
brief comments.

Senator MOYNIHAN. Mr. Woods?
Mr. Woods.
Mr. WooDs. 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. WooDs. I 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. WooDs. 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 abuse. 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 quality 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.
Affieck 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-control 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. WooDs. 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

the primary reason for welfare in California is a man leaving the
home.

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. WOODs. 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. WooDS. With a child.
Senator MOYNIHAN. With a child, yes.
Right. We know to a fair degree what the population at risk--
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Mr. WOODS. I might add also, in addition to the failure of the
Inspector General'f3 report to make the distinction between fraud
and cause, the report also contains some very serious inaccuracies.

Senator MOYNIHAN. I 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. WOODS. I shall send it to you.1
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 programs. I am Alvis D. Roberts, assistant secretary
of the Office of Family 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 preestime, Feb. 21, 1980, the committee had not received the material requtested.
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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
penalties will only hurt the people the programs are designed to
help and render the States less capable of maintaining sound pro-
grams by corrupting the purpose of the quality control system.

Mr. Chairman, my staff prepared a lengthy report for your sub-
committee which outlines the methods employed in Louisiana to
uncover fraud, waste and abuse e.nd 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. AFFLECK. All right.
[The material referred to follows:]
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* Na ual Govemors' Assodadon Ode L. fe., .D.
CoAKmo of Mie6

cebm L

November 16, 1979 fe-ueC Obceo,

7he 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 3. 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 Pulic Welfare
Administrators. We would emphasize the following points:

o The concern of Governors and state governments 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 catfully constructed quality control 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 avoid 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 othez 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 SV., 444 Nort Caps Saeet. Wsm*Wn. DC. o000o1 (2302) 624-$300
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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
elsewhere in their tight budgets. This is 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 ill-considered, 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

o The entire subject of fraud and error prevention and reduction is so
complex that the coittees with legislative jurisdiction over the
programs affected, which in the Senate is the Finance Comittee, should
not allow other bodies, including the Appropriations Comittee, 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 co ittee 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
deliberate on its indications.

Sincerely yours,

onHmnResources
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Senator MOYNIHAN. I am going to have to run, as these bells
start ringing in a minute.

Let me, in a very friendly way, be a bit admonishing of you. May
I?

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 large 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 cheating 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 make 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. AFFLECK. 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 MOYNIHAN. I will tell him, but he is not in my body.
Find somebody in the other body and have him-perhaps the Sec-
retary of HEW could tell him, or is that asking too much.

Mr. DEMPSEY. I think Mrs. Harris implied to us that she plans to.
Senator MOYNIHAN. Yes.
I thank you very much for your courtesy, from coming across the'

country. You could not be kinder.
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 Waste and Abuse in Social Security Act Program, by Alvis 1. Roberts,
Assistant Secretary. Office of Family Security, Louisiana Department of Health

and Iman Resources

The Extent And Causes of Erroneous payments In AFDC and Medicaid Program.- Existing

And Proposed Measures For Dealing With The Problem

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. Quality Control Section which Identifies and gives Information on

types of errors

11. Corrective Action Plans

A. AFDC
8. Medicaid

I1. SURS - Surveillance and Utilization Review System

IV. Recovery Section

V. The Special Investigations Section - 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 system are as follows:

I. Quality Control Section

The system of Quality Control Is an adinistrative Program for determining

the extent to which persons receiving public assistance are (1) eligible for assis-

tance and; (2) receiving assistance payments In the amount to which they are entitled.

Purpose of the Quality Control System is to hold the evidence of error below

pre-established tolerance limits of error. This purpose Is achieved by means of

three processes:

(1) Continuous review of statistically reliable statewide seeples 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 erronous cases within the tolerance established. The findings of

the Quality Control system are assble~d at periodic iitervals and rnerted to the

-- vtnt of Wealth, Educetioe, S Welfare.
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Statistical Analysis of Quality Control Findings in AFDC for the two most

recent periods for which complete Information Is available is as follows:

I. April, 1978 through September. 1978

A total of 1,253 cases from an AFOC caseload of 60,245 were selected In

the sample for Apr11 1, 1978 to September 30, 1979, and 1,227 reviews were completed.

Eligible 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 information not reported (93.0 percent of

the client errors) is 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-income (38.3 percent of the error

cases). In the basic program requirements, there are 146 agency errors and 18 client

errors. In need-income, there are 45 agency errors and 65 client errors.

Social security enumeration (22.6 percent of the error cases) ad assi.-

ment of child support (20.6 percent of the error cases) have the highest concentra-

tions of errors within the basic program requirements. Earned Income (17.1 percent

of the error cases) and other cash income--contributions (14.6 percent of the error

cases)-- within need-income have the highest concentrations of errors.

There are maJor concentrations of pamn errors In basic program re-

quirements ($8,762 In Ineligible and overpaid payment errors) and In need-income

(S5,934 in ineligible and overpaid payment errors).

Social security enumeration ($4,345 In Ineligible and overpaid payment

errors) and assignment of support ($2,449 In ineligible and overpaid payment errors)

within basic program requirements 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



190

contributions ($1,911 in Ineligible and overpaid payment errors) within need-income

requirements have the highest concentrations of errors.

I. 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 (4.81) were found

to be ineligible, 87 (7.01) eligible but overpaid, and 32 (2.61) eligible but under-

paid.

Quality Control Findings for the October, 1978 - March, 1979, reportinq

period revealed a total of 178 positive case errors. The agency was responsible for

115 (65%) and the client 63 (351).

Within agency controlled errors, failure to take Indicated action Is

predominant representing 72% of all agency errors. Client errors are primarily

related to Information not reported (57 of 63 errors or 901). Of the 63 client

errors, 39 errors resulted from willfull misrepresentation by the client representing

62% of all client errors and 221 of all case errors for this reporting period. Errors

involving wilifull 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 area.

As discussed in the error categories analysis, eligibility errors are

clustered In Earned Income, Social Security Nmber, 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 responsibility for Earned Inme errors Is shared with 28 errors

attributed to the agency and 29 to the recipient. Social Security Nuber (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 attributed to the

agency which primarily makes this determination. Eleven of the 16 errors in
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Contributions are due to recipient error.

With respect to payment errors, $6,419 (4.1%) of the payment to all

cases reviewed was received by ineligible clients whereas $4,683 (3.0%) was overpaid

to eligible clients. Underpayments totalled $1,526 (1.0%) of the $156,929 paid to

all cases reviewed. Ineligible case errors, though fewer In number, are significantly

more costly to the agency. Average payment errors for this review period are ineli-

gible - $108.80, overpayments - $53.83, and underpayments - $47.69.

It. AFDC and Medicaid Corrective Action Plans

There are separate committees established for developing and implementing

corrective action plans for the AFOC and Medicaid Programs. Corrective Action plans

developed are'related to Quality Control findings for the period upon which the AFDC

Quality C6ntrol sample was drawn.

A. AFOC Corrective Action Plan

The AFDC Corrective Action committee provides input from various levels

and sections related to the administration of the program and includes representation

from the following sections: Training, Quality Control, Appeals, Recovery, Planning,

Regional and State Program staff and local office staff.

EVALUATION OF PLANNED CORRECTIVE ACTION PREVIOUSLY REPORTED

PlaniWd corrective action previously reported related to the Quality

Control findings through 12-31-77. These measures are outlined below:

1. Training

a. Resume 3-4 weeks orientation for new eligibility workers
b. "Income Maintenance Eligibility Workshop" - development and implementation

of a statewide on-going training effort In error-prone policy areas

2. Policy

Clarify and simplify the AFOC Operations Manual by 1-1-79

3. Monitoring

Implement a local office monitoring system structured to identify proqram
and staff training needs
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4. Supplementing Quality Control Data In an effort to more precisely Identify
error causes

a. Use of "Error Cause Identification Schedule"
b. Use of 'Error Identification Schedule-Worker Profile"

Training efforts were hindered bY the limited staff available to plan and

implemnt AFOC training sessions. The agency recognized the need for on-going train-

Ing in areas of error-prone policy. Efforts were successful In the development of a

comprehensive orientation for new eligibility workers. Nine days in each session

were devoted to AFOC wi-th 4 days to Food Stamps. This comprehensive training related

to both AFOC and Food Stamps results in a more versatile staff and provides adminis-

trators with more flexibility for ut:lization of staff more effectively and efficient-

ly. Because of the promulgation of the Food Stamp Act of 1977, these orientation

sessions were temporarily suspended but have been resumed. Local offices have Indi-

cated that this effort has not only provided new staff equipped to readily assume

workloads, but it has also relieved supervisors appreciably in the area of initial

Job training.

During 1978, efforts were intensified toward the simplification and

clarification of policies and procedures. Revisions of primary siqniffcance Include:

I Income other than earnings - special types
Contributions
Income and Assistance Unit Defined
Child Support Enforcement Program
Who Is Included - (parent)

It is recognized that Income errors are primarily attributed to the client.

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.

PLANN CORRECTIVE ACTION

An AFOC Corrective Action Comittee provides Input from various levels and

sections related to the administration of the program and includes representation from

Training, Quality Ceotrel* Appmls, Mecovery, Planning, Regional & State PreWm staff

and lca1 office staff.
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For the January-June, 1978 reporting period, 11S errors were attributed to-

-Social Security Enumeration. Revised polty in this area was issued 4-1-78 and an

automated means of obtaining numbers from the Social Security Administration was

developed. Upon determining that an applicant or recipient does not have a social

security number, the eligibility worker enumerates the client. Upon issuance of a

number, the WA provides the state agency with this number by computer tape at which

point the agency Data Processing Section matches this number by identifying character-

istics (name, race, sex, birthdate, 1.0. and recipient numbers) with the certified

recipient and so advises the local office eligibility worker. In addition, the Data

Processing Section generates a listing at three month intervals advising local

office eligibility workers of those recipients on which enumeration activity Is

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 period. Effective 10-1-78, Act 84 of

the 1978 Louisiana Legislature provided that by accepting AFOC assistance, the AFDC

applicant or recipient 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 child for whom he is applying for assistance my have. Therefore, effective

with the October, 1978-March, 1979 review period, errors In 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 state of West Virginia In this effort. On January 31, 1979 the magnetic tape

of Louisiana's Quality Control findings for the AprIl-September, 1978 period was for-

warded to West Virginia for forulation of an error-profile. The agency will continue
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to seek dbcumentation to determine its operability within our system.

Training continues to be a recognized on-9oing need in Planned Corrective

Action. In recognition of the limited training staff available to meet this need,

efforts wil! be made to expand training to a regoml basis where Assistance Pay-

ments Consultants might provide training in specific need areas. In plementing

the local office monitoring system (regular case reading), Consultants provided

specific training for readers in an effort to assure statewide uniformity In 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 is currently developing

a centralized eligibility system which would allow for the consolidation of needed

forms and elimination of superfluous forms.

EVALUATION OF PLANNED CORRECTIVE ACTION PREVIOUSLY REPORTED

The effectiveness of planned corrective action for the April-September,

1978, reporting period 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 Is

automatically (without need for his written consent) demed to have

assigned any past, present, and future rights to-cild support he or

any child for whom he Is applying for assistance may have. 'This law

became effective 10-1-78 and thereby eliminated all errors in assign-

ment of support for the October, 1978 - March, 1979, reporting period.

For the previous period (April-September, 1978), errors In this element

totalled 59 (21% of all error cases) and 15% of all dollars paid in

error. The elimination of these errors has been instrw otal in redc-

ing over yment case error rates from 16.3% for the last review period

to a current 7.0% for the October, 1978 Ma.orch. 1979 period. Dollars

ove"Mid decl ine from 6.9- to 3. rr, .



2. Mechanization of Enhm'ration and Autmatic Follow-Vp Controls:

Although enumeration errors remain significant In current findings,

progress was made In reducing these errors as follows:

Number of S of Cases S of $ paid
Reporting Period Case Errors Reviewed In error

01/78 - 06/78 115 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 Revisions: With high concentrations of errors chronically

surfacing In the area of earned income, the agency began extensive

revisions in this area of the policy manual. The revisions include

the addition of case situation examples to assist staff In the proper

application of policy. Many revisions have been formulated and ap-

proved to be released to field staff.

5. Centralized Eligibility System: A pilot project in a parish to

manually test the use of the common application continues. The

common application form is used to collect the ihformetion needed to

determine eligibility and benefits for AFOC, Medical Assistance, and

Food Stamps and to collect data for referral to IV-D. This phase of

the test is to be followed with the test of the mechanized use of the

form. The system Is patterned closely after that in use in Wisconsin

where error rates were reduced significantly subsequent to its Imole-

mentation.
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6. Eror-Proe ProfIl: Study of the feasibility of using an automed

error.prone file based on Quality Control findings for caseload

management purposes Continues. The State Of West Virginia has con-
tinued to work cooperatively with Louisiana in this effort. However,

due to our own limited staff available to research this project

coupled with unavoidable delays in securing a current and apolicable

profile, progress was hindered.

7. Training-Comorehensive Orientation for New Elgibilitt Workers;

Although the evaluation of cause and effect cannot be statistically

detailed, we do not underestimate the value of resuming the coopre-

hensive orientation sessions. These orientations are ongoing and we
continue to receive positive feedback as a result of this effort.

8A9. Guldlinas for Narrative Entries and Indexing of Executive Bulletins:

Limited staff necessitated the postponement of these projects. Each

is recognized as a valuable tool in the process of assuring proper

application of policy and will be pursued as staff and time are avail-

able.

PLANNED CORECTIVE ACTION

It is 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 initiate and/or pursue, the defi-

ciencies are addressed below:

1. Mechanization of Enumeration and Automatic FolIow-Up Controls:

a. The mechanized enumeration process proved effective with the number

of enumeration errors reduced from IIS ( anuary - June, 1978) to 33-

(October, 1978 - larch, 1979). This system remains operative.
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b. Quarterl# listings prepared by Data Processing of recipients with-

out social security numbers will continue to be made available to

local office staff to trigger needed enumeration activities. The

January It, 1979 listing reflected 8,008 retipients not enumerated

whereas the most current listing (July 10, 1979) reflected a

reduction to S.962.

c. Enumeration errors are projected to decline further based on a

recent analysis of state policy in relation to required follow-up

activity for enumeration purpose.

2. Past Management Review at Certification and Rdet&ermination: The past

management review provides valuable leads to sources of unreported

income. The committee recommended that management review as an inter-

viewing tool should be revived in central orientation sessions as well

as in the policy manual.

3. Indexing Executive Bulletins to Policy: Action was taken to imolement

this practice. Each Executive Bulletin will be referenced as to the

policy (policies) affected in the policy manual. Inthis way, field

staff can efficiently and effectively maintain a cross-reference

system to assure application of current policy.

4. Guidelines for Narrative Entries at Certification and Redetemination:

Some parishes and/or regions have Implemented their own guidelines for

narrative entries. A uniform guide would serve to assure uniformity

in program delivery and facilitate second party review. This would

facilitate the program monitoring system.

5. Policy Revisions: Revision and clarification of policy are onging

efforts in program administration. Major revisions to the Income

policy have been formulated withthe inclusion of examples to assist

staff In pro application. These visis are directed at incaoe

errors - paticularly oemims.
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6. Eitend Indefinitely the W1ver for Locating and Interviging the

Absent Parent: The waiver for locating and interviewing the absent

parent was extended indefinitely. Initially this was done In order

to alleviate the Assistance Payments workers load during 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 In Deprivation -

Continued Absence totalled 10 and errors in Contributions totalled 42.

For the October, 1978 - March, 1979 period, these errors totalled 8

and 16 respectively.

7. Extend'Indefinitely the Waiver for Hkme Visits at Certification: The

requirement that a home visit be made prior to certification was

waived to facilitate Food Stamp Conversion and has been extended in-

definitely. The scheduled home visit is seldom effective in reducing

Incidences in which the client intends to willfully misrepresent his

situation. 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

fusibility of mechanizing Welfare Savings Reporting for the WIN

Program. The nine WIN parishes in Louisiana carry approximately SO%

of the statewide caseload. Not only would this system relieve workers

of time-consuming activity, It would further assure accuracy in savings

on obtained employment-. In addition, this system through coding of

WIN/Work status would assure that the registrant pool indicated by the

IV-A agency's records would be reflected similarly In DeDartment of

Lbrecor s.
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SMARY

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 in error rate but will come about at high cost.

Despite intense effort to reduce ereo., tt measuv'es taken 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 improve skills

in interviewing clients has been Implemented; however, the results are not measurable.

Client 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 ineffective In 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 Is realistic. Even if leverage, disre-

gard or special tolerance were allowed for client error, we doubt our ability to

achieve and maintain a 4% level.
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B. Medicaid Correctfve Action Plan

The Medicaid Corrective Action Plan includes all Medical Assistance Only cases,

except SSI cases. The state does not assume corrective action for Federally adminis-

tered eligibility determinations; therefore, SSI cases are excluded from the Quality

Control sample. (Payments to Ineligibiles in the AFOC 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 recipient liability 5 (% 3.2)

April, May, June, July, 1979

Total cases completed 222

Ineligible cases 13 (% 5.9)

Cases with understated recipient liability 8 (% 3.6)

Error Analysis

Ineligible payments resulted from the following elements:

1. Excess resources

The recipients and the agency were equally at fault. Recipients (or re-

sponsible parties) failed to declare ownership of resources such as bank

accounts, non-home property, life Insurance. The agency failed to explore

or develop potential ownership of resources.

2. Administrative failure to take timely action to close cases, through over-

sight.

3. Administrative delay (such as printing) in Issuing policy and procedure

guidelines to staff.
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Income errors resulting in understated recipient liability (in Long Term Care

cases) were identified as follows:

1. Failure of recipient to report accurately or timely changes in Income.

2. Failure of Bendex system to generate accurate and timely data.

3. Failure of recipient to report changes in living arrangements/household

composition.

Planned Corrective Action

To reduce the errors in the area of excess resources, plans were specified

for administrative level State and Regional meetings, identification 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 ineligible payments. Procedures were established

to provide for advance and/or iqedIate release of pertinent policy issuances.

For income errors resulting in unstated recipient liability, the plan included

refinements to the Bendex 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 liability

have increased. However, the long-range results of the technical and mechanical

measures should become evident In the subsequent review period. 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 administrative staff in state office, eligibility

staff, and Quality-eentrol staff has been improved, resulting in uniform

definitions and identification of error causes.

3. Training sessions 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.

S. Modifications to the SOX and Bendex systems have been made.

6. Controls have been placed on certain cases to assure that Medicaid e11,1-

bility is terminated appropriately.

I1. The Surveillance and Utilization Review (S/UR) System

Even though the Medicaid claims error rate is not used In the assessment

of the fiscal sanctions on the Titles IV-A and XIX funds, Louisiana feels It Is

important that the committee be fully aware of what efforts are being made In this

area. Louisiana has had a fully certified Medicaid Management Information Systm

(MMIS) since 1977. Our expertise in controlling our program Is Improving with this

sophisticated computerized system. The MMIS has six system, 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 identity of providers and
the services they provide.

