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To the Citizens of the Commonwealth:
In many ways, the Massachusetts economic success story is a national model. One
important part of this story deserves more attention: the improved management
of our state government .
Over the past three years, all state managers, under the Governor 's leadership, have
made a determined effort to use the state's resources wisely and carefully, to deliver
services more efficiently, and to pursue new and innovative ways to meet public
needs. As a result, we have saved money, improved services, and increased pro
ductivity. Because of these efforts, we have generated more than $350 million in
additional resources-through savings and the more aggressive collection of
federal reimbursements-which have made it possible for us to provide both better
services and tax relief. For example:
• By making the most of the opportunity presented by the deregulated
telephone industry, Massachusetts has both gained better telephone service
and saved more than $3 million annually;
• By remembering the lessons of the energy crises of the 1970s and planning
more energy efficient operations, the state has saved more than $7.6 million
annually;
• By increasing the number of businesses bidding on state jobs and acting as a
more attractive client for contractors to do business with, the state created a
more competitive purchasing environment and saved more than $ 26 million
since 1983; and
• By demonstrating that services the state provides to human service clients are
eligible for federal reimbursements, the state has increased revenues by nearly
$170 million since 1983.
These are only a few of the Massachusetts managerial successes that are part of our
larger effort to create opportunity for every citizen in the Commonwealth. We in
state government are proud of these efforts; they are an important yardstick of how
well we are doing the job of delivering quality, cost-effective services.
There is clearly more that can be done. We will continue to be challenged by the
scale and complexity of Massachusetts state government, an enterprise that in
cludes over 200 agencies that spend over $9 billion annually in the delivery of
public services ranging from day care for children and home care for the elderly
ii
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to the enforcement of drunk driving laws and the disposal of hazardous wastes.
Despite the work that we still need to do, it is nonetheless valuable to pause and
measure our progress. Therefore, we have prepared this set of reports to document
our success to date and specify where we plan to make further improvements in
the management of state government.
Those who take the time to read these reports will find much useful information,
much to be proud of, and much to praise. For all that remains to be done,
Massachusetts is today at the vanguard of the nation in innovative management.
The men and women who have done such an outstanding job of meeting the day 
to-day responsibility of delivering timely, efficient, effective, and compassionate
services deserve the continued encouragement of all the people of Massachusetts.
State government's strides are due to them; the progress that will come in the years
ahead will be the result of their continued efforts. Together we are building a Com
monwealth where there truly is opportunity for all.

Frank T. Keefe, Secretary
Executive Office for
Administration and Finance
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Executive
Summary
Each year more than 500,000 low-income individuals throughout the Common
wealth receive benefits under one or more of the Department of Public Welfare's
cash and medical assistance programs. In addition, a total of 350,000 unemployed
persons receive benefits through the Division of Employment Security. The boxed
insert describes the main programs that these agencies administer.

State Benefits Programs
Aid to Families with Dependent Children (AFDC): A program that pro

vides cash assistance to financially needy families with dependent children,
financed jointly by state and federal governments.
Medicaid: A shared state/federal program that finances medical care for

AFDC or Supplemental Security Income recipients and other medically needy
persons, such as the aged and disabled. The program does not provide
medical care directly. Instead, it reimburses medical care providers-such as
physicians, clinics, hospitals, and nursing homes-for services they render
to recipients.
Unemployment Insurance: A state-administered, employer-funded pro

gram that provides income maintenance or wage replacement coverage to
unemployed workers while they look for new jobs.

These agencies face the challenge of ensuring accurate and efficient delivery of
benefits to eligible individuals. Errors can result in ineligible persons receiving
payments or eligible persons receiving excess payments. The costs of these errors
are misspent funds and, in some cases, federal sanctions against the state if the error
rate exceeds 3% . Alternatively, if eligible persons receive underpayments, the
result can be severe financial hardship for those individuals.
Since 1983, these agencies have made significant progress in accurately determin
ing both eligibility and the proper amount of benefits due recipients. The im
provements in benefits administration, summarized here, have yielded savings
of more than $205 million and ensured that low-income and unemployed in
dividuals and famities are receiving adequate benefits.
AFDC Error Rate Reduction: Improved employee productivity, more frequent

client eligibility determinations, and improved computer support systems are
largely responsible for reducing the AFDC error rate from 11.6% in 1983 to 3%
in 1985. This reduction has saved the state $45 million in benefits and more than
$20 m_illion in federal fiscal sanctions.

1

Error Rate Reduction

Medicaid Management Information System (MMIS): This system has greatly
enhanced the accuracy of the Department of Public Welfare's claims processing.
It makes it easier to identify duplicate claims and unauthorized services and to
coordinate benefits. MMIS has yielded savings of more than $161 million since

its introduction in FY 1984.

