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NATIONAL COUNCIL OF STATE
HUMAN SERVICE ADMINISTRATORS

OF THE AMERICAN PUBLIC WELFARE ASSOCIATION
1125 FIFTEENTH ST., NW., WASHINGTON, D.C. 20005

Suite 300
Telephone: (202) 293-7550

May 12, 1987

The Honorable Dan Glickman
1212 Longworth House Office Building
Washington, DC 20515

Dear Representative Glickman:

As you know the Food Security Act of 1985 (P.L. 99-198) mandated that the
National Academy of Sciences and USDA undertake a year long study of the
quality control system in the food stamp program. These studies are due to be
released today. The Food Security Act further instructs that the Secretary of
USDA must begin to restructure the quality control process to incorporate the
study findings within 6 months of the release of the studies.

In anticipation of fast paced regulatory and legislative changes to
restructure the current quality control process,{Itam'enclosing aicopy of an
alternative quality control system developed and endorsed by the National
Council of State Human Service Administrators (NCSHSA).; Our alternative
measure for performance, which has also been shared with the National Academy
of Sciences and USDA, offers restructured food stamp quality control process
which we feel provides a fair and effective means to access state
administrative performance.

As Congress begins to address the fundings of the quality control studies and
develops a strategy for reform I encourage you to review the state developed
alternative,

If we can be of assistance to you or your staff as you address this complex
issue please contact Maura Cullen of the APWA staff at (202) 293-7550.

Sinc/,gsely,

C. Patrick Babcock
Chair, NCSHSA Quality Control Committee
and
Director, Michigan Department of Social
Services

Attachment
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REFORT OF THE APWA TASK FORCE ON AN
ALTERNATIVE SYSTEM FOR PERFORMANCE MEASUREMENT

In response to several years of state concerns about the existing quality
control system in public assistance programs, last spring Congress ordered the
Department of Agriculture and Health and Human Services to contract with the
National Academy of Sciences for a study of the system, with recommendations
for improvements. In an effort to coordinate state involvement in the study
and to design an alternative performance measurement system for consideration
by the Academy, the National Council of State Human Service Administrators
(NCSHSA) Management and Quality Control Committee appointed a Task Force. The
following report details the major areas of the Task Force's deliberations and
sets out a framework for a new performance measurement system.

Background

In testifying before the National Academy of Sciences last July on behalf of
the NCSHSA, Charles M. Atkins, Welfare Commissioner in Massachusetts, stated
that "Quality control in public assistance programs now stands as one of the
most forbidding obstacles to good management...because it diverts the efforts
of the managers from real results to a meaningless mumber game." The Task
Force believes that a quality control system that emphasizes the assessment of
fiscal sanctions, rather than the collection of useful menagement information,
is inherently flawed and must be completely restructured.

A quality control system with fiscal sanctions obstructs program management in
several ways. By withholding federal funds, it forces states to scale back
the very error reduction efforts that Congress wants the states to pursue. It
also distorts management priorities by forcing agencies to focus excessively
on payment accuracy, to the exclusion of other agency responsibilities, such
as job placements and improved child support collections. And, because
ultimately billions are at stake, federal and state administrators are
distracted from program management to battle bitterly over statistical methods
and interpretations of federal regulatioms.

Even apart from sanctions, the Task Force has concluded that the quality
control system fails as a management tool because it produces information too
late to be of use and it measures only one feature of welfare
management--payment accuracy. Even if a state finds jobs for 30,000 welfare
recipients, or collects record level child ;uﬁport yments, or processes 957
of its cases on time, it still might face a ti-million dollar sanction for
missing its federally imposed error rate by only 1 or 2 percentage points.
This narrow focus is even more irksome because the system is plagued by a
series of technical deficiencies that generally work to a state's
disadvantage., Examples include the system's failure to distinguish between
agency and client caused errors, the counting of technical errors even if they
don't result in overpayments, and the arbitrary establishment of tolerance
levels that fail to reflect differences among states.

Criteria for New System

While the Task Force believes that sanctions are a harmful and
counterproductive feature of the quality control system, and that Congress
should prohibit their assessment, it recognizes the fact that Congress, and
the National Academy of Sciences, may continue to accept sanctions as a way to

guarantee state action against high error rates.



In the event that they do, the Task Force considered a series of alternatives
for reforming the existing system to make assessment of sanctions as fair and
reasonable as possible. The options range from a modest proposal for
technical adjustments to the existing system to a complete overhaul of the
system that would for the first time take into account the wide range of
management responsibilities facing states. The Task Force judged each
alternative performance measurement system against four considerations:

Useful Management Information: The Task Force expects a good performance
measurement system to provide timely data to help states diagnose
operational problems, develop cost-effective corrective actions, and make
informed management decisions on policy changes, priorities, and resource
allocations.