The third subsystem is the Claims Processing Subsystem which enters,

verifies, 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 and 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 Utilization Review (S/UR) subsystem is specifically

designed to address the problems of inappropriate utilization of services.---The basic

function of the S/UR Is to compute actual performance against generally accepted

utilization consistent with local norm and patterns of care. For example, a hospital

length-of-stay my be three days for a specific diagnosis. The S/UR would review

the data and report exceptions such as lengths-of ttay In the hospital which are more

than the average three days for that diagnosis. This in itself does not necessarily

man Inappropriate utilization, but it helps point out deviations from the norm

where further action 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 utilizaton patterns established by provider
and recipient participants in the various categories of service
authorized under the Medicaid program;

• to reveal and review potential misutilization and to promote correction
of actual misutilization of the Medicaid program by its Individual
participants;

* to provide Information 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 minim.
level 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 summary information on our program since January. 1979 as a result of

our S/UR's activity. These figures document that we in Louisiana are making an

earnest endeavor to help curtail fraud and abuse.

In addition, Louisiana 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 PROBLEM ANALYSIS
FIRST QUARTER

1979

1978 JAN. FE.B. MAR. TOTAL BY % OF PROBLEMS
Eno ON CASES CARRIED

THIS QUATER

Billing Recipient

Excessive Services

Medical Necessity

improper Billing:

Fragmenting

Professional & Full
Service Components

Consultations on
Own Patients

Restricted Practice

Services Not Rendered

Card Swapping

Recipient Ineligible

Drug Substitution

Denied Free Choice

Quality Of LTC Care

Duplicate Billing

Individual Physician
Not identified in Clinic

26

25

19

1

0
0

4

0

1

0

0

0

31

25

20

4 0 0 1 5

1 0 0 1 2

1

2
6

0

0
1

0

0
1

2

0

0

0

0

0

0

0

0

0

0

0

2

0

0

0

0

0

0

0

0
2

2

2

7

3

S

0 0 0

89 6 7 5 107

Total Nuber of Cases
By Reporting Period

29.0

23.4

18.7

28.9

4.7

1.9

1.9

1.9

6.5

2.8

.9

.9

.9

.9

4.7

.9I



RECOVERY STATUS REPORTFIRST QUARTER
1979

A
Month Pending

Previews
Period

B
Overpayments
Established
This Period

January $34,399.94 $21,481.10

February 54,676.47 1,405.26

March SS,629.03 0.00

Sumry
This Quarte

$34,399.94
r

$22,886.36

$55,881.04

56,081.73

55,629.03

$57,86.30

$221.47 $55,659.57 $983.10

145.00 55,936.73 307.70

0.00 55,629.03 150.10

$366.47 $56.919.83 $1,440.90

$54,676.47 1.76%
55,629.03 .55%

55,478.93 .26%

$55,478.93 2.$3%

RECOVERY PINING STATUS REPORTFIRST QUARTER
1979

Administrative EDSF
Decision,

$3,090.00 $2,773.02
s.56% 4.99%

Provider RecoveryUnit

$2,301.63 $1,982.86
4.14% 3.39%

1-

CBalance
Before
Dscount(A4)

D
Overpayments
Discounted
This Period

EBalance
After
Discount

FOverpayments
Received
This Period

GBalance
End This
Period

HPercent
RecoveredThis Peiod

(FE)

Blue Cross
EDSF Audits

$27,224.02
49.07%

UR Committee
Review

$18,207.40
32.81%

Ttal 9

$55.478.93



A
Month Pending

Begin
Period

RECOVERY STATUS REPORT
SECOND QUARTER

1979

B
Overpayments
Established
This Period

April $55,478.93 $1,480.60

may 54,986.78 2,318.90

June 56,556.78 182.60

Smmary $55,478.93 $3,982.10
This Quarter

C
Balance
Before
Discount(A4B)

$56,959.53

57,305.68

56,739.38

$59,461.03

D
Overpayment
Discounted
This Period

$ 2.50

0

* 28,581.72

$28,584.22

E
Balance
After
Discount
(C-D)

1
F

Overpayments
Recovered
This Period

$56,957.03 $1,970.25

57,305.68 748.90

28,157.66 3,018.54

$30,876.81 $5,737.69

G
Balance
End This
Period
(E-F)

H
PercentRecovered

This Period
(FAI __)

$54,986.78 3.461

56,556.78 1.30%

25,139.12 10.721%

$25,139.12 18.5f%

Provider No Longer
In PractceBusiness

$27,U4.02
95.24%

DISCOUNT REASON REPORT
SECOND QUARTER

1979

Calculation
Error

$ 8.20
.02%

RECOVERY PENDING STATUS REPORT
SECOND QUARTER

1979

Fraud
Investi2 qton

$18,207.40
72.42%

Recovery

$1,882.86

7.48%

Administrative
Decision

$1,352.00
4.72%

Total

$Z8.584.22

EbS Federal
Adjustment

$5,048.86
20.08%

Total

$25,139.12
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IV. Recovery Section

The Recovery Section makes a decision concerning the feasibility of

recoupment and recovery for all ineligible payments and overpaymets whether they

resulted from administrative error, misunderstanding of policy or laws by the

client or willfull withholding or misstatement on his part of factual information.

Recovery Section Is also responsible for the decision on cases In which evidence

of ineligible payments becomes available only after closure.

The action of the Recovery Section will Include:

A. Review of all available information.

8. Making a decision 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 Is considered:

(1) Amount of current Income and managew>nt.

(2) Members of the household

(3) Health condition.

(4) Shelter and utility costs.

(5) Any extenuating circumstances that would Involve unusual
expenditures.

In cases where there is no Intent to comit fraud concerning eligibility

factors, recoupment shall be made only when the recipient has currently available

income or resources, exclusive of his grant income In an amount equal to or ex-

ceeding the amount of recoupment reduction of the grant. Recoupment shall be

limited to the 12 months preceding the month of discovery in non-fraud cases. In

cases which indicate intent to defraud, recoupment may include the entire loss.

Statistics regarding Fraud and the recovery and/or recoupment in AFOC, Title X1X

Provider and Medicaid for the State Fiscal Year July 1, 1978 through June 30, 1979

are as follows:



208

RECOVERY SECTION

STATISTICS REGARDING FRAUD AND ABUSE

AFDC PROGRAM

STATE FISCAL YEAR July 1, 1978 thru June 30, 1979

2,273 AFDC cases referred to Recovery Section for review

2,023 Decisions made on AFDC cases referred to Recovery

1,672 AFDC cases involving Client Error

351 AFDC cases involving Administrative Error

$153,084.00 AFDC Recoupment Collections for fiscal year

$ 79,579.78 AFDC Recovery Collections for fiscal year

$232,663.78 TOTAL AFDC COLLECTIOUlS FOR FISCAL YEAR

OVERPAYMENTS. TO RECIPIENTS IN MEDICAID PROGRAM

$59,404.41 Total Amount Collected for Fiscal Year

TITLE XIX PROVIDER OVERPAYMENTS DISCOVERED BY AUDITS

639 Number of Referrals received in Recovery Section

$1,857,254.23 Total Amounts Involved In Referrals

$1,076.603.20 Total Amount Collected for Fiscal Year
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Recovery Activities

FISCAL YEAR JUly 1978 thuguh June 1979
AFN FR QO 2SES

REFERRED TO DISTRICT ATTORNEYS FOR PROSECUTION

?&mber of Cases referred for prosecution Lmolvi ADC ... ..... 97

munt Involved $221,912.00

NaUber of Cases referred for prosecution involving Medical Vendor. . . 49

Amount Involved $53,566.27

Number of Cases prosecuted & convicted involving ADC.. ......... 81

Amcunt Involved $227,481.45

Umber of Cases prosecuted 4 convicted involving Mdic41 Vendor. . . . Sl

Amount Invoived $38g402.19

Court-ordered Restitution $ 62,306.07 ADC
12.119.52 Medical Vendor

$74,,42. Total
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V. The Special Investigations Section

The Special Investigations Section of the Office of Family Security

detects and Investigates suspected fraudulent situations involving 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. Cases of probable fraud discovered by investigators of the unit through
initiative or through special projects.

2. Reports of instances of probable fraud received by the Section from the
general public, state office staff and other local, state, federal or out
of state agencies.

3. Cases involving recipients 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.

5. 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 is

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 investigative assistance were

received from other states. Two hundred and eight (208) referrals were accepted for

Investigation, 86 were not accepted for various reasons, and 75 were pending evalua-

tion or assilgment. 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 it shows the estimated savings resulting from closure

or reduction of grants:

LOSSES COUNTABLE SAVINGS
Public Assistance $183;128.77 $70,389.42
Food Stamps 203,228.75 87,711.57
Medicaid (Recipient) 37,302.39 15,211.05*
Day Care 61,138.00
Other 17,51g.00

$423,659.91 S261,9W.04"
* Incomplete figure due to difficulty verif ing medicaid payments.

Incomplete figure. Grant reductions or cosures are frequently taken on
cases and action is not reported to SIS.

Although statistical Information generated by the SIS may seem non-

spectacular in comparison to the millions 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 COMMITMENT TO PROVIDING QUALITY SERVICES IN
AN ACCOUNTABLE MANNER

THI CO.4ITMNT IS EVIDENCED BY THE REDUCTION IN ERRORS
IN NEW TORK TATE TO ONE-FOURTH OF THEIR ORIGINAL
LEVELS

MAJOR MANAGEMENT IMPROVEMENTS HAVE OCCURRED THAT ARE
STATE INITIATIVES FINANCED BY STATE RESOURCES

THE PRIMARY CAUSE OF ERROR IS 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

Q QUALITY CONTROL IS A MANAGEMENT TOOL WHICH IS 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
IS 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 PERSONt
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I AM BARBARA B. BLUM, COMMISSIONER OF THE NEW YORK
STATE DEPARTMENT OF SOCIAL SERVICES. IT IS MY PRIVILEGE

TO JOIN WITH COLLEAGUES FROM THE NATIONAL COUNCIL OF STATE

PUBLIC WELFARE ADMINISTRATORS IN PRESENTING FOR THE SUBCOMMITTEE'S

CONSIDERATION THE CAUSES OF ERRORS IN SOCIAL SECURITY ACT

PROGRAMS, .

THE 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 ITS 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,

WHILE THE AID 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 MISREPRESENTATION

OR WORKER INEFFICIENCY, THE MAJOR CAUSES OF ERROR, HOWEVER,

LIE ELSEWHERE. WE MUST LOOK FOR THE CAUSES OF ERRORS IN

THE COMPLEXITIES 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 IS THE ADDITION

OF TECHICAL 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,.

NEW YORK STATE 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 MEDICAID
PAYMENT ERRORS TO ONE-FORTH OF THE ORIGINAL LEVELS. OVER

THE LAST FIVE YEARS, CORRECTIVE ACTIONS 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:

, 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., AND 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 ORGANIZATION 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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1 WOULD 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 IS

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 DOLLARSf-

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 IS THE CONTINUED VIABILITY

OF ESSENTIAL SERVICES TO PEOPLE IN NEED.

WE BELIEVE THE FEDERAL GOVERNMENT SHOULD FOCUS 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:

I AID TO FAMILIES WITH DEPENDENT CHILDREN
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M MEDICAL ASSISTANCE

, FOOD STAMPS

* 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 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, 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 DEDUCTIONSs

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

REQUI REGENTS$
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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

DOCUMENTSEACH YEAR FOR THESE CASELOADS. IN THE MIDST OF

SUCH A MAMMOTH OPERATION, PROCEDURAL ERRORS ARE BOUND TO

OCCUR,

THE QUALITY CONTROL PROCESS

THE EXPERIENCE OF ORK-ST-TE INDICATES THAT QUALITY

CONRL 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

TECHNICAL ERRORS

IN ITS 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 IS

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 ELIGIBLE 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

IS 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 KUT 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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IS OFFSET BY THE ABSENCE OF CLAIMING IN THE OTHER.

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,- FOR EXAMPLE, 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 MUSTINDICATE 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 26 HOURS INVESTIGATING-AN

AFDC CASE WHILE OTHER LARGE STATES WITH LOWER ERROR RATES

SPEND MUCH LESS TIME,

RATHER UNDERSTANDABLY, NEW YORK STATE TENDS TO

., FIND MORE 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 MORE

LIKELY TO HAVE RESOURCE RELATED ERRORS, THE PRESENCE OF

OPTIONAL PROGRAM COMPONENTSo 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,

CONCLUSION

IT IS 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 OF PROGRAM MANAGEMENT.

UNDER THREAT OF SANCTION, IT 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.

CONGRESS 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$

56-941 0 - 80 - 15



222

Statement by John T. Dempsey
Director - MDSS
before the Subcommittee on
Public Assistance of the Senate
Finance Committee
November 16, 1979

Provision of assistance to persons genulnely In need is a primary goal of our
national public assistance programs. A related goal Is to provide such assistance
accurately and efficiently. A nationwide system of quality control has been
Instituted to provide some measurement of the realizat on of these goals. The
quality control system Is a management tool developed with the expectation of
assuring the proper and correct expenditure of puble assistane funds, through
locating unacceptable performance and Ineffective policies and Initiating
corrective action to reduce and eliminate waste and error. Recently it has been
suggested - In fact It has been legislated by Congress - that data from 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
inoreaed federt funding, be provided to states which are exceeding performance
standards. Substantial discussion has ensued concerning the relative merits of
various plans for Implementing disallowances or Incentives. For the most part
however, this discussion has focused 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 administer a national system of disallowances
and/or incentives.

I propose to explore several issues which relate to Inherent characteristics of the
quality control systems in public assLstane, thefr abWty to provide meaningful
state 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: 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 believe that sufficient night
can be provided to facilitate decision-making. At the very least, I believe a careful
review of this statement will suggest that the subject s not as simple as some
believe.

WHAT CONSTITUTES MISSPENT FUNDS?.

If mispayment rates are to be compared among states (whether for purposes of
disaliowances and/or incentives, or any other purpose), it is Imperative that the
definition of misspnt funds be clear and mcanngful and produce similar results
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 a state by state basis. This is the
case since data supplied by the system is relevant to each state because
measurement is a!aiWt Its ownIndividual state plan of operation. Since each state
has a different state plan ofoperation, however, It is not certain that state by
state comparisons will have any pertinent meaning. What are actually considered
misspent funds then, may vary from state to state according to the features of
each Individual state's plan of ogerton.
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Those who are not completely familiar with various case budgeting methods
allowable under the Social Security Act may not fully appreciate how difterenes In
state plans can effect mispayment rates. The following examples demonstrate how
c is with Identical circumstances are viewed differently from state to state.
Although the examples are hypothetical, they are based upon actual approved
practices In various states.

a es One - The Cap, or Maximum Grant

in this example, we wi examine Identical cases In two states. Each case will
represent an elible family of four recipients. In each state total needs for
the family Is determined to be $400. In each case the granted has $300 of
earned income which has gone unreported for several months. The only
difference between the two cases Is that State A pays 100 percent of need
and State 8 has a ma, dmum grant of $240 for a family of four.

Status of This Case in States A and B

State A State 8
(100% of Needs) (240 Cap)

Needs (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 remaining income must be dLsre rded. In addition, we win
assume each state allows work expenses of $30. The substraction would bet

$300 gross Income
-$30 less fint $30

i$90 less 1/3

$30 less work expenses
net Income

In each case, therefore, $150 of net income should have been budgeted. In the case
of State At $150 should have been deducted from the grant, so that a mispayment
amount of $150 exists. Notice the interesting result In State B, however, when the
$150 net Income s considered. State B may exercise its option to deduct net
income from needs In this cue the $150 net Income would be subtracted from the
$400 needs tolWdieaate a grant of $250 (exactly the same as State A). However,

tce State B has a maximum gant of $240, the amount they should properly pay
remains at $240, regardless 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 Ulre mispayment (37.5% of total payments) In the state which is
doing the most to meet clients' needs, and no mispayment at all In 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 for
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 opoosition to the basic ol ,m oal0o orovlding assistance to tM~s
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,sm~le Two - The Rateable Reduction

Much the same phenomenon can occur when a rateable reduction Is In effect. In
this example, we will consider the same caes which were considered in the Wit
example. This time we will look at three states, A which pays 100 percent of need,
and C and D which have a 40 percent rateable reduction in torce. Again, $300 of
unreported earned Income will exist In each case, work expenses will be $30 and
needs for a family of four wil be $400. The difference between States C and D are
in the manner that the rateable reduction Is taken. in State C, It is taken against
the grant nd in State D, apinst needs.*

Status ofThis Case In States A, C and D

STATE A STATE C STATE D
(100% of NjS) (40% R.R. Orang (40-6 R.R.. N needs)

Needs (family of four) $400 $400 $400
40% Rateable Reduction t
Grant Ti Tbi

Budgetable come $150 $150 $150
Mispayment Amount $150 $90 $0
Mispayment Pereentage 37.3% 37.5% 0

All calculations are Identical to Example One. State A apin has a mispeyment of
$150 due to the un..ported Income. State C would have had a prant of $1S0 If the
Income had been reported since their rateable reduction is applied to the grant.
($400 needs less $150 budgetable Income equal $2501 less 40% r.R. - $100 -equals
$150 grant amount.) In the cm of State C, a mispeyment perentap of 37.3
percent exists (comparable to State A). This s not the case In State D. When the
40 percent rateable reduction is appled against needs, a prant of $240 is
determined. Subtraction of the $150 net income 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
meeting needs are Identical as in Example One.

Other examples could be cited, many of a more programmatic nature. Notice In
each case, however, the discrepancy in mispayment amounts from state to state is
not the result of any deficiency or variation In the quality control system. In each

ase, the quality control system accurately compares results with the state plan of
operations. The problem, of course, arises from the large number of options
available under the Social Security Aot and its Implementing regulations, which
produce state program which are sufficiently dissmflar so as to render
mispayment comparisons meaningless.

Mhis represents a minor simplification In actual procedures, for ease of discussion,
but will not alter the conhulons.
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The lack of differentiation between technical (or procedural) errors and actual
mispayments is an area of current quality control policy which brings the
credibility of the system Into question. Technicls (procedural) errors Involve cases
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 papervork
has been processed. Area where these oversights occur Involve assisting the
recipient In applying for a social security number, fulfilling child support
requirements, or registerng the recipient for the WIN program. In each Instance,
however, the same amount of benefits would have been paid to the same recipients
had all procedural requrements been met. Only in a technical sense does a
mispayment exist. The corrective action concept in quality control Implies that
waste can be eliminated or diminihed by proper corrective action. Mispayment
amounts are viewed as being synonymous with waste. Ths i o ily not true ia
te aM of te*hn4a egrn Corrective action to eliminate the source or error
associated with ive mluon dolan 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 the procedural errors
and actual mispayments seriously undermines the credibility of all quality control
results. I noted that in a colloquy on the Senate floor on September 2t, 1979 (Cong.
Record, PS 13210) Senator Magnuson told Senator Javits that it was the intent of
the Conterence Manag r that technical errors would not be Included In the base
leading to fiscal sanctions. HEW's proposed regulation Ignores such advice and does
include tehnical errors - a bad policy, In my judgment.