Unemployment Insurance Claims-Processing System: The introduction of a
new unemployment claims-processing computer system to replace the existing
antiquated and obsolete system has provided greater system reliability, improved
accuracy, and annual savings of more than $2 million.

AFDC Error
Rate Reduction
The state and federal governments jointly support the state's Aid to Families with
Dependent Children (AFDC) program. The federal government reimburses the
state for up to 50% of its AFDC expenses. Given this joint financial responsibili
ty and AFDC's high expenditures (more than $400 million in FY 1986), both parties
have a strong incentive to monitor eligibility determinations carefully to minimize
payment errors. The federal government established a Quality Control (QC) pro
gram in the 1960s to monitor each state's eligibility determination process and to
produce a statewide QC "score," or error rate, as a measure of each state's overpay
ment of grant monies. The federal government may withhold federal matching
funds from states whose error rate exceeds 3% . For each percentage point above
that target , states may lose $2.2 million in federal funds.
In Massachusetts, the error rate reached 11.6% by July 1983, and the Department
of Public Welfare decided that reducing the state's error rate would be a top priority.
A reduced error rate would ensure the state enough funds to provide full benefits
to eligible recipients and would restore public confidence in the Department's
ability to deliver benefits and manage taxpayers' monies fairly and accurately.

State Action
The Department's strategy for reducing the error rate consisted of several phases.
The first involved analyzing the sources of error in AFDC eligibility deter
minations and the causes of the recent rise in the state's error rate. The
analysis showed that clients caused more than 75% of the errors. One-half of all
errors involved unreported or misreported income, whether earned or unearned.
AFDC recipients either did not understand their obligations to report income
or misrepresented the facts. Of the remaining 25 % of the errors, one-half

2

Error Rate Reduction

stemmed from the initial eligibility determination process. The Department staff
had failed to use available documentation on a client's employment history, tax
obligations, or financial position, or to conduct adequate interviews.
After identifying the factors that had caused the recent rise in the AFDC error rate,
the Department initiated a coordinated error-rate reduction strategy. Past efforts
to reduce the error rate had failed because they were fragmented and confined to
individual units. This time, the Department decided that a coordinated approach
was essential. It brought together the executive staff from all divisions to
identify the problems and to design strategies to solve them. Throughout
1983 and 1984, the group met weekly, first to create a plan for reducing the error
rate and then to measure progress.
Because most errors originated from the client-worker relationship in the local of
fice, the Department developed a two-part program to increase local-office ac
countability for errors in AFDC eligibility determinations and to improve central
office support of caseworkers in the field. The development of a system to hold
local offices accountable for the accuracy of their cases has been crucial
in lowering the AFDC error rate. Since the achievement of error-reduction
goals can be compared among all local offices, caseworkers have strong incentives
to improve their performance. In turn, central office support of caseworkers, in
the form of better training, job upgradings, and performance recognition, has
become more critical.
The Department began measuring local-office performance by tracking
the number of redeterminations performed by each local office. Redeter
minations, or careful reviews of eligibility, are key to error-rate reduction. Local
offices, spurred by monthly reviews from the Commissioner of Public Welfare,
aimed to increase the number of redeterminations performed, with dramatic
results. The number of eligibility reviews completed each month rose statewide
from 11,500 in FY 1984 to more than 20,000 by the middle of FY 1985. In addi
tion, the average frequency of reviews of eligibility increased for each case from
once in more than ten months to once every six months.
Essential to the Department's error-reduction effort has been the Local
Office Quality Control (LOQC) team. This unit is responsible for examin
ing case records and producing individual office error rates on a monthly
basis. Previously, the only management indicator of error rates available to the
Department had been the statewide score produced by the federal Quality Con
trol program. This score came out only once every six months. Now, with mon
thly records available, directors whose offices have high error rates are held respon
sible for devising corrective action plans, and the effectiveness of these plans are
closely monitored.
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Meanwhile, the Department has pursued a number of management initiatives to ·� flu
improve support of caseworkers in the field. One approach, negotiated between
the Department and the caseworkers' union, involved returning to a case-load 1.:
system of work assignments. Under the old system, a Department worker was : 1
responsible for only one component of a client's case; no single worker was I
responsible for the case as a whole. Under the case-load system, one worker '
handles each case, thereby reducing confusion and errors.

l
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Furthermore, the Department increased the number of caseworkers
assigned to its field offices and negotiated case-load limits, or "caps" with the
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union. These restricted the number of cases that can be assigned to a caseworker
to a maximum of 191 cases, nearly 10% below the previous average of 210 cases.
!