Comprehensiveness: A system that includes sanctions for error rates must
also permit oftfsets against those sanctions for a state's good
performance in other management areas, such as job placements. Only then
can federal state managers guard against a dangerous distortion of
management priorities on only one feature of program administration.

Fair Determination of Error Rates: Payment accuracy is an important
objective in welfare adminlstration, but measuring it is highly complex,
A nev system must take into account differences between states, must use
valid statistical procedures, and should weight errors according to the
extent to which states have the ability to control them and/or actually
incur financial losses.

Cost Effectiveness: A performance measurement system must not force
states to invest more in error reduction efforts than the costs of the
actual effort. States must be able to select a level of effort
consistent with the severity of error.

Overview of the Proposed System

With these criteria in mind, the Task Force is recommending a model that
requires states to develop their own management information systems for
quality control and corrective action and calls for a se%ate federal system
to determine payment accuracy rates for federal oversight purposes. For
sanction liability determination, these payment accuracy rates are adjusted to
reflect good performance in other areas such as job placements and timely
processing., While the federal a&:ncies will be responsible for reviewing
their own quality control sample, states will reserve the right to rereview
and challenge federal findings. The model contains several protections,
including access to independent arbitration, to insure fair and consistent
treatment of states. _

The "raw" payment accuracy rate is determined from the federal sample and
(after state review) will be set at the r bound of the confidence interval
This raw rate is first mod{fied to reHect collections and then adjusted
upward if a state meets performance criteria in other areas. This process
will create an adjusted performance rate. The model also requires that
national performance standards be adjusted to reflect demographic and policy
differences among states, in a manner consistent with legislation proposed
last year by Rep. Matsui. The adjusted performance rates will then be

compared to the adjusted performance standards to determine any sanction or
incentive. If a state is liable for a sanction, it will have the option
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either to pay it outright or to channel the amount into negotiated error
reduction efforts.

Elements of the Alternative System for Performance Measurement
l. Separate Mechanisms Fulfill The Two System Functions

Théfe must be separate mechanisms to carry out the two functions of the
quality control system: providing states with management information and
supporting the fegletal oversight role (with a basis for sanctions).

2. State Management Information is Provided By A State Designed System

A. This approach would mandate that dates operate their own systems for
quality control/corrective action. States would be allowed great
flexibility within broad federal guidelines and with federal review
of plans and their implementation. Flexibility would allow states to
change their approach as needed for a dynamic and responsive system,
States could choose to target their efforts on certain types of
cases, on certain eligibility factors, on actions, on geographic
areas, etc. Review procedures might vary from full field
investigation to a simple desk review, and the systems might include
more general operational assessments as well as reviews of specific
target samples.

B. The following are examples of the broad federal guidelines for what
the mandatory state systems must do:

Identify deficiencies '

Provide data to determine appropriate corrective actions

Provide an assessment of the State's operations

Produce an audit trail that can be reviewed by an outside auditor

0000

C. States will be required to maintain efforts at a level sufficient to
operate their mandatory quality control/corrective action systems.

3. Federal Oversight Data Is Provided By A Federal Sample Of Payment
Acarracy Rates

For federal oversight purposes there will be a single inte grated quality
control system for all programs. That is, there will be a single framework
which has a common approach for data collection, reporting, verification
criteria, timeframes, arbitration/appeal, etc. The only variations will be

those required by program rules.
A. Payment Rates

Raw payment accuracy rates would be developed from an inte grated
federal sample., The federal agencies would be responsible for the
reviews, but states would have the opportunity to rereview error
cases and arbitrate differences. Since only one sample would be
involved, there would be no regression formula; a successful state
xariance" would simply result in the error case being changed to
correct’’,



B.

C.

—

The raw payment accuracy rate would be the upper bound of the
confidence interval., This raw rate will be adjusted with various
collections to arrive at a net payment accuracy rate. Collections
include, but are not limited to, those for fraud, overpayments, child
support, and third party liability., Adjustments would be allowed up

_-to the point the rate is finalized.

(As an example, consider a state with $1 million in universe
payments, a 401 rav payment accuracy rate, and $10,000 in
collections: §1,000,000 x 90% = $900,000 + $10,000 =
$910,000/51,000,000 = 91% net payment accuracy rate).

Definition of Payment Error

1) Payment errors are errors which result in expenditures which
would not have been made had the error been corrected.