1OW IS THE AMOUNT OF MISSPENT FUNDS DETERMINED?

Comparison of state mispayment rates on a national basis Implies that the same
standards will be used nationally to measure 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 consider0ble diversity among states within these two areas. DHEW is in
the process of rewriting the quality control handbook In an effort to more closely
standardize review and verification procedures among states. When this is
accomplished we expect much more uniformity in review methodology among the
states In the AIDC program. As of today, however, this project is not yet
completed. I do not know when It will be.

Complete udformity 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 n 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 conscientiously spend more
time and money In the quality control review proem will detect more of the errors
which actually exist than wi those states which expend siglfcantly smaller
amounts of time and money. Currently, some states spend (on the average) three
times the amount of time on a review as other states spend. While the states with
the more extensive review procedues 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 circumstances
were willfuly 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
)ntrol data is only utllsed for corrective action purposes within'a state, the more
xter -e review reflects responsible management since it produces the most
.cura.vt data on which to base decisions. Once states are compared with each
other for purposes of withholding PFP, however, the more extensive review can no
mp be justifled because of the lar relative disadvantage a State places Itself
i by doing excellent quality control reviews. In fact, under a sanction
nvlronment, states will have every Inentive to drop back to barely minimal
uaUty control reviews. Should this happen - and It wll, believe me - fiscal
notions will be less than is presently projected, but quality control will also be
weakenedd as a management tooL

)HEW attempts to adjust for these differences by means of a federal re-review of
subuample of state reviews. When different results are found between the federal

nd state samples, state findings are statistically adjusted to take federal findings
ito account. The tention is that this process eliminates a large portion of the
tate to state differences In review procedures and intensity of effort. If the
federal re-review staff utilize uniform re-review procedures from state to state, It
i entirely poi/ble that most differences In review procedure can be taken into
.ceount. (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 In uniformity nationally.)

'he *itenton that differences in intensity of effort can be taken into account is
,note difficult to understand. The number of federal re-reviewers required in any
tate Is governed by the subsample size. Nationally, federal re-reviewers are
.taffed so as to be able to spend about the same amount of/tl-me on a re-review.
upose that amount of time is two hours. The state averaging 24 working hours
er review would get re-review cases that averaged 26 hours of review after the

federall re-review was completed. States averagin S hours would average 10 hours
ifter federal re-review. We do not understand how this procedure rectifles the
ntenslty Issue in any respect, although we have been assured that it does. It does
tot, regardless of what anyone says.

WHAT CAUSES MISSPENT FUNDS?

:t would be (mpossible to detail all causes of misspent funds in public assistance. I
elleve, however, that three pneral problem areas are paramount. The first area

)f concern involves the tremendous &)mplexlty of the laws, rules, regulations, and
3ourt decisions which determine the administration of public assistance programs.

Although program complexity effects all jurisdictions in their administrator of
.ub' assistance pr ans, It cannot be said to effect them equally. Jurisdictions
whiew are characterzed by recipient populations whose circumstances ar more
xntable than the average recipient population, are particularly disadvantaged. In
reneral, this characterizes the situation found In the larger metropolitan ueas
where recipients are more transent, are continually In and out of the labor market,
and whose family situations tend to be more unsettld. This is well documented by
the Aprl-September 1978 national mispayment rates where we see the following
mispayment rates:
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Large Metropolitan Mispayment Mispayment Rate
Ae, Rate , Rest o State

Wayne Co. (Detroit) 11.3 4.8 (Mich.)
New York City 10.3 6.2 (N.Y.)
Cook Co. (Chicago) 17.6 10.2 (M.)
PhIladelpha 24.1 11.1 (Pa.)
Los Angs e 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. In fact, during an era when national
expectations demand a continual derase In mispayment rates, Federal law and
regulation seem to become more and more complex and difficult to administer.
There seems to be an increasing tendency In both Congress and DHEW1 to absolve
themselves from any responsibility for public assistance mLsayments. Current
unction regulations place the entire responsibility for mispayment upon the states.
Once again the states have become the scapegoat and the true nature of the
Federal/State partnership s revealed. We would hope that Congress would not
allow this Injustice to continue.

Secondly, as already noted, states do not have uniform programs nationwide.
..Programs differ among states in benefit levels and In scope of coverage. It has
;Olready been shown that states which achieve a lower benefit level by virtue of a

maximum grant or rateable reduction, tend to gain a sizable advantage over states
paying a higher proportion of need. This s true because of the handling of
unreported earnings, as previously demonstrated. Many low benefit states,
however, do not employ such devices but merely declare a very low standard of
need. Thus, they do not gain the advantages from the maximum grant or rateable
reduction. This is not to imply, however, that these low benefit states do not
possess an inherent advantage over high benefit states In terms of mLspayment
rates.

Probably the most error prone group of cases nationally is the group of cas
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 incr"ja a point is finally reached where the case is no longer
eligible for meistance. At this point, assuming proper reporting occur the cem
leaves the roles and the size of the error prone earned income case group is
reduced. If many such caem reach this point, a substantial reduction In the size of
the error prone case group can be achieved and mispayment rates will drop
acoordingly. Of particular Interest, therefore, is the amount of earned income
reo(pued In a state for the cee to become ineligible for assistance. If this value is
quite low, the state could be expected to administer fewer of these error prone
cases than most, and therefore to have a lower mispayment rate if all other things
were equaL Conversely, the higher the amount of earned Income necessary to
bome Ineligible for assistance, th more error prone cues the state would expect
to administer (with the expected accompanying increase In mispayment rates). The
following table examines the approximate number of hours which a grantee of a
family of four would have to work, earning the minimum wage, before becoming
Ineligible for assistance.
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ST NDARD OF NEED Approximate Number of Hours Worked
Per M month at Minimum Wage Before

(Family of Four) Becomint nelixible for Assistance*

$ 80 63
$100 76
$120 89
$140 101
$160 114
$180 126
$200 139

*Assumes standard income disregard, 6% 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 quickly in states with a low standard of need than they would
In states with a higher standard of ned. This offers a clear advantage to low
benefit states since the size of the error prone earned income group 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 gender the program In a state, In terms of scopeo'STcoverage, the higher the
payment rates will tend to be. For example, a state may choose to extend

coverage to the unemployed father segment, or to 18-21 year old children: they
may choose to provide allowances for special needs or allow more generous
resource requirements; they may pay actual work expenses, rather than standard
allowances, and may choose to disregard income from some sources. In each
Instance, the state, by adopting these options, 1s doin more for m e n
(clearly the goal of the program). In each instancehowe-, thestate aso "te
up an error prone segment which will tend to force mispayment rates up. States
are faced with an obvious choice - keep mispayment rates low by restricting
program coverage (and benefit levels), or provide for people In need at the expense
of higher mispeyment rates.

Thirdly, the effect of willful client misrepresentation of eireumstanee.ihoald be
noted. Although the distribution of agency to client error has historically been
50%/50%, client errors as a group tend to Involve much Wa amounts. When
mispayment rates are examined, two-thirds of the mispayment is attributable to
client error and only one-third to agency errors. This would suggest that duri-n l-t
April -September 1978 period, approximately 5% of total ADC funds were misspent
due to olent error. The picture of the welfare chiseler Is a popular concept these
days. Many tend to take a hard line on misspent funds In public assistance

) programs because of their conception of the "welfare chiseler." We would cal your
attention to a recent report of the Internal Revenue Service (Publication 1104 (9-
79)) 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 genes population. When this 8%-11% figure Is eompare*d to
the estimated 5% In the AFDC program, a more proper perspective may be pined.
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 behavior Is even less prevalent In the public assistance population thin
it is In the general population. National policy which focuses upon fraud and abuse
In publo assistance, while Ignoring equal Incidences of fraud and abuse In the
general population, as evidenced by the Income tax study, promotes an Insidious
type of discrimination which cannot be tolerated. Persons and families on public
assistance are at least as honest as the population generally. Yet the public
perception Is much different.

WHAT CAN BE DONE ABOUT MISSPENT FUNDS?

Current national pollcy suggests that the most effective way to reduce misspent
funds is through a policy of fiscal disallowances to the states. I believe that this
policy is probably the most counterproductive 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 corrective action.
Thin suggestion presupposes that 1) the size of the negative incentive Is large
enough to stimulate actor and 2) mnisspent 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 moray in state funds mispent than they will In federal
dsallowance. Certainly every state has sufficient incentive to redce misspent
funds In their own limited state budgets, without the need of further "Incentives" of
a federal nature. Clearly, then, something more than a negative Incentive is
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 DREW or Congress, however. I find nothing In
current disallowance regulators, or dboussion, to Indicate that DREW or Congress
assume any responsibility for the problem even though they are the source of public
assistance law and regulation, and to a great extent determine how programs will
be administered nationally. Current disallowance regulations, for example, pen
the entire sanction amount to the states. There is no Incentive whatsoever 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 a broader
scope of program coverage. A policy of national disallowance, based upon misspent

. would obviously provide strong disi.centives to those states which do more
to provide for 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 antithetieal to the basic
purpom of public distance. I believe fiscal disallowance to be such a policy.

One more point must be made and stressed. The only possible consequences of a
policyof 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, error rates will Increase.
Surely, these alternatives are not Congressionally Intended.



230

There is one other alternative, and It probably Is most likely. I fear that a national
polloy of fiscal disallowance will destroy the quality control system, rather than
reduce misspent funds. I have no doubt that fiscal sanctions will force states to
report a misspent funds rate consistent with desired national targets. The key word
here Is reert. Since many states will find It difficult, or ImpossibIe, to achieve
necessar- _ructjons In misspent funds, they will be forced to curtail quality
control review activity to the point that only the target level an be detected.
Although everyone will then be able to celebrate the effectiveness of the sanction
policy in reducing msspent funds, In fact all 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 disallowanee policy.

Solution to the misspent fund problem must begin In Washington. Public asstance
laws and regulations must be simplified to the point where programs are easily
administered - even to clients who experience frequent changes In circumstances.
At the very least, this would entail considerable standardization among
requirements and definitions In the various federal prpgams, plus uniformity in
eligibility and budgeting procedures. DHEW must be much more involved 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 asisting with training modules.
Finally, financial inemtives should be available to states who develop innovative
techniques to more effectively administer public assistance programs.

ln conchsion, I wish to reiterate my support for positive efforts to reduce current
rates of misspent funds. -ly interest in accomplishing this worthy objective is
every bt as keen as the federal Interest. I would hope that such efforts would
recognize the true nature of the 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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NATIONAL COUNCIL OF STATE PUBLIC ELARE ADMINISTRATORS
fIERICAN BLIC tWARE ASSOCIATION

TESTIMONY OF JOHN J. AFFLECK
DIRECTOR

RHODE ISLAND DEPARTEKr OF SOCIAL AN) REHABILITATIVE SERVICES

AND

CHAII tN
NATIONAL COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS

BEFORE
SUBCOMMITTEE ON FINANCE

UNITED STATES SENATE FINANCE CO$ITTEE

UNITED STATES SENATE

Noww 16, 1979

MR, CARJMAN AI ME-lERS OF E SUICCITTE, MY NAE IS . " J. AFFLECK,
I Am DIRECTOR OF THE UmWE ISLAND DEPARhEfr OF SOCIAL. AND REHABILITATIVE SR-

VICES AND CHAIRMAN OF THE NATIONAL COUNCIL OF STATE PUBIC It-LPARE /mINISTRATORS.

THE N AIONA. COUNCIL, ON WIOSE BEHALF I AM TESTIFYING, IS CMWOSED OF THE OFFI-

CIALS IN EACH STATE, THE DISTRICT OF COL4. IA, AND THE U. S. TERRITORIES 1*1

ARE RESPONSIBLE FOR ADt4INISTERING INCOME MAINTENANCE, MEDICAL (CME, AND SOCIAL

SERVICE PROGRAMS W1ICH PROVIDE ASSISTA1CF TO MILLIONS OF PEOPLE IN NEED. I AM

ACCOMIPANIED TODAY BY DR, Jom T, Da'SEY, DIRECTOR OF THE MICHIN DEPWIrTENT OF
SOCIAL SERVICES, BARBARA B. DBui, ComlSSiOm OF nE NEW YORK DEPR ii oF
SOCIAL SERVICES, Am A.VIS D ROBERTS. ASSISTANT SECRETARY FOR THE OFFICE OF

FAMILY SECURITY OF THE LOUISIANA DEPARTMENT OF HEALTH AND Rpm RESOwJaS. IHILE

I TESTIFY AS CHAIRPAt OF THE COUNCIL, REFLECTING ITS VIEWS, I BASICALLY TESTIFY
FROM MY VANTAGE POINT AS DIRECTOR OF TfE NOE ISLAND PRO(wi. THOSE WITH ME TO-

DAY WILL BE PROVIDING 1HE 0O.?ITrEE WIT14 TESTIMONY CAST FNF4 TI-EIR RESPECTIVE

VANTAGE POINTS, WE ARE \TRY APPRECIATIVE OF 7W FACT TmAT YOU ARE HOLDING THIS
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HEARING TODAY IN RECOGNITION OF TE SERIOUS NATURE OF THE ISSLE AND YOUR

DEEP AND CONTINUING INTEREST IN THE. PROBLEMS FACING STATES IN ADIIINISTERING

THE PRESENT WELFARE SYSTEM. WE ARE GRATEFUL FOR THE OPPORTUNITY TO TESTIFY

IN RELATION TO QUALITY CONTROL AND FISCAL SANCTIONS WHICH ARE SO COMPEU.ING

IN OUR ADMINISTRATIVE CONCERNS,

I AM SURE YOU ARE VERY AMARE THAT THE COBINATION 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 WD WAY AMELIORATED BY THE

QUALITY CONTROL. SYSTEM.

WE IN THE STATES W1H ARE RESPONSIBLE FOR ADMINISTERING WELFARE ARE VERY

SERIOUSLY IN FAVOR OF THOSE PRINCIPLES WHICH UNDEIN 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 ADIINISTRATORS TO

ENCOURAGE A CONTINUING REVIEW OF THE QUALITY OF ITS PROGRAM,

WELFARE ADMINISTRATORS MUST ESTABLISH CORRECTIVE ACTION WHEN SUCH REVIEW

INDICATES THE NEED, AND MAKE PUBLIC lIE FINDINGS OF SUCII REVIEWS WITH AN EYE

TOWARD CAPTURING THAT DEGREE OF pUBLIC CONFIDENCE THAT SUCH A SYSTEM MAY EN-

GENDER. WE, HOWEVER, ARE NOT AT ALL SURE THAT LOGIC WAS THE MOTIVATING FORCE

BEHIND THE ORIGINAL FEDERAL REGUATION 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 PuCE COULD NOT BE ADMINISTERED. RECENT

NATIONAL AIItlNISTRATIONS SEEM TO HAVE ATTbMPTED 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-

GRMN CAN BE ANALGOUS TO THOSE QUALITY CONTROL SYSTEMS USED ON PRODUCTION LINES

AND MANUFACTRING CONCERNS, A POINT THAT I WOULD LIkE TO SPEAK TO LATER,

IN RECENT YEARS IT HAS BEOOME FASHIONABLE FOR PUBLIC ADMINISTRATORS TO

ADOPT MANAGEMENT TECHNIQUES ESTABLISHED IN PRIVATE INiUS1RY. THE ASSUMPTIONN.

OF COURSE, IS THAT PRIVATE IINDUSTRY IS THE SOURCE OF INNOVATION IN SUCH TElt-

IQUES AND BECAUSE OF THE PROFIT MOTIVE, PRIVATE ORGANIZATIONS HAVE THE CAPACITY

AND WILLINGNESS TO CONCEIVE OF SCHEMES WHICH RESULT IN EFFICIENT AND EFFECTIVE

mANAGEmENT. Qu.I1Y CONTROL IS ONE TANGIBLE MANIFESTATION OF THAT ASSUIIPTION.

I SUSPECT THAT RECENTLY CMiYSLER CORPORATION H1S GIVEN SowE DOUBT TO THE CONTINUED

WISDOM OF GOVERni ENT BORROWING FROM INDUSTRY INDEED, THAT CORPORATION HAS MADE

APPLICATION FOR WELFARE, IN SPITE OF THEIR ADVANCED MANAG04ENT TECHNIQUES.

ONE 'OF THE MAJOR PROBLEMS I-IICH FACE STATE AN LOCAL WELFARE ADMINISTRATORS

IS THE APPLICATION OF QUALITY CONTROL TECHNIQUES THAT ARE UNTUTORED, AS AN

EXAMPLE, EACH JURISDICTION USES A SERIES OF TEOINIQUES IN ORDER TO ESTABLISH ELI-

GIBILITY FOr- ADC OF APPLICANTS. THESE TECHNIQUES ARE BASED ON THE tUI,,ER OF

STAFF THE AGENCY I-LS AVAILABLE TO TAKE SUCH APPLICATIONS, ON THE VOLJIt OF APPLI-

CATIONS THAT A PARTICULAR OFFICE REVIEWS AND OF PREVIOUS EXPERIENCE WI'fl RESPECT

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 TtIE STATE AND FEDERAL GOVERNMENT WITH A VARIETY OF DATA WH-ICH IS REQUIRED

ON EACH APPLICANT, THEY ATTEMPT TO PROVIDE A MODICJM OF DIGNITY TO WHAT IS
OTHERWISE AN UNIGNIFIED PROCESS AND FINALLY, T1EY ATTEMPT TO ELICIT SUFFICIENT

INFORMATION TO GIVE SOE ASSURANCE THAT THE PERSON W1O IS APPLYING IS ELIGIBLE

FOR THE PROGM.WI.
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FEDEAL EQUITY 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 'LEMD' HlICH A WELFARE WORKER UNER

PRESSURE OF REALITY MUST IGNORE. VkEREAS A WELFARE WORKER MAY TAKE SEVEN APPLI-

CATIONS FOR AC IN A SINGLE DAY, THE QUALITY CONTROL REVIEWER MAY REVIEw 1 TO

THREE SIHI SITUATIONS IN A WEK, IF GENERAL MbTORS ERE TO SET THEIR MACHINES $O

THAT THERE WAS A TOLERANCE OF 5 cETIMETERS IN THE CLEARANCE OF ONE OF THEIR

ENGINE PARTS AN) SUBSEQUENTLY TEST THE V LUE OF THAT PART TO THE 0.5 CENTiMETER

TOLERANCE LEVEL, WE MUST ASSlE THAT THERE WOULD BE VERY FEW PARTS WIICH WOULD

PASS SCRUTINY. THIS iS EXACTLY *4AT IS OCcURRING IN THE fDC ouLITY ---ITRCL SYS-

TEM. ONE OF THE ANSWERS TO THIS DIFFERENCE WOULD BE TO USE THE SAVE TECHNIQUES

AT POINT OF APPLICATION AS ARE USED IN THE QUALITY CONTROL REVIEW, A CHOICE WHICH

WOULD REQUIRE A OMIENTAL INCREASE IN STAFF, SPACE, RED TAPE AM) COST, ALL OF

W4HIC WOULD HAVE A QUESTIONABLE RETUN ON INVESTMENT,

AS AN EXAPf, LET ME SUGGEST THAT OUR SISTER STATE, NEVADA, HAS THE BEST

QUALITY CONTROL ERROR RATE IN THE COUNTRY. 41!ILE WE CONTINUE TO STRIVE TO IN

PROflE OUR QUALITY CONTROL ERROR RATE IN RHMLE ISLAM, HISTORY IOUJ) SHO THAT

OUR PERFOIWNCE IS CREDITABLE. IN REVIEWING FEDERAL PUELICATIONS I HAVE OBSERVED

THAT THE ADMINISTRATIVE CASE COSTS PER lMNTh IN NEVADA ARE OVER 2M HIGHER TIM

OURS IN RHODE ISLAND, %4 WHILE THERE MAY BE MAW VARIABLES ACCOUNTING FOR THAT

DIFFERENCE, I SUSPECT THAT THE WJOR ISSUE IS THAT THE STATE OF NEVADA HAS AS ITS

MAJoR G TO HAVE THE LEAST #OLW OF ERROR IN THE COWTRY, THEY APPARENTLY ARE

WILLING TO PAY FOR THAT GOAL EVEN D IT MAY BE LESS EXPENSIVE TO TOLERATE A

HIGHER PERCENTAGE OF mO. THE LATTER STATET soums, I M SURE, 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 TIE QUALITY CONTROL SYSTEM ITSELF HAS TO BE

MEASURED IN COST BENEFIT Tm . THERE IS CLEARLY A POINT BEYOND WHICH ADDI-

TIONAL-ArtIINISTRATIVE EXPENDITURES WOULD (REATE LITrLE OR NO DOLLAR RETURN AS A

RESULT OF ERROR REDUCTION,

WHICH BRINGS US TO THE NEXT KAJOR ISSUE, THAT IS - THE ELYSIAN FIELD OF M,

INELIGIBILITY AND ' INCORRECT PAYMENT, A SET OF NUMBERS WHICH ALL AGREE ARE

BASED UPON THE WHIM AND CAPRICE OF NIJqIN BUREAUCRATS. 1b ONE, LEAST OF ALL

H0, HAS THE LEAST NOTION AS TO I*MT THE MINIMAL TOLERANCE ON EROR SHOULD BE AND

INTERESTINGLY, HD IS ONLY NOW TAKING STEPS TO INITIATE A STUDY RELATED TO tPPRO-

PRIATE TOLERANCE LEVELS. IT WILL BE SOMETIME AT BEST BEFORE THE STUDY RESULTS

ARE AVAILABLE. IN THE MEANTIME, THE OLD 3 AND . FIGURES FLOAT ESSENTIALLY UN-

CtA.LENGED AS WELL AS THE CONGRESSIONAL DIRECTIVE OF %,,

LET ME JUST BRIEFLY INDICATE SOME OF 7HE OPERATIOXAL PROL[14 OF THE PRESENT

QUALITY CONiROL REC'ULATIONS AS THEY RELArE T0 THE PUBLIC UNDERSTADIN'3 OF THE

WELFARE PROGRAM, WVHEN QUALITY CONTROL REGULATIONS ARE PUBLIStED PEOPLE HAVE

A RIGHT TO ASSLME THAT THOSE FAMILIES 1*0 ARE. DEFINM- AS INELIGIBLE SHOW) NOT

BE RECEIVING BENEFITS. INELIGILE IN THE MINDS OF TIC- GENERAL PUBLIC MEAMIS TIAT

PEOPLE SHOULD NOT BE ON THE. ROLLS, 1AY BE CHEArING, LYING, OR ON THE OTHER IWOM

THE WELFARE DEPART11NT IS NEGLIGENT IN ITS DTY TO POLICE THE ROLLS,

DmImG THE LAST QUA.iTY CONTROL sAwPLE PERIOD N RHOE ISLAND AN USUAL
MBER OF FAMILIES ON AFDC WITH ONE CHILD VRE FOUND TO BE INELIGIBLE OWING TO

THE FACT THAT THIS CHILD DID NOT HAVE A SOCIAL SECURITY NUMBER, WIE FEDERAL

REGULATIONS SUCH A CASE IS INELIGIBLE. THE FAMILY IS JUST AS POOR, THEY HAVE NO

OTHER INCOME AND THEIR NEED CONTINUES TO EXIST. 14Y STAFF SIMPLY MUST DEMAND THAT
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A SOCIAL SECURITY NUFW BE OBTAIIfID FOR THIS Cri4JD (HO MAY BE T MONT111S

OLD) IN ORDER FOR THE FAMILY TO CONTINUE TO RECEIVE ARO, BE ASSUR THAT

RKx ISA WOULD CA E TO SUPPORT THAT FAMILY 1UT WE DEM A SOCIAL SECU-
RITY NkW IN ORDER TO MAKE THE FNIILY ELIGIBLE FOR THE FEDERAL RFC PFWxw

AND, THEREFORE, FEDERAL FINANCIAL PARTICIPATION IN COSTS, THIS KIm OF SITU-

ATION IS NOT UNIQUE, THE PRINCIPLE BEING THAT THE APPLICATION OF TECHNICAL RE-

GJIREJEENS IN THE A PROGRAM FREQUENTLY IGNORES THE BASIC PREMISE FOR WELFARE

RECEIPT# I.E. LArK OF INCLtOE. I N4 SURE THAT A DISPROPORTIONATE SHARE OF THE

ERROR RATES PUBLISHED 17OUGHOUT THE COUfTRY ARE MISLEADING THE PUBLIC TO BELIEVE

THAT THERE ARE CASES RECEIVING WELFARE 1W ARE NOT.ELIGIBLE WHN 'E ALL KNl THAT

THEY TRULY ARE,

I. CHMI'FAN AND MEMBERS OF THE COMIITTEE, I WANT TO MAKE IT CLEAR TO YOU

THAT I AM ONLY AGAINST THE BEEi . SYSTEM OF QUALITY COflTft,. I AM W1" AGAINST

TI1E PRINCIPLE OF APPLYING QUALITY CONTROL TECIII(&ES TO I.ELFARE PROGRAMS, I AM

ASKING THAT THIS COUNTRY CONSIDER DEVELOPING TECHNIQUES h ICH ARE Cch'SISTENT WIHIi

THE REALITIES OF THE WELFtaRE PROGI',W,

As TO THE ISSUE OF FISCAL SAtXTIONS, I M*3T ADtIT AGAIN THAT WE ARE DEALING

WITH A PARADOX. ONE fbUSE OF ThE CONGRESS HAS RECENTLY ACTED ON mAT HAS BEEN

CALLED WELFARE REFORM, OhE OF THE GOALS OF THIS NEW LEGISLATION IS TO INSURE THAT

ALL PEOPLE IN THIS COUNTRY RECEIVE A NATIONAL MINIMAL FLOOR OF INo , THIS o0AL

IS BEING ACOrPLISHED PRIMARILY TWOW TIlE USE OF FEDERAL FJI.DS AND FEDERAL INI-

TIATIVE. SINCE MANY STATES EITHER CANNOT OR WILL NOT PROVIDE FROM-ITS REYE.&C

A WELFARE GRANT EQUAL TO THAT WHICH IS CONSIDERED MINIMALLY AIQUATE, THE FEDERAL

GOVER, .NT IAS TAKEN THE INITIATIVE WITH THIS NEW LEGISLATION. IT IS ALSO THE

CASE THAT II IS SLcESTING THAT UNLESS CERTAIN LFYELS OF ACCURACY ARE MAINTAINED
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T E OOEIvwiFf sU wITI)LD IAFY, W THE ONE HAND COrmSs IS

SAYING THAT PEOPLE WK) ARE POOR SI-ID RECEIVE AT LEAST A MINII AMOUNT OF

MONfEY THROUGHOUT THE COUNTRY ND ON THE OTHER tIA N I S PROPOSING TO RE-

WE som OF THAT MONEY. THE NET EFFECT OF FISCAL SANCTIONS, OF COURSE,

WOULD BE TO TAM~ THE BUd OF SUPPORT FOR PCMr PEOPLE AWAY FROMI THE FEDERAL

,EtlENT. ON OF TWO THINGS OULD LOGICAu.Y FOLLOW:
(1) THAT THE STATE WILL ASSUM THE tm'm, - EmOVED By THE FEDERALS (AS

WOULD HOPEFULLY BE THE CASE IN THE STATE F IWDE ISLAND) OR

(2) THAT THE STATE WOULD REDUCE ThE AmmYJ OF ITS WELFARE GRMNT TO RE-

FLECT THE LOSS OF FEJcERAL. INCOME.

THtIS COULD WELL BE THE CASE IN A SIGNIyICAN -ma"R OF STATES. TI oE IS,

FUFTO, AN A$SLPTION IN THE MATTER OF FISCI. SA!J.TION THAT STATES ARE NOT CON-
C06MED ABOUT TIE QUALITY OF THE AI'1INISTRATI(A OF ThEIR PROGRAMS LET ME ASSUR

YOU, MR. CHAIp2N, THAT NOTHING IS FuRhE;R fl.4 THE TRUTH. V'1iLE I CN SPEAK

PRIMARILY FOR RH)DE ISLAND, I FEEL SAFE TO S4Y TIH\T EACH STATE'S WELFARE PRO3RAM

IS UNDER CNT1RAINT AND CONTINUOUS SCRUTINY Frf0.l "T-'- CHIEF LXCrrlVE, FROM ITS

GENFPAL ASSDSLY, FR(t4 NLOISPAPERS, FRCW4 -C-,.U- Ca4CEP,%D TAXAYER 6RPS, NJ)
EVEN FROi WELFARE RECIPIENTS THEMSELVES, TI-ME IS NO SERVICE PFO/IOI) BY TIE

GCovERmENT WHICH IS roRE Co smIAL THN WELFARE, THERE is NO SERVICE PRovIr*D

BY THE G0Rt4EN' K1'ICH IS CRITICIZED MORE OFTEN THAN WELFARE, IN lY HIND, THERE

IS NO SERVICE PROVIDED BY GOVErmiENT mICH rACES VM LWINWRABLE QUESTIONS

THAN WELFARE. FOR 0EN TO ASSUME TE POSTURE THAT IT WILL BE THE GUARDIAN OF TAX

DOLLARS BY PUNISHING STATES BY WITItOLDING FEDERAL FUNDS WEN THEIR ERROR RATE IS

IN EXCESS.OF THAT MHICH 0F) HAS ESTABLI SHED AS "EIIR GOAL, OR IHICH HAS BEEN ES-

* TABLISHED FOR THEM AS A GOAL, THEN 0 IS NOT OLY BEING P1IPOUS, BUT IS IGNORING

56-941 0 - 80 - 16
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THAT ICH SM-rI.D BE PATENTLY (EUM TO ANYONE MO READS "lCIR 0llN LOCAL NEWS-

PAPER.

I APPRECIATE THE OPPO,1T1i.Y TO CWE BEFORE THIS CW.tiTEE TOIYAY AND WOULD

BE PLEASED TO PROVIDE NllY ADMITIOLA INFORMATION WHICH THIS 0(!TTEE WOULD

FEEL NECESSARY ANM lOPE THAT YOU TAKE TESTIMOY FK'COi IY COLLEASS AN. MYSELF

IUTO SERIOUS CONSIDERATION mEn YOU ARE lw(IjG JUDGmENTS ON Til t'Sf ImPORTAT

AREA OF QUALITY CONTROL AND FISCAL SANCTIONS,

I AM Pl.EAS q IO TO RAVE W OBSERVATIONS C CLE/FJMTI) BY IW ASSOCIATES,
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TESTIMONY OF JOHN J. AFFLECK

DIRECTOR

RHODE ISLAND DEPARTMENT OF SOCIAL AND REMABILITATIVE SERVICES

- and -

CHAIRMAN
NATIONAL COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS

Mr. Chairman, members of the Subcommittee, good morning.

I am John J. Affleck, Director of the Rhode Island 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, Commissiooer

of the New York State Department of Social Services, Dr.

John T. Oempsey, Director of the Michigan Oepartmenf of Social

Services; Mr. Marion J. Woods, Director of the California Depart-

ment of Social Services; and Mr. Alvis Roberts, the Assistant

Secretary of the Louisiana Office of Family Security.

Mr. Chairman, all of us have written statements that we would

like to submit for the record. In order to save time, each of

us will coment, in turn, on particular aspects of erroneous

payments in the public assistance program--notably the AFDC,

Medicaid, and SSI 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

incentives 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 Welfare Admin-

-istrators. In fact, many states would have liked to be repre-

sented here today and I expect they will be submitting their

statements for the record.

State administrators firmly believe that the issue of pro-

gram 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 its 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 irresponsible 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 issues like quality
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control and fiscal sanctions by default. (A copy of that resolu-

tion is attached to ay written statement.) The Council, there-

fore, commends you, Mr. Chairman, for initiating this hearing.

I 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, 131, and 132 of H.R. 4904, the Social

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 review of the afore-mentioned study and made an

informed decision on how best to proceed. We strongly support

this House-passed legislation.

Mr. Chairman, this hearing, the Michel Amendment, the HEW

Secretary's conference on fraud, waste, and abuss--all of these

events grow out of increasing public consternation with payment

errors in public welfare programs. In turn, the public's

demand for program integrity is fueled by several exaggerated

claims. I'd like to briefly mention the three most important:
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The first is that all poor people on welfare are out to cheat

the taxpayers. In fact, poOV people are as honest as their

more affluent counterparts--perhaps 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 abuse 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 recipient fraud in the AFDC and Medicaid

programs--while it needs to be vigorously prosecuted--appears to be

significantly less than taxpayer fraud.

The second myth is that state governments and state adminis-

trators are cavalier in their attitude toward welfare program

administration. 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 administrators--disputes the

desirability of operating accurate and cost-effective program.

In fact, we are deeply 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 Chairman that the states' invest-
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mnnt in public assistance programs has grown faster in recent

years than has the federal government'S.

The third difficulty is the unbounded zeal with which the

federal government--chiefly the Oepartment 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 all this iOromised 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 have

resulted in the current federal policy embodied in the Michel

Amendment. By recitinq this littany, 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 stations 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 imposinQ

destructive fiscal sanctions will likely cause three unhappy

consequences:

First, many states will manipulate their QC data--assuring

that their reported error rites 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 illogical. 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 is 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 poor 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

irony.

Mr. Chairman, 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, let the Ocure" 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 reasonable.

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:



247

Collective federal-state knowledge of program payment errors

is still 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 of errors that seem to be characteristic of

complex programs. Arithmetical computation errors are easy 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 light on what, if any, reasonable error rate tolerance

levels can be established for these programs.

o Second, the administration of welfare program must be

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 AFOC proqrams, increase the size

and capability of their staff, expand automated data 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:

o 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 acknowledged--

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.

o 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 Social

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 determining a fiscal sanction. 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, when a recipient is

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 liability

for errors in the AFOC, Medicaid, and SS] program. If states

are to be fiscally liable for state administrative errors that

result in the erroneous payment of federal AFOC and Medicaid

dollars, so too must the federal government assume full fiscal

liability for federal administrative errors resulting in the

erroneous payment of state SS supplements and Medicaid benefits.

Under Section 1634 of the Social Security Act states ray

elect to have HEW's Social Security Administration (SSA) determine

mdicaid eligibility for persons receiving federal SSI payments

or federally administered supplementary payments. At present,

SSA detemines medicaid eligibility for SS recipients in 29 states



250

and for the recipients of mandatory state payments in 27 states.

Under HEW's rules,erroneous federal eligibility determinations

will not be included in calculating a state's error rate. However,

HEW refuses to assume any financial responsibility for state dollars

misspent as a result of federal errors.

I would like 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. Nationwide, approximately 62% of all medicaid payments

are made to recipients in the aged, blind and disabled categories.

If this figure is applied to the 1634 states, we find that fully

45% of all Title XIX expenditures are being paid on behalf of

recipients whose eligibility 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' medicaid 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 medicaid
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eligibility determinations in 1634 states, SSA errors could result

in over $280 million in misspent state medicaid funds. However,

even this considerable sum may be underestimated, since a number

of states dispute the accuracy of SS1 audit procedures. A GAO

report released in May of last year substantiated this view by

finding serious underreporting In the SSI 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 Social

Security Act.

To date, HEW has not responded to our proposed model agreement.

In previous discussions, the Department has rejected the notion of

federal liability for misspent state medicaid dollars--citing a

lack of legislation authorizinq 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. Chairman, 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 eligibility

determinations.

This concludes ny 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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ATTACWENT I

1125 FIFTEENTH STiEET. NW. WASHINGTON. DC 20005

Ed1ad T VAoa 9.e30O
r:BearDrecky Tephne (202)293-7550

TRB VT -0 Labor-HRW Appropriations Act

WHEIRAS, the Congress has passed FT 80 appropriations
legislation (H.R. 4389) which goes far beyond
the traditional appropriations process by
addressing substantive legislative issues
ordinarily reserved for the standing committees
of Jurisdictions and

WHERZAS, legislating in this fashion bypasses the hearing
process, thereby denying opportunity for public
comments and

WEIRAS, substantive issues addressed in X.R. 43S4 will
have significant fiscal and programmatic impact
on state and local agencies administering public
welfare programs, as well as the recipients served
by such programer and

fIREZAS, these substantive issues includes 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 Acts establishing arbitrary
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 AFDC and Medicaid programs; and
setting a ceiling on Title XX training funds,

THEREFORE 31 XT USOLVXD 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 hr the Nattonal Counctl of State Public Welfare
Administrators on October 24, 1979
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ATTACHMENT I1

The Positions of the
National Council of State Public Welfare Administrators

on Quality Control-Fiscal Sanctions

0 The Council opposes placing AFDC quality control procedures
into law. In our Judgement, quality control is an
inappropriate topic for legislation. Framing quality control
policies in statutory language would only undermine the flexi-
bility 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.

o 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 is unique in the nature and scope of the programs
It administers and the populations it serves. It is our firm
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 Council 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.

o 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

56-941 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 recipients.

o Finally, the Council believes that for purposes of quality
control, the SSI program can be differentiated from the
AFDC/Medicaid program. Compared to AFDC/Medicald, the SSI
program is less coplicated--in the scope of benefits offered,
eligibility determinations, etc.--and thus is easier to
administer. Moreover, SSI involves a different set of
funding and authority relationships which substantially
diminish state discretion 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 AFOC/Medicaid.



25

TESTIHOaY

State of California - Department of Social Services

For Presentation To

Senate Finance Subcommittee on Public Assistance
November 16, 1979

I am Marion J. Woods, Director, California State Department of Social Services.

I want to express my appreciation for the opportunity to appear before this
committee.