2) The amount of payment error is the difference between the actual
expenditure for case and the expenditure which would have
been made had the error not existed. Asset error amounts must be
computed in such a way that same assets are not overcounted in
successive months.

3) Client errors should be accorded special treatment.

4) States will not be charged with an error if the state position is
upheld by a Fair Hearing decision.

5) During the specified grace period, implementation errors will be
collected for planning purposes but not charged against the

agency.

6) No errors would be char%ed within a uniform administrative period
(the calendar or state fiscal month prior to the review month).

Federal Sample
The following conditions will apply to the federal sample:

1) federal reviews must be completed within 120 days of the
beigi.tging of each sample month, at which point the review is
cl08€e&d.,

2) the quality control process will be kept separate from the policy
compliance process, i.e., rules are to be applied with the state
interpretation. '

3) states will have input on the development of verification
criteria.

4) the federal review methodology will be published and states will
be allowed to review federal findings.

5) states will be allowed 75 days from receipt of federal findings

to rebut them so that states can complete field work or develop
additional arguments as necessary.
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3.

6) there will be a timely and responsive arbitration/atppeal
mechanism to settle differences. The process will provide for an
independent panel to finalize decisions (e.g., & three person
panel representing the central office of the federal agency, the
state, and an independent body [GAO for Example]).

'7) the federal review process must continue to collect

characteristics data,
8) all data from the federal reviews must be shared with states,

9) the raw payment accuracy rate will be the upper bound of the
confidence interval.

10) states will have the ability to monitor federal sampling plans
and review processes, and there will be an independent monitoring
of the federal review process on an annual basis to assure
regional consistency.

The Performance Measure Is Arrived At By Adjusting The Net Payment
Accuracy Rate For S ec ormance (Criteria

The amount of adjustment for each of the selected criteria will reflect
the state's performance. The amount allowed for each criterion will not
be affected by that of any other. Examples of possible criteria are:

= job placements

~ underpayments

- percent of cases not overdue for review
~ timeliness of application processing

= health care outputs

~ non=AFDC child support collections

- negative error rate

Standards Or Tolerances Are To Reflect Differences In Complexity
And"Socio-Demographic Conditions

A)

B)

©

Error rates should be converted into payment accuracy standards for
each program., Examples under the current rates would be:

AFDC 97%
Food Stamps 95%
Medicaid 97%

Programmatic and socio-demographic factors will adjust the standards
downward in a manner consistent with legislation proposed last year
by Rep. Matsui.

Although federal changes would always trigger a grace period for
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6.

7.

implementation errors, there will be a review to determine the need
to adjust the performance standards for significant changes with
impact on errors.

Incentives/Sanctions Are Determined By Comparing The Adjusted Performance
Heasure To The Adjusted Standard

If berformance is above standard the state will be eliiible for an

incentive. If performance is below standard the state is liable for a
sanction, but there will be a good faith/good cause waiver process to
reduce or eliminate the penalty. After the waiver process the state will
have the option to either pay the penalty or channel the funds into
negotiated management improvements.

Sanctions will be against program dollars and will only be retrospective
(not prospective). Congress shall set a maximum sanction amount which
can be levied against a state for any particular period in order to
assure that state program administration is not jeopardized.

There Shall Be A Retroactive Effective Date Back To 1981 For Quality
Control Modifications

The retroactive date would apply for all factors to which it can
reasonably be applied, including but not limited to:

-~ lower bound of current confidence interval/upper bound of the
payment accuracy rate,

- net payment accuracy rate,
- standard adjustments,

- option to channel sanctions to negotiated management

improvements,

« good faith process (to be enhanced as in the proposed Matsui
fegislation).



PRESENT QUALITY CONTROL SYSTEM
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ALTERNATIVE QUALITY CONTROL SYSTEM
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COMPARISON OF THE CURRENT AND PROPOSED QUALITY QONTROL SYSTEM

Current Proposed
OC System X E%stem
Purpose: Cut Errors/ Manage Programs
Reduce Deficit for People
Focus: ’ Narrow Broad
(error rates) (management performance)
Measure: Payment Error Payment Accuracy
: PLUS Performance
In Other Areas
Standards: Insensitive to Reflect program
state differences and socio~demographic
factors affecting
states' performance
Tooe: Negative (3%) * Positive (97%)
Management: Provides Mis- Provides ManaEement
information, Information, ps or
Takes Away Adds resources for

resources People



COMPARISON OF RESOURCES REQUIRED FOR THE CURRENT QC SYSTEM
VERSUS THE PROPOSED QC SYSTEM

CURRENT SYSTEM
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PROPOSED SYSTEM
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