The Calfcnia Department of Social Services is committed to an efficient,
effective and eqxiable a*rinIstiation of the welfare progr&as, including
holding the misoxpenditure of public noney at a minimum level.

We are all concerned about the loss of public money through fraud, abuse and
waste in the welfare programs. It is clearly contrary to the public interest
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 Social-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 California, the State Legislature has given me the authority to encourage the
reduction of error through the uq, of fiscal sanctions to be levied against
county welfare departments with hi,'h error rates. Although san tfors are based
on an error rate standard d-ter1i;x- by quality control review.,, I ..ve the
authority to cons!er Individual co,.nty prblems and waive s9ac.Jc.!, ' ased on
factors outside thr' counti,'.' co-i ,tr.

Similarly, iEu, with input frrm tic' 4tntes has encouraged the r- ,- r(i, of

sanctions ,r'- -,ur atate perlormnnre. Hoviver, the House-Sevatr re-,,',, n,.e
Committee on the Fiscal 1979 Supplemental Appropriations Act directed HEW. to
set a single performance standard for all states. This requirement does not
allow HEW to adequately ta-e into account differences among states. A single
standard for all states do,- not take into account possible differences in
error control difficulty resulting from varying caseload characteristics,
program requirements, etc. Although the HEW Secretary may waive or reduce
sanctions based on extenuAting circumstances, the single performance standard
unduly restricts IiEW's ability to develop reasonable sanction policy.

If Congress is to carry-out its responsibility as a partner in the effective
administration of welfare programs, it should modify its policy to accommodate
differerces in error control difficulty.
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Senator MOYNIHAN. I have to recess, as I must run and vote for
the Cambodians.

[ brief recess was taken.]
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 MOYNIHAN. 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
payments to AFDC and medicaid recipients, on behalf of Mr. Stan-
ley 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

programs 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?

Third, if the specified goal is not met, should penalties be im-
posed?

The steady decline in AFDC payment error rates suggests that
State and local administrators can generally be trusted to imple-
ment effective quality control mechanisms. Since 1973, 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 larger 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 of 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. It the
demonstration proves successful, we intend to implement monthly
reporting citwide.

We strongly blieve 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 specify
the time period within which it is 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.

First, 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 error
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
affect 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 rates 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.

Similarly, States with ADC-U or emergency assistance programs
and with low asset limitations typically 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 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 performing thorough investigations, defeating its prima-
ry urpose.

e would suggest that States be required to use quality control
to identify the causes of errors and to submit corrective action
plans to HEW for approval. HEW would be responsible for analyz-
ing and monitoring those plans to assure that they are fully impie-
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 penalized, 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. MayI 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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%be 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 as basis for
levying sanctions, states would have little reason for performing thorojh
investigations, defeating its primary purpose.

At present the significant share of welfare costs paid out of state/local
tax revenues is an adequate incentive for local administrators to make every
effort to reduce error rates. Since 1973, the national average payment error
rate has declined by an impressive 71 percent in New York City it declined by
171 percent in the same period.

If Congress desired to establish a numerical maximum goal for AFMC
Medicaid payment error rate and specify the time period during which it is to
be met, it should do so in full recognition that:

SThe reduction of the payment error rate by a given percentage
is increasingly more difficult as the error rate gets lower.

" Technical errors that do not effect either the actual client's
eligibility for financial assistance or the amount they should
receive constitute a major portion of the payments error rate
as presently measured. These errors should not be excluded from
the payments error rates.

" 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 Significant 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 AFC caseload
- Areas with a high percentage of its population on public

assistance
- Areas providing a AFDC-U program
- Areas providing an Eergency Assistance program
- Areas with lower limit on assets

o If sanctions must be applied, they should be applied only if state/
local governments do not make a good faith effort in Implmenting
HE approved corrective action plans. However, states should not be
penalized, if the plan does not produce the effect intended. An
ineffective plan is 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 in the development of effective Quality Control techniques.
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I am Georges Vernez, Deputy Adinistrator for Policy at the New York

City's tkim Resources Administration. Mr. Chairman, Mebers of the

Subomittee, it is a pleasure for me to appear before you to testify on the

extent and causes of erroneous state payments to ADC and medicaid recipients,

on behalf of Mr. Stanley Brezenoff, Administrator of the Human Resources

Administration 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. Mile 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 meciwimas?
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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

mechanism. Since 1973, the national average payment error rate including

ineligibility and over payments has declined by an Impressive 71 percent from

16.5 In 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. whereas 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. lbese 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 aud-It and investigation of all newly accepted cases.

Computer matchings of public assistance rolls against payrolls of public

agencies, bank tapes, other govermental benefit programs, marriage records,

Department of Corrections records, and the State Wae Reporting System are
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other means we use to find unreported income. these matchings have resulted in

yearly closing of some 12,000 cases and a reduction in the amount of assistance

to another 12,)O.

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 Inoome aintenance Center. If the demonstration proves success-

ful, we intend to implement monthly reporting City-wide.

Vh 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 whichh it Is 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.

First, 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 smaller client induced errors which

stem from clients concealing of a father residing in the households failing to

report income or resources, or overstating the number of children actually

living in the household, represent an increasing proportion of total errors. 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

achieved 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, I A 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, so that

an equal error rate between two states does not necessarily mean equal perfor-

mance. Flor instance, in Illinois, Quality Control Investigators are required

to obtain four independent pieces of evidence before a case may be found ineli-

gible if the purportedly absent-parent is in the home. In Massacussett three

pieces 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 investi-

gated. Other states devote less than half of this manpower to the investiga-

tions. Clearly, the establishment 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

administrators and to differences in state plans. Horror 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 Oaergency 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 frame state to state, but also that establishing a goal at all may have

an adverse effect on the population in need. It otd provide disincentives

for states to implement optional programs, such as AF/-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. Ware Quality Control results to be used as a basis for

levying sanctions, states wuld have little reason for performing thorough

investigations, defeating its primary purpose.

Congress and HEN 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 identify the causes of errors and to suit

corrective action plans to HEW for approval. IE would be responsible for

analyzing and monitoring those plans to assure that they are fully

implemented. If sanctions aut 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.

TAMLE 1

1973 - 1978 changes in State ANDC Payments Error Rates

and Initial 1973 Payments Error Rates

I States by Percent I Initial 1973 I Change in Average
1 (hange in Payment I Average Error Rate 1 Error Rate 1973-78
1 Error Rate 1973-78 I I

I 1st (highest) I 13.6 i - 68.4
I Quartile I I
I 2nd Quartile I 16.0 I - 49.0
I 3rd Quartile I 13.3 I - 31.2
I 4th Quartile I 10.6 I + 12.3

NOTE: Payments error rates include payments to ineligible and overpayments
to recipients.
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IRBLB 2

States AFOC Payment Error Rates Levels and Chargs

Compared to Selected State Characteristics

state Charac- I 1978 Average Pay- I Change in Average I
I teristics I ment Error Rate I Error Rate 1973-78 1

I.

I.

I.

States With one
or more cities
of 500,000 or
more

YES
NO

Size of AFDC
Caseload
lst (highest)

Quartile
2nd Quartile
3rd Quartile
4th Quartile

Percent of
Total Popula-
tion on AFC
1st Quartile
2nd Quartile
3rd Quartile
4th Quartile

I Provision of
AIfX-U Pro-
gram

YES
No

1. Provision of
I EA Program

ND

Aset Limit:
Below $1,000
Over $1,000

I I I

10.1
7.6

10.0
9.3
8.8
6.4

12.1
10.1
7.4
5.1

9.9
7.1

10.1
7.4

8.7
7.7

-37.8
-33.9

-41.5
-34.4
-17.2
-44.3

-16.8
-36.7
-31.3
-57.6

-31.7
-40.3

-32.2
-38.2

-35.1
-40.3

NMr1: The payments error rates intover-psyment to recipients. eluded payments to Ineligible and
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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
here.

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 inmNew 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, going 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 recoupment law,
they 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 abusing 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 reporting 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, my office completed a review of freestanding
psychiatric clinics in New York City which were funded, in large
part, by medicaid.

Senator MOYNIHAN. Would you say that again, please? Free-
standing?.

Mr. JACKNIS. 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-
gram.

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 policy 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?

56-941 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 problem 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 MOYNIHAN. 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.

Do you 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.

Senator MOYNIHAN. Yes.
Mr. JACKNIS. That part of it is not stabilizing.
Senator MOYHNIHAN. That is not stabilizing. That is your part,

too.
Mr. JACKNIS. That is right. We worry about that.
Senator MOYNIHAN. What do you 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. I would not care to guess. I have no basis for
estimating that, and what I cannot say, I will not say

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 impose 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. I 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 cold and could not do.

Mr. 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 MOYNIHAN. 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 recipient. We have a legislature always
on the side of the recipient. And the recipients have not had an
increase in their basic allowances in 5 years and they are presum-
ably expected to eat half as much, because of the fact that bank-
ru tcy has come about from those other attitudes.

If I found one person in the Department of Social Services who
has had his or her allowances cut in half in the last 5 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 perhaps you have about the degree to which the courts
invade the legislative prerogative when they impose additional
costs.

Mr. JACKNIS. I certainly will.
Senator MOYNIHtAN. 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, Nzw 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-
sistance:

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
-suport 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 inconsistencies in the quality control system itself. The Federal
government must establish uniform national quality control standards as a basis for
udging state administration --ar-d comparing state performance on a nationwide

oasis.

FULL STATEMENT

Good morning, Senator Moynihan and Honorable Members of the Committee. I
am Norman Jacknis and I serve as New York State's Welfare Inspector General.
The Office of Welfare Inspector General is a part of State Comptroller Edward V.
Regan's department.

I 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 fical 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
public is getting the most cost effective use of its expenditures. The Office of
Welfare Inspector General 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 today 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 perspective, I would like to point out a
slightly different way of looking at the causes of the errors.

From 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 sye_ ms of local and statb
governments, 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.



Existing federal laws provides that recoupment procedures of procedures 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
interpreting this restriction has limited such recwzpments to 10 percent of a recipi-
ents' household needs grants, or 15 percent If two recoupments are being made
simultaneously.

Three recent New York State Appellate Court cases highlight the need for the
federal government to clarify the term "undue hardship" as applied in recoupment
cases so ii to preclude differing judicial interpretations and to allow local social
districts t6 actively pursue and recover monies that are owed them, thus relieving
the taxpayer from subsidizing Vvelfare cheats and the like.

On May 10, 1979. the New York State Court of Appeals in the Matter of Lfdra v.
Rivera held that any recoupment of public assistance grants requires a case-by-case
determination, and that, in effect, the state's limiting recoupment to 10 percent of a
welfare grant does not per so preclude undue hardship.

In the Matter of Thompson v. Blum decided by the Appellate Division, 2nd Dept,
in June of 1979, an AFDC recipient was threatened with eviction for non-paymekt
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 recipieflt'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 undue hardship during the period in which the
moneywas being subtracted from his grant.

Most recently, in the Matter of Carln v. Blum, decided October 18, 1979, the same
Appellate Court dealt with the case ofa mother who admitted concealing the fact
that she was receiving money from her boyfriend while receiving public asistane
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 other 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 restricting the amounts of money which may
be recovered in a timely fashion from public assistance recipients 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 program.

The end of recoupment, 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 up
any mistakes we might find later on." This philosophy was part of the recent Food
Stamp Regulations, where the eligibility standards for receiving Food Stamps were
liberalized, but supposedly 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
services who are abusing 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 one of the most important projects that my office and the Comptroller have been
working on.

There are some forthcoming changes which will certainly help in preventing
errors before they occur. Among the most important of these is the expected
implementation of monthly reporting retrospective accounting systems. Before I
assumed my current position a few months ago, I was at Mathematica Policy
Research, managing a multistate project to develop a model welfare administration
stem. This was an outgrowth of the monthly reporting experiment in Colorado.
Clearly, 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

'45 CFR 233-20 (a) (12XiXa; 45 CFR 233.20 (f)
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would suspect that if the Federal government plays a significant technical assist-
ance role in implementing new computer and administrative systems in welfare,
the too will learn quite a lot. They will for the first time become sensitive to the
rea/issues of whether their regullstions 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
regulations which HEW promulgates.

indeed, 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 thid is a result of state policy, a
significant part of it.is the result of federal policy.

I 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 the 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 suFpirvision 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.

I must mphasize that the Federal government 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
process for AFDC overthe past few years, you will find an increasing complexity.
While 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 Michel Amendment and HEW
regulations to implement that amendment. when the Michel Amendment was
originally passed, I 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 you know, one result 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 scientifically
accurate. The fact is that the current quality control system is a rubber yardstick. It
does not 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 qualify a
case as an error. This means that while a case may be judged ineligible in New
York, the same-case may not be judged ineligible in California or Illinois. 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 embodiAd 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 hardships 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 control 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 being 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 things 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-expanding 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 they appeared to be well on their way to
implementation through legislation. However, although the initial
proposals failed passage, some slight reform was achieved in the
Social 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 helpful.

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 support-
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 photoidentification system to be consid-
ered as a means of controlling ineligibles from cashing checks to
which they are not entitled.

Senator MOYNIHAN. 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 per 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

r- 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-
unque.

It is the means for our proper due at the end of our working lives
and proper credit should be contained in the record for appropriate
payment.

Training: 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 is 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 jurisdictions.

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 funds 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 I thoroughly agree 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
skills, and more income for those who are unable to work because
of infirmity.

We commend Senator Talmadge for his bill 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 Department 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 office 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 people involved to go after the true fraud that exists.
Nobody can tell you whether it is 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 another 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



278

interpretations and this diversity has bee a with the blessing of
HRW, but it compounds the administrative problems with 55 sepa-
rate programs 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 proposed.

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. Release from restrictive Federal regulations such
as the so-called 30V3 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.
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 programs 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 eligibility worker.

The Eastern Regional Council also strongly supports other meas-
ures before your committee, known as the Talimadge 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
good testimony. You are always so cheerful and generous and
informative and you are a vety powerftil voice of dissent from the
conventional widom in this field which has not been very produc-
tive.

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 N. Forney
Eastern Regional 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
least one federal body is interested in controlling error, fraud, waste
and abuse in our nation's ever-expanding welfare and income redistribution
programs.

When several bills were before the Congress in the last 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 slight reform
was achieved in the Social Security Amendments of 1977.

There is still much work to be done. Several bills now before your
committee will serve as the means to achieve the true reform the public
seems to be demanding.

Much of my testimony will be repetitious of the material presented in
1977 since little 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 Socioeconomic Studies. The HEW Inspector
General has submitted two reports indicating Medicaid 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); recipient fraud (including
unreported income, changes in family composition; multiple social security
numbers and addresses; non-payment of child 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 in 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 period 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. 11.3
Los Angeles Co., Ca. 3.5 Philadelphia, Pa. 24.1
Cook County, 111. 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, in which nearly 11 million persons*
participated in the AFDC program, 4.2 million in SS1, 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 is 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, it is impossible for HEW or
anyone to present a true picture 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 call to your attention a GAO report issued February 14, 1978,
entitled "The Federal 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 earlier 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
issued 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
annotations 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."



Another: "Colorado reported recipients and payments by basis of eligi-
bility only." Another: "The recipient counts for New York are understated
because recipients of outpatient clinics, physicians' services and prescribed
drugs in 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 families were not reported separately. Connecticut, Illinois and
West Virginia were able to report children and adults separately but were
unable to differentiate medical vendor payments between adults and children
in families. 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 is only a sample of the "exceptions" contained 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 into 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 it to remain In
the program which it is 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 available 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 least error committed Is readily accessible.
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It should provide management infomition which will improve administra-
tion, such as efficient delivery of cast, 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 underpaym hts. 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 its 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 regulations 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 corrections.

In addition, cross-checking of information with other Jurisdictions
should be encouraged and, In fict, be required as a part of good management.
In these days of instant mobility of the population, it is possible for those
intent on committing fraud to move from county to county and state to state
with little inconvenience. Because there is no mandated mechanization of
information which would be instantly available to an eligibility worker, It
becomes a simple procedure to join the rolls in more than one jurisdiction.
(As an example, X call your attention the report of the 2askforce on Velfare

Reform dated October 12, 1979, In which testimony disclosed that umotorcycl

gang members are engaged In welfare fraud schemes, usIng stolde or falsified
Identificatidn for obtaining food stamps, unexploaent benefits and medical

assistance. -- "Report on-the Activities of Outlaw Motorcycle Gangs by the

Taskforce On Welfare Reform - October 12, 2979".)

Earlier this year the Department of HEW had proposed establishment of
a National Recipient 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 it, but its Implementation was subsequently stymied by the Govern-
ment Operations Committee 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.

If 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 in other ways; as well as prosecutions and convictions. The state
administrations should then be informed of the total picture (and be required
to contribute their information 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 included in any statistics which
have been reported anywhere.

Only with the total picture of what is 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 Council
who are fraud unit administrators and supervisors in local Jurisdictions
yielded the response that good management is one of the biggest problems in
welfare administration. If quality control were to monitor such management,
discover the procedures that work best in controlling fraud and abuse, and
provide training for those Jurisdictions which are most culpable, this would
be progress.

Another facet of quality control is photo identification. The install-
ation of a photo I.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 Is banning more than one
Social Security number. Congress almost accomplished this two years ago,

56-941 0 - 80 - 19
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but not quite. Senator Long's verbal suggestion 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 life. A great ideal

Let me reiterate. Until HEW insists on efficient quality control methods,
assists the states in making installations of appropriate systems, and uses
its power of sanctions when the results demand that they be imposed, no amount
of lip service will change the present morass in which we find ourselves.

Therefore, the Eastern Regional Council strongly recommends support by
the Congress for increased funds for computerization of information for
efficiency in management, planning and evaluation, and preventfon of fraud.

The key word is prevention. 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 901
to 10% were provided for development and implementation of computer systems,
and 75% to 25% for continuing operation. The results have been cost-effective
so far, and the program is still in its Infancy. The most cash assistance
programs can obtain today is 50% - 50%. More is needed if 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 local Jurisdictions have used inadequately 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 innumerable
problem. And workers become disheartened when legal aid attorneys are able
to twist verbiage to the advantage of their clients. Morale becomes low and
the daily grind of determining eligibility becomes routine: Permit entry to
the rolls, no matter what. No one wants to battle "legal aid.'

If there were uniform Interpretations of the tany 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, if runaway
spending is allowed to continue ,nd if 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 consider permitting a lawyer to practice
law without attending law school and passing bar exams; you would not permit
a doctor to practice medicine unless he attended medical school and passed
certain requirements; nor would a teacher be allowed to teach without being
properly accredited. Why, then, do we permit untrained and inadequately
trained workers to dispense more than $250 billion annually?

Some states have instituted limited training programs on their own.
However, nothing is required at the federal level, even though a large share
of the money dispensed emanates from the federal government.

We urge consideration of this important point: Adequately funded training
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 if it could better be done by the states themselves.

Several years ago the state of California asked for and received 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 ineligible
persons were removed from the rolls, grants were Increased by 41% inside of
two years, and substantial refunds in Income 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 is now such a bill before you which deserves the most careful
scrutiny. Senate Bill #1382 (the companion bill in the House is #4460),
sponsored by Senators Long, Dole, Talmadge, Packwood, Benson, Sctweiker,
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 bill 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 billion dollars to be given the
states for fiscal relief, based on population. In addition, several low-
benefit states (if the House bill is preferred) or several lowest per capital
states (the Senate version) would receive an additional $400 million to off-
set Increased costs.

Second, the bill provides block grants, indexed for inflation, population
and high unemployment rates. The block grant approach is crucial here because
it is 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 saved 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 bill Include permitting the states to have
a work requirement and a provision that would allow ten states to operate
their programs without Imposition of federal regulations.

It is 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 innovation. 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, it should and
could then be extended to others.
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*A further feature of S-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 n=mers 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 regVuations
(which sem 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:

Florida Began Income matching In 1972.
Texas Conducts 34 training programs in fraud prevention and eligibility

Yorker efficiency

Utah: Znstalled a workfaze program
Wisconsin: Extradites non-supporting parents.
San Francisco County, Cal. Reduced lts error rate from 17% to less

than 2% as a result of innovations.
Vermont: Developed RProject Access, monthly retrospective accounting;

centralized computers on-line for all workers.
Bergen County, N. .: nitiated local workfare plan
Connecticutt Turned welfare fraud over to State Police. Established a

threshold supplement for fuel costs" provided a grant for Rome
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.

Philadelphxia Family Court, Speeded up collections in child support
through Innovations in court procedures

PennsVlvania: Established Pennsylvania Eployment Program, using private
employment agencies.

Another possible solution has been offered in S. 1579 (sponsored by
SenatorsBoren and Long). The bill 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 believe it will, the block grant idea could
be extended to the rest of the states to save many millions 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 like to raise which I hope will be favorably
considered by the Comnmittee as It delves Into the problem of the welfare
system.

Specifically, we strongly support the following:
S-1672. This bill would increase the matching rate for anti-fraud

activity at the state and local levels from 50% to 75%, and would Include
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.

S-1674. The bill permits disclosure of Information 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 Comittee on Finance and the Comittee 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.

S-1678. Certain tax return information would become available to state
.. and local AFDC and 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, S-1672,
S-1675, and S-1677.

The Eastern Regional Council supportsthe concept contained In House
Committee Report 096-331 which requires the secretary of HEW to issue regu-
lations requiring all, states to reduce AFOC and Medicaid erroneous excess
payment to 4% by September. 30, 1982. in equal amounts each year beginning in
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the !980 fiscal year. Failure to do so will result in penalties, according
to the report.

Legislation 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-
ment 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.
I 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:]
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TESTIMONY OF KEITH PUTMAN

Administrator, Oregon Division of Adult and Family Services

November 16,. 1979

CQWIITTEE ON FINANCE
SUSCGITTEE ON PUBLIC ASSISTANCE

PROPOSALS FOR DEALING WITH WASTE AND ABUSE IN
SOCIAL SECURITY ACT PROGRAMS

Kr. Chairman, members of the Committee:

I am Keith Putman, Administrator of the Adult and Family Services Division

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.

I have worked for the agency since 1962, and have held a number of

positions which have enabled me to see the administration of these

program from a number of vantage points. Oregon adopted a quality

control program even before one was mandated by DHEW. My background is

primarily with systems, procedures and research--as opposed to social

work.

The statement of this Committee, contained In your October 22, 1979
Press Release shows that you are already aware of--to use your phrase--

"the paradox' that efforts of states to reduce error my produce higher

costs. I believe those higher costs are generated in both the administration

of the program, and In the program itself. I hope you will forgive me

if some of this testimony Is on subjects you already understand fully.

However, I am fairly certain that much of this testimony will either be

new, or will provide greater insight as you deliberate this problem.
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IV remarks will address primarily the AFOC Program, and proposed rules

of ONEt 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 DR1EW gives. as It's reason for the proposed

rules, that Congress believes the "error' in the AFOC Program is unacceptably
ht~lh.

The 'error" with which we are co ncerned comes, primarily from three

sources: Inaccurate or untimely data from clients which produces an

erroneous payment; *error" which is error by definition only--i.e.,

elimination of the error would not change 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 &gency to act on known data--

is the most vexing. I will not suggest, in this testimony, that the

federal government should help 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

being made first.

I have six main themes. For each of these themes, I will suggest specific

action 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

spent in "error." Let me cite the three most flagrant examples. These

make up precisely half of the "error' cited by 011EI for the State of

Oregon.
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a. No social security number. Having a social security number (or

having "pplied" for one) Is a condition of eligibility prescribed

by law. Yet, It makes little sense that a newborn Infant cannot be

included in Its mother's grant until an application fora social

security number has been filed for the child. Recent changes in

federal rules will reduce this problem to some extent. However,

the point remains that a client's need Is no less real with a

social security number than without one. I agree that clients

should have social 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 social security number. This Is

especially true when the present system does not recognize that an

application for a social security number has been made until the

client produces whatever documentation the Social Security Administration

requires prior to assigning a number. To alleviate this problem,

the Social Security Administration should permit states to assign

social security numbers, subject to later verification by Social

Security. Until (or unless) such a system can be adopted, lack of

a social security number should not be considered an error.

b. Failure to assign child support rights. We agree that assignment

of child support rights to the state, as a condition of eligibility,

is sound social 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 assigned an error in quality control for
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lack of having the parent sign a separate piece of paper--redundantly

making an assignment which was already a mtter of statute. With

the signtng of that redundant document, our error rate dropped.

But, the net effect was an increase in administrative cost without

so much ae a penny fduction in payments to clients. Regulations

or law should always focus on purpose, not method.

c, Failure to register a client with the WIN Program. Oregon had

a work search requirement for the AFDC client long before the WIN

Program or its predecessors were enacted by Congress. We believe

in the WIN Program. Oregon has the second highest WIN benefit/cost

ratio In the nation. Yet, federal funding for the WIN Prolram

permits our enploymentosecurity office to actively work with less

than one out of five persons who are registered. It seems to us,

that until the WIN Program begins to run out of Clients there is

very little program loss caused by the Incidental failure to register

a client. The real loss +in the WIN Program is 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-registera client for the WIN

Program not be counted so long as the pool of registrants exceeds

the federal funding for services in the WIN program, and the number

of unregistered clients is below 4%.

d. An additional exaggeration of the error rate of which this

Committee should be aware, is that errors are cited when the state

falls to carry out provisions of Its 'state plan" even when that

'state plan" detail is not required by federal law or rules. Thus,
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an action may be cited as an error in oqe state which is not cited

as an error in another state.

Oregon respectfully suggests to Congress that % federal fiscal penalties

be levied for any action which, when remedied, does not result in a

decrease in program expenditures. Further# we suggest that,no federal

penalties be levied for failure to act under its "state plonw, when

that action Is not required by federal law or regulation. Failure to

make this allowance will discourage states from 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 refun. Most states do not

allow clients to keep such windfall Income, requiring instead that such

money be used to reduce the grant in the month the money is received.

Many clients dit not report the receipt of their income tax refunds, and

these cases were later cited as Quality Control errors. , We determined

that it was impossible to reduce that particular "error" to any marked

degree without oppressive and expensive measures. So, we simply modified

our "state plan" to permit clients to "keep," their income tax refund as,,

part of their allowable cash reserves. Welfare costs in Oregbn are

now higher by precisely the amount we formerly recovered from Income tax

refunds. But our error rate dropped. The appearance to the taxpayer is

that we reduced welfare costs by reducing "error". The opposite is

true. Actions similar as this have probably occurred many times and, in

many states.

. 3. There are structural features In the Social Security Act

and in the regulations promulgated under that Act which produce errors.
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Let a cite two examples:

a. Bradford v. Juras IS a decision made by a 3-judge Federal

Court In Oregon which prohibits recoupment of client caused overpayments

-through the mechanism of a stl1 reduction of the monthly grant.

Regulations of DHEW clearly permit this action. However, the

Federal Court held that Congress, by permitting this action in som

Titles of the Social Security Act, but by remaining silent on the

practice in Title IV (AFDC), clearly did not wish to pemit such a

practice. The effect of this decision is that clients have no

financial incentive to report changes in incope or the.number of

persons In the household when such a change would reduce or close

the grant. -For practical purposes, even falsehoods go unpunished

because of both the expense and reluctance of district attorneys to

prosecute for fraud when the amounts involved are small. There is

a constant danger that Bradford v. Jura cojild spread to other

states. We believe that so long as there is no penalty to the

client, that.the state should not be-penalized instead. Congress

should-amend Title IV of the Social 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 householdisavailable to the parent and child. Under

federal regulations, reinforced by federal court decisions, the

state cannot presume thatia fully employe4,boyfrIendu living with

an AFOC mother, ismaking any, contribution toward her care, or the

care of her children. If the *boyfriend" voluntarily makes a
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contribution, and so inform the agency, that contribution is duly
subtracted from the grant payment. If, however, he makes a contribution
but denies It, and that contribution is later discovered by the
quality control tea, an overpayment exists and the state's error.

rate goes up. Keep in mind that he isn't required to make a contribution.
But If he does, and we don't discovqr It, an overpayment exists.
If the couple marry, then his income becomes presumptively available.
This Is a powerful disincentive to marriage. Oregon suggests that
the fundamental underpinnings of the AFDC Program adopted in the
mid-1930's needs to be reexamined in light of profound changes In

life styles which have occurred since then. We believe that Income

of any adults in an ADC household who are sharing bread and/or
board should be presumptively available for the children in the

same manner now required for a parent. Indeed, we suggest that a
number of social benefit programs, in which benefits are reduced
because of a marriage, should be reexamined in this same light.

4. Some methods of reducing program costs actually cause error.
.The best example of this is seen when a 'state attempts to reduce welfare

costs by finding employment for clients. Yet, employed clients, as a

class, have exceedingly high error rates due to unreported or inaccurately

reported earning and work expenses. If a client is receiving a $300

grant, earns $250, but reports only $200, welfare 'costs will drop, but
a $50 error will be cited. Earnings which ari primarily from commissions,

tips, and other similar sources are almost impossible to "track' on a
routine basis. I am confident that the Internal Revenue Service will
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find and accept full or part-time employment. Yet, the states error

rate will go up In proportion to its success in finding jobs for clients.-

Oregon suggests that error attributable to client underreporting on non-

reporting of Income be exempt from any penalties which might be imposed.

S. States are at least as vitally Interested in avoidina error

and waste as is Congress. In the larger states, the cost of the AFDC is
born almost equally between the state and federal government. Various

referendum and other citizen pressure to reduce the cost of government

is felt more directly and intensely at the state level than at the
federal level--regardless of the sincerity 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 any penalties be applied. I seriously doubt that such an objective

could be accomplished in fact. If states were prohibited from reducing

AFDC benefits to regain lost federal dollars due to error penalties, I

am confident that other state-funded programs would be reduced instead

or, program benefits scheduled for increases would not be increased. No

butter how it is viewed, it is 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

CHEW, but administered by the states prior to 1974. The SSI Program
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primarily serves the aged, 1lind, and disabled. When states administered

the SM Program it, too, was subject to Quality Control scrutiny. That

program, serving primarily stable, unemployable adults, a showed a

Quality Control error rate which was a fraction of that found in the

AFOC Programs. Yet, the SS! Program today is administered by the federal

government and is showing an error rate In excess of the 4% being suggested

as the penalty point for the states In the AFOC Program.* I do not

believe that whatever errors the federal government comets In the

relatively simple SSI Program are Irrelevant to what the states should

produce in 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 it cannot produce.

There Is much, much more which could be said to illustrate our points.

However, we will stop here and sumarize how we believe Congress should

respond to the issue of penalizing states for "excessive error" In the

AFDC Program:

1. Do not impose penalties until Congress fully understands what

is In luded in the present reports of *error."

2. If penalties are to be imposed, then make the following modifications:

a. Do not penalize states for errors which, itf eliminated,

would not reduce program or administrative costs. With special

reference to the WIN Program, Impose no penalty for failure to

register a client as long as at least 961 of the 'mndatory" clients

are registered, and the numiber registered exceeds the available
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federal funding for serving them.

b. 00 not penalize states for error related items in their

-state plans Which are not required by federal rules.

c. aend Title IV of the Social Security Act to specifically

permit states to recoup overpaymet .by the mn1nisa, of reducing
the grant by a small amount until the overpayment is recovered.

d. hend Title IV of the Social Security Act so that income

of any adult in the household be presumed available for the care of

the children, whenever that adult Is a parent of a child, or is

sharing the household as though married to the parent of the child.

a. Exmpt from penalty, error caused by

accurately report earnings.

a client failing to

Thank you for this opportunity to contribute to the legislative process.

* SSJ Quality Control figures show 5.2% for Oregon for last complete

study for April 1978 through September 1978. Partial data for Region X

covering October 1978 through March 1979 Is 3.97%.
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Comments Upon Proposed Rules, Fiscal Disallowances for Erroneous
Payments in the Aid to Families With Dependent Children and

Medicaid Programs (42 CPR 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 we 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 areas

a. The requirement that recipients have Social Security

Number's which does not, in any way, reduce the

recipients' need and 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 required to have children obtain Social Security

Number's.

b. The requirement 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 required that an

assignment be obtained against a deceased parent.

a. WIN Work Registration is a technical problem

prevailing in Montana due to the rural nature of the

state. Dollar errors are cited on nonregistered

recipients.

d. In order to be cost effective in Montana our Quality

Control sample has to be very small. It is costing

us $250 per case review yet the sample is so small

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 margin for error is

so 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 whici

Were drops for various reasons, leaving 169 completed

cases. There were 15 ineligible cases, amounting to $2,296.00,

12 overpaid ($838.00) and ll.underpaid ($37'3.00),

Right (8) of the fifteen (15) ineligibilities, plui one more

covered by a variance, resulting from a-federal re-reviow,

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 54.7t of the 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 Social Security

Number, an Assignment of Support or a WIN registration 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, Assignment 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 there 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 would 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 frcm changes in Federal Law and Regulations. Would

this reduce the overall error rate or just the errors which

can be attached to the Federal-change?

Eligibility criteria for base period of April, Sept. 1978 is

different than it is today. Rtrospective budgeting changes

increase and the error rate until staff becomes familiar

with the now regulations. Welfare reform 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

unE-1l-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 escape. 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 caseload. 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 111. In 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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confidence interval would be on the order of + or - 0.5 (I

Of 10). 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. These

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 41 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 4%. 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 be high, other times low. When our sample

gives an erroneously high estimate, we would lose FFP under

the proposed regulations. When a low estimate is attained,

no FP is lost. Thus, in the long run# we would suffer a

lose of FFP approximately half the time, whenever our OC

sample attained a high measurement. This occurs even

though we met the Federal goals. This loss will occur

purely by chance.

These regulations purport to assure equal treatment of

states. But they do not take into account samplying error.

Although all states will be subject to loss of FM? due to
sampling error, the largest states-, with their larger

samples and correspondingly lower sampling errors (i.e., +

or - h of It vs. + or - 3%) will be subject to relatively

less loss of funds. This fails the equal treatment intent

of the regulations.
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SASM5WT OF I

Houston Welfare Rights Organization, Inc. (Houston# Texas),
Philadelphia Welfare Rights Organization (Philadelphia, Pa.),
United Peoples Welfare Rights Organization (Fairmont, W. Va.)#
Franklin County Welfare Rights Organization (Columbus, Ohio)

introduction

This statement is submitted on behalf of the Houston Welfare

Rights Organization, Inc. (Houston, Tex.), Philadelphia Welfare

Rights Organization (Philadelphia, Pa.), United Peoples Welfare

Rights Organimation (Fairmont, W.Va.), and Franklin County Welfare Rights

Organization (Columbus, Ohio). These organizations, whose members

include welfare recipients and low income persons, support steps

which are reasonably designed to assure that the APDC system is

administered fairly and efficiently so that all families receive

their full entitlement. Each organization 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 Medicaid Quality Control

programs (WROAC v. Califano) and joining the states in recent litiga-

tion opposing the massive ADC and Medicaid cutbacks threatened by

the Michel amendment to the 1979CW -appropriations (APWA v. Califano).

it goes without saying that inefficiency and Improper

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 reductions 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 ctimotio and error-prone has eroded public
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support for thetand thatsubstantial improvements in program manage-

Ment could increase the public's willingness to devote increased

resources to these programs. We would note in this regard, however,

that the degree of public distrust of the programs is far out of

proportion to the actual problem and all too often wrongly focuses on

the program beneficiaries as the house of the problem. Unfortunately

-much of this public attitude seems to be the direct result of HNW's

own overstatement8 and omissions. The agency's repeated public

statements on froud, error and abuse seem to be more designed to make

headlines than to inform, and such statements in combination with the

failure to speak out on other fundamental program-defects convey the

erroneous impression that overpayments are the only significant problem

in the programs and that all errors are due to client actions.

For all of these reasons-the above-named organization

support fat and reasonable steps to improve program administration

recognizing the direct benefit to themselves as well as the general

benefit ,to all clti,4ens from such improvement. " However, some recent

HEW and Congressional actions purportedly designed to promote orror

reduction simply are not fair and reasonable ways to deal with the
prQblem of ertors but instead axe. likly to hurt legitimate recipients
and may well increase errors. These actions include HEW's 44goh 7,

-, '979 s4ulations .ipoing fiscal sanctions, on -states with overpayment,

rates abde certain levels (44 Fed Reg. .12570) in4 Congresiorl ,

attempts to addresl'error reduction through the Miphel anent -

(section 201 of the. 197% Labor-HEW Appropciations Act, Pub. Law 95-

480) and-related action8an.the adoption of the -1979 Supplemental -

Appropriations'Act (Pub. Law 96-38) ,and the still pen4iog i980 Lab9rXi

6644'1 0 *89-2



Him Approprittions Act (H.R. 4389)i and HU's response to.these

actions (44- fed. leg. 55314, Sept. 2S, 1979). (We use the term

overpayments throughout this statement torefer- to both overpayments

to eligible families and payments to families ineligible for any

aid.) The result of these action l.,simply to, encourage, if not

compel, states to concentrate on reduclng'only errors which result In

overpayments and ignore errocs which result in people being denied

their full entitlement.

As discussed,below, these policies cannot be supported for,

the following reasons. First, locall santions arenot an effective

means to assure cost-efflolent and effective error reduction, and

they impose additional unwarranted burdens on the intended program

beneficiaries. Second# the existing fiscal sanoaions'policy is an

unbalanced approach to error reduction which.does nothing to address

the problem of underpayments arkd erroneous denials ,and terminations-

of aid and may well result in Increases in these erroneous actions.%

Third, theme- policies threateWthe* integrity ot'the Qualt4y Control

.System as remedial management 'tool. NoFeovr., the application' of

sanctions dkeates an undesirable*tonfllct with othqr Congressional.

directives requirthg error reduction to address underpayments and

Incorrect denials and terminations as well as overpaymnt, errrs,.

providing financial inoentivqs rather than panaltiesfof ,states whw,

reduce errors, and questioning the validity of usfng a 40 tolerance . -

level at this time, . Q t' ' of r

' This is not to say that.there :-are not effective means,

available .lOflpriing adailaIsilatoi and rduc Ing er form but rather'

that ft coal sandtio are not !sch means. -Our% r txc ndations for

4 , 4

a .,Y'

'A 4,
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appropriate action to promote evenhanded error reduction are listjd

at the end of this statement.
1. Fiscal Sanctions Tor Irrer Rates Will Brm Children In Ljd,"

of Aid and Will Not Achieve Zffective Error RedigotioM

unless we are to assume that states making overpayments

are doing so deliberately, despite the capacity io Immediately put a

stop to such ,.erronqous payments, we have to accept that they do not

have the capacity t6 produce instanItaneous reductions in their error

rates no matter how hard they try. oreover, the type of precipitous

action that will result from frantic ill-thought out attempts to

reduceerrors is as likely to increase as reduce errors. Accordingly -

there can be no question that the adoption of fiscal sanctions and

especially the adoption, of such sanctions based on an arbitrarily
.selected tolerance level, such as the 4% level, will result in the

application of sanctions to many states.

Faced with such reductions in federal funding for AFDC,-

state and local governments will either have to increase their own ,

expenditures on such programs or decrease program costs. The prediotabke.

result is clear in light of the, reAcent experience in response to

HEW's announcement of an imminent $831 million cutback In federal

patching for AFD and Medicaid in the fourth quarter of fiscal. 1979
to implement the Nichol Anqndment's directive that' "fraud, abuse and

waste" be reduced. For example, West Virginia was considering a 10

to 15 percent cut in AFDC benefits for July, August, and September

1979. Affidavit of Joan White Clay, m Rose Park, and Owendolyn-

Sanders,. United People's Welfare Rghts Organization, submitted in

AMWA v., Callfanoo As detailed generally in af;*davits of plaintiffs-

and plaintiff-intervenora in that suit other states were planning
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the consistent plea Of states for' fiscal relief in welfare,,-

-pOrograms Is o04ar *vidhioe of tfrt inability or unwillingness to

Increase expenditd~Feu't their' own monies. Iven it -this were not so,..

neither the respohsible ageno iitnor' thb leillatlvebodies that

would have* t) abthoribe 'increased expehditureu sOuld bi eager to dee" "'

such increases ahd risi charges that AWh increase. were ne~cssitatid
by the date's incoopetence,-and ie iubliOis not likely td be'

syipathetioto such requests if they are do viewed. -_Ihue' poor people

will pay the price for errors twice, once' in 'the form of aid' "lost

because o6 ertoheous and wasteful actions, and once in the form of

reduced benefIC.levels or other cuts to0 bring program costs down.

Sgofeoveri- fiscal sanctions kre inhereptly inconsistent

with the goal of trkip error reduction. The threat of a loss of

federal funding inlikely to encourage the grossest forms of error

reduction fth little or no thought to long-range improvement in

program management the Oost-eff6otiveness of error reducido techni- -

ques, or iareftl evaluai6n of the'results of change's.

Ih addition,' the applicatior 44. fiscal sanctions (as

embodied Inh ZASWS.Orch" 7, 1979 regulatioihand thereven harsher

policy sireced 't6 the Cdnferenc4 Report on the 1979 8uplemental

pprolrat on 'Bill) is ihonsistent with the explicit congressional

decision to tncoutage error reduction 'byprovidln states with a

, financial "ncentive for successehl error reduction effort. 1ei6h

* 403(j) oi tb' Soci1l 8eBurity.Act (VtUblic Law 95-216), adopted in

December 1977, i;ovidei that statis'whioh reduce their errors bel6w a'

-speoified'l vel*ill reoeiVo a shari of tWi federal saings'tesulting ?
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from such #tror reduction. this ocin~tee foggeeted the choice of

fisdAl incentives instead of-sanctions, noting that 'instead of

applying sanctions on.the states, the dollar error rates would be

used As the basis for a system of incentives-hich would give the

States motivation, for expanding their quality control efforts and

Improving program administration,' S. Rept. 95-573, 95th Cong. lst

SeS at 80 (1977)..

Finally, a fiscal sanctions policy is inconsistent with

Hil's-own recognition that,"'...technicalassistance, training, and-

positiveincentives viii hav the greatest role in achieving

continued error reduction .... 1 43 Fed. Reg. 29312 (July 7, 1978).

Given the harm likely to result from a fiscal sanctions policy the

beat course of error reduction.would be one of positive efforts

designed to. assure that error reduction is real, sustained, and

efficient. 'Certainly thereis no evidence that states will strive to

reduce errors only If there is a fiscal sanctions policy. Until

there is a clear showing to the contrary, error reduction should be

encouraged by less drastic and harmful means.

Ironically, the inevitable-result of a fiscal sanction

policy, namely the reduction of benefits to eligible families, is the

very result which Congress has recognized must be avoided.

Thus, the Conference Report on the 1979 Supplemental Appropriations

Bill endorsed the imposition of fiscal sanctions on states with

overpayment errors above a specified level on the understanding that

/ under no circumstances are any payments to legitimate recipients to

be curtailed or even delayed* as a esult of such sanctions. See

-also H.Rept. 96-400, 96th Cong. lot sees., p. 26 (1979) re tjp .still

pending 1980 appropriations. However, Copgress provided no mechanism
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existing federal liw; there is no apparidt way to ensure that

benefits will not be reduced if sanctioeuare imposed.

Certainly 33W has not yet put forward any means to achieve

this end. Thus, in'ts September 25, 1979 Notice of Proposed

Rulemaking tO implement the directive of the Confarence, the only

concrete way of protecting recipients that HW mentioned was the

Quality Control System, 44 Fed. Reg. 59316. However, at best, that

system offers a method to identify errors and Utablish corrective

actions to 6liminate'these causes but it doep nothing to prevent the

kind of benefit reductions that States would make if they lost

federal funds bfeeuse of errors that are diqoverod.

IW has indicatd that it is studying the possibility of

developing other poliOies that might in some way prevent reductions

and we welcome that study. However, we believe that such study

cannot accomplish its intended result without further legislative

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 which might be proposed

to achieve that end night proVe to be unenforceable. Accordingly, we

would submit that Congress should recognize that it cannot achieve

its goal in this way and-shouldreject fiscal sanctions in favor of

methods which will truly improve the program by reducing errors

without 6acrifioing the entitlements of needy families.

2. The Existing Error Reduction Policy i Not tven Handed and Will

Encourage States t o6 increase ncorrct Denials and Terminations and

UnderpayMnt.'

-Although Its is hard to imagine, a greater tragedy than the

improper denial of cash assistance to the nation's neediest families,

-4,



this is the likely result of WW~U's current azdpropose*fiscal

action regulations (44 Fed. Reg. 12578, Har. 7, 19791 44 Fed. Reg.

55314, Sept. 25. 1979) whiph apply only to overpayment errors above a

specified level and ignore completely underpayments and negative case

action errors. The message of this policy is clears the errors that

count are only those which cost the government money. Such a biased

error reduction policy will not promote efficient administration and

true error reduction# since it is likely to lead to an increase in

erroneous denials and terminations and underpayments.

The pressure to reduce overpayments which will result from

the sanctions, together with the exclusion of underpayments and

incorrect negative case actions, Insures that some administrators

will turn to measures that are likely to reduce overpayments at, the

expense of increased underpayments and especially Increase4 erroneous

negative case actions. The increase in erroneous denials an4terminations

Is likely to be even greater thao the increase in underpayments.

Since a payment to an ineligible family is generally more costly than'

an overpayment to an eligible family, denials and terminations have a

much higher potential for reducing overpayment dollars.

Welfare agencies have in the past obstructed tho 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

lead to greater delay in processing applications and increased failures

to 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 below, the existing Quality Control System Is

inadequate to even monitor such actions accurately. HEW's above-
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noted suggestion tht it ill use the OC system to insure that States -
* provide recipients their full entitlement does not even deal with the

monitoring defioIencies since it does not include plans for necessary

improVements in the system, much less provide an adequate means" to
assume that such actions do not occur in the first instance.

0 we'are not alonein'the belief that pressure to reduce overpayments
without equal attention t6 underpayments apd.erkoheous negative case

actions vili lead to a biased system., Pbogram experts, including Hw
staff, have recognized that- focusing on one category of errors to the'

exclusion of others will have this result. For example, a recent
Urban Institute study 'bn errors in the APDC program observed that

"There are several ways in which corteotive-actions

to reduce ertrors can result ih decreased accessibility-

to benefits by 'legitimate claimants.'

Pressure on eligibility workers to rule conservatively on

discretionary matters and thereby reduce ineligibility and

overpayment errors may generate an 'increase in underpayment

errors and incorrect denials of el'igibility." Bendick, M.,

Lavine, A., Campbell, T., "The Anatomy of )FDC Errors 'The

Urbah institute, Washington; D.C. (April 1978), pp. 36-37

(footnotes omitted).

8imilarlg an HEW summary of a 1970 state-federal,meeting on OC reports$

"Although a few state ret r.esentatives felt .

there could be a cutback in reviewing negative '

actions, many of the participants expressed a'

desire to maintain at least the present scope and

extent of review in this area. The group Vas

advised by a statistical authority that reducing

of eliminating negative actions would result in
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of the assistance program. (This is because

lodl agency staff knowing that only active cases

are under revi6w, might tend'to deny borderline

cases.)* aHW.State Utter No. 1079 (SRS-APA-PR),°

March 19, 1970, 9110.- , k

If simple failure to review negal'e ease actions in a systemain which

no penalties could'attach is capable-of biasing the system against

allowances and continuation of aide the-effect of a fiscal penalty"

which ignores such actions would well nigh be akin to an-instruction to

disallow and terminate.

Congress also has previously recognized the problems that

cnuld flow from an unbalanced approach to error reduction and has

disavowed such approach. Section 403(j) as enacted by Section 402 of

Pub. L. 95-216 provides a financial reward to Atates that have

succeeded in lowering all their AFDC'error rates, including

overpayments, underpayments, and negative case action errors. The

House ways and Means Committee also emphasized the importance of

balanced error reduction programs in its report on H.R. 13335 (95th

Cong. 2d Seso.) which would have provided fiscal relief based in part

on error reduction,

That proposal would have included underpayments'aswell as

overpayments in calculating the incentive in recognition of the fact

that the goal of error ieductioin was not simpi cost savings, but

efficient and proper administration. Negative case action errors were

not included only because the base period for calculating the incentive

was a period during which HEW did not require states to review'negative
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case actions. The COmmittee, howev*r, 4treq0d the., rmp1tafnce o, the

principle of In,2luding negaitiveca&se errors in.,the definition of,errors

for other purposes and noted.that "(i)n fulfilling this goal [Of.

.efficient and proper adminitrtionlit is as.impo;tant to insure that

eligible needy families receive the aid te which-they are entitled

as It is to insure that payments do not exceedentitlements8' Kt

also recognized that excluding, jnderpay khts Vold put pressure on

the statesto err on the aide of disallowances in their attempts to

reduce overpaymentp and would Jeopardize the integrity of the OC system.

H. Rept. NO. 95-1373# A5th Cong., 2d Seass. pp. 8-9.

In sum, in both section 403(j) and H.R. 13335, the members of

Congress most familiar with the program expressed their concerh about

the effect of concentration on overpayments in a fiscal incentive

program and favored a balanced incentive system. A fiscal sanction

policy applied only to overpayments has an even greater potential for

the results that Congress fears and has sought to avoid, since states

would lose money for excessive overpayments rather than just being

denied bonuses.

Accordingly, we do not think the remedy for 'the biased error

,reduction policy is to impose sanctions on states with excessive

underpayments and negative case action errors. Rather, all fiscal

sanctions b~sed on, error rates should be abandoned and genuine error

reduction should be pursued through a variety of means such as a

balanced and rigorously implemented Quality Control system, appropriate

concentration in corrective action plans, and adequate technical and

management assietanQ. , .

A.
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We would ,note in this conneotioh that section+403(i) itself-

could'be improved upon. Such an improvement is prdp6sed in section 123'

of H.R. 4904 which conditions eligibilif# for the incentive on a

state's meeting both a specified standard for dollar error rates with

respectto overpayments, and underpayments, and a speoified cae'error

rate for negative actions. However, we would suggest that'that

proposal does not go far enough because ie does not consider the

state's negAtive case action error rate in the actual calculation of

the incentive. This could be accomplished as follows using the eriot

levels now set out in 5403(j) of the Act.

To be eligible for on incentive, a state's dollar error rate-

and negative case action error rate would each have to be blow 4%.

The next step would be to determine what percent of the federal savings

a state is entitled to based on its dollar error rate. -This percentage

would be, increased proportionately'according to the state's negative

action error rate as shown in*,the following table

-The negative case actionrrot'rate: The percent of Federal Savings

the state would retain fould be

" '...increased by: -

at least 3.5% but, less than 4.01- 10% •

at least 3.0% but less than++3.5% 20%'

at least 2.5% but less than 3.0% 30%

at least 2.0% but less than 2a5l- 40%

less than 2% ' 50-

For example, a state with dollar error rate and a 3.6% negative -

case action error rate would-get 22% of the federal savings described

in station 403(j)(2).- That is, the 20% of federal savings based on its

dollar rate is then increased by 10% based on its negative action errOa

rate to yield 22%.

I I
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.pqreaOng thve seroent .of the federal Savings scoording to

the state'.sPuocess-$s-lovering.,Aegatve action error retesfulfills : '

Oqngressl intent of conside,r in all errors and rewarding -stated for

reducing all erors ..-. .

3. -The ILecal Sanction Policy-Threatens Me Zltegrity of-the quality

Control, system.

'The primary purpose of tbe Quailty Control system is to

- lmprov6 edpiniitration of .the program by identifying the causes of.-

erroneous actions anddeveloping correotivo.action, plans to eliminate

the particular causes of error which have been identified.. Basins

fiscal Sanctins on Quality Control results Jeopardizes the ability

of that system to perve as an effective means of reducing errors.

'rirst, since primary responsibility for,.QC reviews is placed

in th 4ands of the agencies that are responsible for administration.,

of the programs under review, the system can only achieve its purpose - -

*tf those agencies are committed-to a full and'probing implementation

of the systemt.a.ing fiscal qAnctlono on OC resulted necessarily.

creates pressure on the 'edpipiqtering agencies to avoid the

itdentificatiop of errors ip.such. reviews. Thereis no justification

for so-hanstringing,.the one established effective tool for error

reduction in Order, to advance an error reduction policy of dubious-

merit such as fiscal sanctions. -

Second, the bias in the fiscal sanction policy will militate ',:

against the use of, Quality Control as an even handed tool for the

redoctionpf all errors. Since the sanotionjwlll'bebased solely on

overpayoents, states will be encouraged todevbte their limited.-

resouroes solely to efforts to develop corrective action for the . -

causes of overpayment errprs and thereby ayoid the satkction.
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States have already respeded tO the recent restoration of
negative'ease action reviews to QC with the complaint-that they dO&

not have en~gh'8iources to-handle it al. Se* 42 FeAReg. 37206

(July 20, 1911). There 'is also some evidence that many federal and'

state ottidials already coesider negative action review' to be a low

priority item because of the el~hdsis on reduoilg ovetpayments. N

Final Rkport, MIX Service Deliver9 Aese Iment of'"AFD Negative Case

Actions, January 15, 1979; pp. 24426.

For therA to betl real comaltment t6'negativecase action,QC -

review, officials at all levels nuet not only consider such reviews

of equal importance-to the ievibv Of'active'can..,-but REW mustitbke

concrete stepeto improve the negative action Quality control review

system. As it is, small'sample aikes and"inadequate eror coding

prevent an abobrate identification of'the extent and causes of error,-

thereby hwarting correcttve action.

Moreover, consideration must be given to means to.strengthen

the review process-to provide a more accurate review of the

disproportionate number of denials and terminations based on

procedural reasons rather thaft a finding'of ineligibility. For

example, the OC review of a denial for failure to furbish a requested-

document is not an'adequat''review if the only question is whether

tbe document was requested and'not furnished, not whether the request

was appropriate, the failure was because the individual needed aid to

obtain the document, or the evidence'already in file established

eligibility undertany reasonable burden of proof. Thue while

CalifOrnia reported a negative action error rate of 3.3% for the"

July-Decemier 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 Form
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dispropoxpionate.denielp- and.teinations for .dmin iqtrative reasons

-exists in otherstates, e.. Nichigan# Nevada,, knsas, Kontucky,

Idaho, and €pporado. See Form 8M-C-401.2 submitted Oy each;of

those states,for Jul'y-Deoember .1977. BPf has itself identifiedsuoh

administrative otr procedurql deniaste as ragrantinq fuzoer study.

Bervice.Delivery Asses5sents sqgVq1 pp. 21-22. Similarly, MW should

- consider how a review system can be establIshe4 todeal with the

,problem o so-called informal denials which resultfro unrecorded

pre-screenipg and turn-aways.

Frilly, appiyin9, fscal sanctions basedd on a tolerance level

which has no empirical support and therefore Oannotbe shown' to be a

reasonable standard for state administration is grossly unfair to the

states and to the poot,,familie who will bbear the" brunt ofny fiscal,

sanction. Existing regulations establish tolerance levels based on

the states' actual,.oC error rates and-thus at least set a standard

which bears some relation to state performance. However, proposed

MW regulations tpo implement" the diFective in the Conference Report

on Public Lay 96-38 and the pending 1980 Appropriations Bill, reqi9. -

that etatesachieve a 4% payment error rate by 1982 and base interim

tolerance levels on the 4% goal. The subject of whether there should

be tolerance levels in QC has been debated over the years,,put there

has beenagrqement in the courts* HEW and Congress that at this t!me

there' is no eppirical basis for a 4%,toleance level for fiscal

sanctions. See _tate o' Maryland v. Matches, 415 r.. Supp? 106

(D.D.C. 1976)p 44 Fed. Reg. 12581 (Mar. 7. 1979)1 Testimony of Eugene

eidenberg, HER Dputy pnder Secretary before the HouA Ways and Means
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Subcommittee on Unemployment Compensation, June 14, 1%781 U, Rpt.

95-1373, supra at p. 71 H.R. 4904, SS130-132, Cong. Rec. H10325, Nov.

7, 1979 and the accompAnying H.,Rept. 96-451, Ratt 1 at 149-50.

Sections 130 knd 131 of H.R. 4904 recognize thid problem and require

HEW to complete a thorough study of error rates by December 31, 1980.

(To the extent that such sections appear to approve the use of fiscal

sanctions generally, we think these provisions are themselves

misguided.) ,.

Clearly, in the absence of any factual support for the

tolerance level selected, imposing fiscal sanctions on 'tates with

overpayment errors over 40 is simply arbitrary and unjust and further

exacerbates the fundamental problems posed by sanctions.

RecommendationS:

1. Congress should bar HEN from imposing fiscal sanctions on

the basis of QC results.

2. Congress should direct HEW to assist states to engage in

an even handed program of error reduction which gives the same

/
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Attention toerroneous denials and terminations and

un4erpaymentu as it does to overpayments.

3. At this time, 9W should encourage error reduction by a

variety of positive means. These should include streigthening

the nagabivi case action QO teview process', enforcing

corrective action-requirenents, providingtechhical and

management asdistafloe to the states (for example, assistance

in writing clearer regulations, developing forms, training,

workers, and developing prompt processing systems), and

providing to qualifying, states the incentives permitted under

section 403(j) of the Social Security Act.

Submitted by:

Adele M. Long
Mary R. Mannix
Center on Social Welfare Policy

and Law
95 Madison Avenue
New York, N.Y. 10016

on behalf of

Houston Welfare Rights Organization

Philadelphia Welfare Rights
Organization

United Peoples Welfare Rights
Organization
Franklin County.Welfare Rights
Organization

* *i .
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summary

The debate over veste'and abuse in A 'sand Kedicaldaust not'

overahadow the fact that these ore esaentialy sound progrms which
- are delivering the necessities of life to thoussnde of low income

children and adults. Although they are complex programs to adainist#r,
New Jersy ban been able to improve their management without hurting.
clients. FOr example, the Department h" developed a computerizlo
management information system for edlcaid,.,and I& currently devaopin,.

onq fqr AFDC, which quickly spot soures of error and abuse so that
further wste can be prevented.

The Department of sma Services I.s extrelly conceded about
Congress' recent action mandating ell states to achieve a 41 payment
jrror rate In AFDC and. Peaicaid by 'fiscal Year 1982'or foce fiscal

sanctions. Although we have made conaideiable progress in re4cing waste
end ibus.i'.it is not certain whether N* Jersey and moat other states Will '

be able to meat this arbitrary quota' The causes of error and how to best
roduce-them are still not fully understood; ME only recently initiated
-study of this problem. Furthermore, many factors which may increase

errors are beyond state control; for example, complex federal regulations -
or employee strikes. These fiscal penalties are unreasonable and may be
detrioental to recipients' welfare, and thus Conress should rescind them

ou"sse 0tS nirNVA Iess 55C ssms spWs CAU NewM PAsu Vp55A MMOASm Sh Ass
AMS555L USMIKS ""OR A W 555155 O 5,9 AYM am NOMA WC&ANM AND V=OM SISIMI PAS~. sawn

56-90-60-21
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Mr. Chairman,' Distinguished Members of the Subcoimttee:

Z am Amp Kid, .Cotiusloner of the New Jersy Departmaent of Hummn,

"Servicep, Although oat of my testimony concerns'waite and abuse in

AFDC and Medicaid, I would first like to redress an imbalance which I

believe' is developing in the debate on this issue. We 'spem to be losing

sight of a key factor -AI a and Medicaid are. essenti ally sow. programs

which are delivering the ne6essitles of life to thousands of ,low income

* children ard adults. -These benefits ar* belng delivered on om increasingly

efficient basis: InWev Jersey, for example, 95 cents of every'AFDC dollar

Is correctly distributad.0 A recant-national appraisal of the

'. / Medicaid program indicated that It is mostly responsible for the poor's

increased access' to health cars, reduced infant mortality rates, and other
improvements in health.' Despite the image given by many critics, thetie

programs are, on the whole, achieving their intended purposes.

I an concerned that an overemphasis on~quality'control issues, resulting

In unreasonably. strict a4anistrstlon,. will dilute these, programs'

effectiveness in targeting benefits to those most In need. Much of the

recent debate about error and waste has focused oo a desired outcome - a

4Z error' rate - rather than.the means and potential, costs of reducing

these errors. New Jersey could probably lower its AFDC error rate tiy

lowering its pAyment standards and thus el$xinating many families with

earnings fro he program. Oui ADC 'program would be simpler ind errors

would be reduced,, but at what cont? If Orogiam. effectiveness and program

integrity are to be pursued vimultaneously, the causes of waste and abuse.

must be our focus, not merely the-error rate statistics

Despite the complexity of the Medicaid and AFDC program, some states have

beenable to Improve their managemenvithout hurting clients. Nwe Jerpey
V.' is a good example of a state whose effortsare yielding substantial payoffs.

• xcluding technical errors, ifch as lack"of Social Sedurity number sd

• signment of support rights; which once corrected, do not affect eligibility

or snouut of payment.
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For ezsagle, on;r cc p~terisp Medfc.&Management information System
screeps Medicaid claims to .saur. rciplnt and provk4er eligibility, to
pay the corrto mount.. to catch duplicate clafim, and to prevent busi ve
Spracticea such as oyrutliutiOn Or inappropriate csrvces. rown Medicaid

saiings and recoveries totalled $i3.3 alilton in New Jersey last year.-
'Further savln# were created through the deteryant effect that a well-
public .ed proSrm *ateg~ity systeb has on pgtont al abusers, and by the
fact that .,, can quickly spot causes of error and abuse and take prompt

..action tO correct then.

As f or OUX'AWC program, Ne b Jersey hahs ved its payment error ratpsi, c 1/o 974, Anjlrge part because of corrective actions taken aftir each

.review period to address specific sources of error.,

A major corrective action currently'undervay is the computerization
of the state's 148,000 AFDC cases., This system ig~expecte4 to reduce error
and fraud by btandardising procedures, reducing paperwork, pprmtting

quicker verif~catio of data, and elimnating arithmetic errors, The

computer will notify the income malatenance technician if particular
Information is lacking or Is invalid. .Daily erro ,reports will facilitate

prompt correction of errors, indicate error rates per supervisor 'and income'
maintenange technician, and reveal areas in which retraining is needed.

Although Hew Jersey.has taken significant steps to reduce waste and abuse,
and has achieved relatively low error rates, we are extremely concerned
about the ApropriatioU Committees' recent action mandating all states to
achieve a 4Z error rate by the end of IT 82 or face fiscal sanctions.

One of the most .arbitrary sad unreasonable aspects of this 42 mandate
is the fact that the Medicaid quality control system is only nov being,

developed, and'the ntionWl ModicAid error rate has not yet been determined.

Whathor'a 4% goal is achievable in this program is totally unknown. Even
in AIDC, with its 6n-going meaurement of error, the causes of error and how
tobest reduce them are still not fully understood., ,it has only been within
the past few weeks that HEW announced the initiation of a study to more
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accurately determine causes of error in £DcO and "edicaid. A second

arbitrary element in the" Cogressional mandate is the fat that many of

these factors may be beyond state c"trol -: foe example, new federal
regulations, random sampling variation, Mloyie strikes, unanticipated
increases in c reload, to ams" " few. To mandastO states to achieve a aZ
error level without consideration for these factors and to permit almost

no waivers may foster a met-az# a#pk.och to reducing wate 'aid abuse.

Hr, Chairman, the fact that you have called this hearing today Indicates
that Congresa is willig to consider the issue of error and vts in
Social Securit 'i prg'rems more carefully then it has in the past. As
the Subcommittee besins"Its work oi this problem, I would like to make
several recommendations which may expedite the developent of solutions.

1. Error and waste must be defined mole precisely.

Estimates of error and waste in government 'Orograms should be
adjusted to reflect likelihood of recovery or reduction, cost of

recovery or reduction, and estimated accuracy of the data. For
example, AFYC error rate statistics'currently~overstate potential

savings due to reduced error, because HE includes technical errors

whitch,'once corrected, entitle a needy family to full benefit payments.

- Correction of the error does not lower AFDC costs. It is misleading
to include these types of errors in a statistic which supposedly

represents incorrectly spent funds.

I would also strongly urge that public statements about waste in
government put fraud and abuse in proper perspective; The HM Inspector

General estimates that only 15Z of lost funds are due to willful

misrepresentation, excessive services, and other program violations.

Our experience in New Jersey has shown that the extent of abuse say

be even lower. Although individual examples of blatant fraud are such
more likely to attract public attention, they cast a negative image
over all recipients, the vast majority of vhom are genuinely needy.

2. Congress and HEW must give areaterconsideration to the error
implications of proposed laws and regulations.

The "error proneness" of a program or regulation mist be weighed
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against the benefits derivqd from its specificity. Congresls

recent action to reinstate unlimited medical and shelter deductions
for elderly and disabled FOod Stamp applic ts, but not for q9er

Food Stamp households, is a prime example of- legislation whieh may
generate many errors. Although I am not opposed to specific

deductions for needy families, it is not administratively efficient

to extend specific deductioqs to one 'segment'of recipients and not

another.

3. It penatlee ore to be used, they must be carefully constructed so

that theZ are reasonable and enforceable. and so that they do not
glicit responses which are inefficient and hmul to clients.
I agree with most states that fiscal incentives to improve

performance are preferrable to fiscal sanctions. The special federal

funding which New Jersey currently receives for its Medicaid management

information system and quality control unit is cost-effective and,

as Congress is currently coneiderini, should be expanded to AFDC.

From a pragmtic perspective, however, I realize that 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 constructed and less draconian

than they have in the past. Several years ago, for example, New
Jersey was assessed 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.

If 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 4Z error rate penalty

recently set by Congress meets none of these criteria, it should be

removed from the FY 80 Labor/HEW Appropriations bill.

In summary, I would like to reemphasize New Jersey's commitment to

improved management of AF and Medicaid while 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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NORTH CFX

November 29, 1979

STADIT CENWAST AND ABUSE I]( SOCIAL SECURITY PROGRAM

lb the AFDC program weste i comely identified as the error rate. Abuse Is

comply identified with fraud in .the program vhich is also indicated in the QC

error rate, special projects and various reports. All of this data i then conven-

iently lumped toget er to formulate the overall vievpoint: "This is vhat is vested

or lost! What shall ve do?"

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.

North Carolina's QC statistics indicate that overpayents vere responsible

for $4,603,500 (Ineligibles and Overpayments). Underpayents were responsible for

$792,576 not being spent. Of the overpayments the total client error in North

Carolina was $2,016,541, which breaks down as follows:

Unreported change $1,289,252

Misrepresentation - 585,130

Incorrect Information 142,158

Agency error was $2,666,959.

Somehow in the process of coding errors a non-legal finding of misrepresentation

Is made by Quality Control. Somehow the reported changes t. the client or others

is separated from misrepresentation. Regardless, one fact is 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 analogy "Should the Federal Reserve vithold money

from banks because they have been robbed?" The purpose of this analogy is simple-
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fraud or abuse should not be treated s an error in penalising states for their QC

error rate. It should be used s an indicator of action 4t the local, state,

federal end Congressional levels to assist the states in reducing this type of loss.

Witholding funds, fiscal sanctions and 4% error rates will, only increase problem i*

this area. This wil mean an increase in the loss of much needed funds.

Let us look at errors the agency is responsible for. In North Carolina this

was, as stated, $2,666,959 or 57% 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 term of lost money, let us investigate further.

Enumeration errors or Social Security number errors are technically "procedural"

errors. This means that the agency failed to document or send in an appllcantion 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 was ever "lost". It seem

far worse to imply that the errors should be used to vithold money based on the state's

error rate when the error never could lose money.

When speaking of errors, one should also look to Congress. There are errors

caused by the lack of similarities or coordination between program. As example, we

have the AFDC income diregard which unfairly is different for applicants and recipients,

an entirely new system of eligibility for Food Stamwe, and another system for Medicaid.

Congress should get its act together. 'liere is also the problem of too many federal

regulations and resulting excessive paper-work, lack of flexibility, inconsistent

information from HEW and the regional offices, and a difference of perceptions of

error rates in each sthte because of the many differences between states.

Differences in state programs can account for some of the abuse. In North

Carolina, a family of 4 receives only $210 monthly AC payment, which forces cheating.

One can understand when a family has too little income to support the needs, as

the recipient usually says, "But I needed it."



Admittedly there is fraud and abuse and waste in the ADC program. The fraud or

client error should not be used to penalize the state. The agency error should be

evaluated, in light of the QC error rate and become an Indicator that corrective

action is needed. Corrective action can only be achieved by deliberate work with

each state, and with required monitoring of the program administration within

the state. Aset of fallible statistics should not drav arbitrary error lines.

Instead, we must look for welfare reform to correct the problem caused by federal

inconsistencies and work with the states toward corrective action.
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',The Honorable Daniel P. Mynihan
United States Senate

mairmn, &ubOOMJttee on Public Asistance
Caittee on FinAre
Washington, D.C. 20S10
Dear SenAtor,14ynihai:

- Regret that! w unable to testify on NoVemir 16th,i the P. lic Assistance ubconmittee held oversight'hearingson POblic assistance fraud and abuse. However, I u derstnd tat,uMY of W. colleagues in other' stato did testify on or problemsand our atteMPts to reduce errors and, fraud in te programs weadminister.

For the record, I would like to suit some cementsconcerning our efforts in Pennsyvaznia and some pf the concernsle have regarding the implementation of federally-imposed fiscal
sanctions.

Thank you for your interest in resolving this mostimportant matter.

, Sincerely,,)

Helen B:. 0 Bannon

.A ax2WiDrw PA MAP



The C ouiwealth of Pamsylvm4a is committed to elimination
of errors in our complex system of public asistance programs and
prevention of fraud and abuse. Recently we have made significant head-
way in improving the integrity of our pUblic assistance program. How-
ever, we do raise issue with the iwosition of federal fiscal sanctions,
and with many of the provisions included in proposed regulations issued
by HEN, which we believe go far beyond the intent of Congress.

Supposed to the entire concept of dsallowecei ofFederal Financial Participation in cofmction with the Wuaity Control

program.

It should be emphasized that- the imposition of any financial
penalties, resulting in the reduction of menies in our public assistance
programs, will adversely affect the poor. * simply cannot, with
reduced funds, maintain our programs and provide the necessary case
management; every sanctioned'system would have-to consider reducing
either the scope and eligibility of its progrobs or its staff ccuolement.
Either result would hurt the recipient and probably result in increased
errors.

We suggest a constructive rather than punitive approach
toward the administration of public assistance program. Certain
problems have already been identified that must be approached on the
federal level before state and local governments qan reduce eror rates.
For example, Urban Systems Research and Engineering, Inc. has documented
in detail the deficiencies in Medicaid eligibility requrements and .
has summarized these problems by stating 1the Medicaid eligibility provi-
sions are so complex that thby are aliaost entirely unworkable." We
suggest that Congress direct HEW to att.ept to correct problems in
eligibility prior to vconteplating any system of penalties for stteS.
We, laud attempts such'as "peratioi Coumon Sense" 'and the newl' formed I
"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
recommend administrative a legislative initiatives to simplify
eligibility and to further attempts by federal agencies to Mrov-de
technical assistance to the states.

Fiscal penalties have merit only when balanced with'fiscal
incentives. Por example, HEW could provide financial .incentives to
the states to increase third party liability (TPL) activities. As a
result, necessary Medicaid expenditures could be avoided. The
proposed regulations give no consideration to states' efforts in TPI
and other activities of this type which result in actual savings; ,
rather, regulations' proposed to penalize s states thi-aiiae procedural



ell bility errors which result in no dollar losses.

oposaapparent Congrsional and HU regulators Intent
which lerly ce * Asis on the punitive aspect of the .Uality
Control process. By limiting %he time In which states can Initiate
remedial action for deficiencies n their operations or procedures,'
federal regulations, if approved in their piqopsed current form,
' ignore the realities of corrective action and take a simplistic
attitude toward the causes of QualityCotrol error. Once aaIn.-
the Federal role should be ce of assisting states in corrective
action rather than imposing unrealistic pefalties that ignore the
process enti*1eY.

We. applaud apparent Senatorial inteht .(agnusw - Javits ,
colloquy"'in g s4n4 Record of Septeaber 27, 1979) to exclude
technical or rt.0 errors in determining actual mispayments
Of public and medical'assiftac funds. We stress that administrative,
proce4ural errorS that do not result in actual iispaymnt should
not be included in determination of misspent dollars. Proposed HEW
regulations ignore smth intent aid fail to differentiate between
technical errors and substantive case "errors. Technical errors in-
clude instances in iich 'a Sodcal Security number is not obtained or
a recipient is not registered with WIN. In both instances, "inbligi-
bility" is readily corrected by cohplet'ng the appropriate form.
During the period of the technical ineligibility, the- reipient
remains validly eligible for AFDC based on his financial need for the
program. Once the enumeration process begins or once the recipient
is registered for WIN, the AVD payment, is technically correct,- yet
no chafge in the AFDC payment results. The level of payment remains
unchanged during the period of ineligibility" and "eligibility."
States should not be sanctioned'&o* 1misspent" dollars in such
-instances, since no change in-AMDC payments results from the error,_
or its correction.

The General Accounting Office has pointed out in its report
Chio's Medicaid Program: Problem Identified Can Have National Imort-
.nce (HRD-7T-98A, October 23, 1978): "the procedures HN requires the
states to use in kingg the Quality Control studies and reporting the
results do not differentiate between techical errors and substantive
errors. Therefore, true program losses due to ineligibility and
potential savings available from eliminating eligibility determination
errors are overstated." In an earlier report entitled, Legislation
Needed To Irove for Erroneous lfare iti
IheDC-64u Au t 1, 77) G O ma a similar Finding relative toSthe ,AFD Quality Cotrol program.



3,6

Again, I stress that it is reasonable and unrealistic
to impose fiscal sanctions based on a Quality Control system which,
by its very nature will result inan overstatement of states' pay-

Ili 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 ho oeeow for accurate and appropriate averaging.
I1ey are not. I i ractical to, think .that a single tolerance
level adequatelV addresses tho variance in program size and complexity
from state to staie. In a state like Pemsylvania, for exauple,- local
assistance offices handle not only AFDC, Medical Aqsistance and Food
Stops, but also ODC-U, the Medically-Needy 4pend-Down program,
General Assistpnce, and Ehergency Fuel Assistance. :One district office
in Philadelphia serves 17,000 families. The error rateIn this office
mayunderstandablybe higher than that of a small sturban agency in
a state where onlv the minimum federal/state program are avail able.
Any interim tolex. .:e level that ignores the unique characteristics
of each state as to demographicsi caseload size, rate of caseload
growth, and unemploymbnt growth, is inherently unrealistic. Also,
any system which fails to take into accot progrmatic differences

- encourages states to minimize the programs and benefits they provide.
We do not think Congress intends to ecuage states to reduce
programs and services to the needy.

The Caomnealth ofe-Pennsylvania will continue, to be dili-
gent in reducing errors andin identifying fraud in its public and
medical assistance programs. But we request that the federal government
cease this arbitrary imposition of fiscal sanctions. We remind you-
of the premise of cooperation inherent in the federal/state partner-
ship and request that the federal departments assist states in
improving their programs and refrain from putting roadblocks in our
paths.

Thank you for this opport ity to go on the record concerning
this most important and serious matter.
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