In late 1984 and early 1985, the Department reassigned staff from the central office, streamlined hiring and training procedures, and quickly placed 150 new '.
caseworkers in the field. These actions reduced the average caseload per worker
from 210 in early 1984 to 165 by June 1985. New hiring procedures have reduc
ed the time required to fill a vacant local position from six months to three weeks.
Other management changes included job upgradings, incentive plans, and
award programs for caseworkers. These actions have improved worker morale
and reduced turnover in the Department from 8% to 3 % a year statewide. Final
ly, the Department redoubled its efforts to educate clients about their responsibility
to report all changes in their living, work, and income situations.
In addition to these management initiatives, the Department has introduced a
number of systems support initiatives to help caseworkers. One of the most suc
cessful has been the Prioritized Activities List. This monthly computerized report lists cases in descending order of importance according to
their potential for error. Cases that are likely to require some action by
the caseworker are highlighted to ensure an accurate determination of
eligibility and benefits.

Several of the systems initiatives involve improved computer matches to
verify or update information provided to caseworkers by clients. For ex- �

ample, the Department periodically matches the Social Security numbers of AFDC
recipients with those on bank records to verify statements of income and assets.
Another computer match compares recipient Social Security numbers with
Registry of Motor Vehicles files to determine whether some recipients have
unreported assets. The Department uses still other computer matches to verify
client statements about earned income and has refined a computer match of client
Social Security numbers with Division of Employment Security records on
unemployment benefits.
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Financial Benefits
From October 1982 to September 1985, as a result of the Department's initiatives,
the AFDC error rate dropped from 11.3% to 3%(see graph). This reduction has
saved the state $45 million in benefits that would have been inappropriately paid
and more than $ 20 million in federal fiscal sanctions.

Reduction in AFDC Error Rate
1982-1985
Error
Rate(%)
12
11
10
9
8
7
6
5
4
3
2
1
0

11.3%

11.6%

8.1%
5.3%
3.0%

Oct. '82March '83
* Error

April '83Sept. '83

Oct. '83March '84

April '84Sept. '84

Oct. '84Sept. '85

rate sampling conducted on yearly basis beginning 10/84

In addition, the management initiatives taken by the Department have improved
service to clients who are truly needy, improved the working conditions for
Department employees, and thereby raised employee morale.

Contact
For further information on the state's programs to reduce the AFDC error rate, con
tact Joseph Gallant, Associate Commissioner for Project Management, Department
of Public Welfare(617)574-0202.
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Medicaid Management
Information System
The Medicaid Management Information System (MMIS) is a computerized claims-I
paying and management information system. Before its implementation in 1983, .!
Massachusetts was one of the few states in the country without a fully automated·
Medicaid system. The old claims-paying system was an amalgamation of three out
dated computers located at separate sites that depended to a large extent on manual
support. The Department employed more than 50 clerks in a Westboro office to
handle thousands of invoices filed in shoeboxes and to perform various data-entry
tasks. This system encouraged a "pay now, ask questions later" mentality, and since
monitoring the system was extremely difficult, fraud and abuse could go
I
undetected.

----

State Action

i

MMIS was designed to replace three obsolete computers with one automated
claims-processing, management information, and cost-control system. Its develop- 1
ment cost more than $2 million, of which 90% was reimbursed by the federal
government. MMIS began operations in October 1983.
MMIS has many applications and features that allow the Department to run the
Medicaid program more efficiently. One of the most important applications
reduces payments of duplicate and inappropriate claims. This feature·
generated savings of roughly $12 million in the system's first year of operation.

1Fm

A second important application integrates information on third-party liability with
the Department's Medicaid claims and eligibility data. In some cases, Medicaid recipients have health coverage from other insurers through their spouses' or parents'
health plans. MMIS improves the Department's ability to record and main- ,
tain accurate and complete information on all recipients identified as having private insurance coverage. The Department can shift claims to private
insurers whenever possible, thus ensuring that the Medicaid program re
mains the payer of last resort , as federally mandated. MMIS also permits
faster recovery of past inappropriate payments made by Medicaid.
A third application of MMIS reduces fraud and abuse. MMIS enables the Depart
ment to identify more easily providers who are billing Medicaid in error,
providing services inappropriately, or attempting to defraud the Com
monwealth. In its first year of operation, MMIS saved the Department roughly
$ 7 million by detecting and rejecting billing errors and $8 million by eliminating
payments for fraudulent claims.
Finally, two MMIS subsystems-the Surveillance Utilization Review Subsystem and
the Management Reporting Subsystem-produce management information.
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These subsystems can produce timely and accurate management reports
that help the Department forecast future program costs, design initiatives
to encourage better health care among Medicaid recipients, and evaluate
the impact of policy decisions.

Many of these applications are possible only because of the system's advanced
features. For example, the MMIS data base management system increases the speed
at which data can be entered and retrieved. MMIS also increases efficiency by con
solidating all claims processing activities into one facility located in Somerville.
This consolidation reduces errors and allows for faster claims processing.

I ;

In the first year of MMIS operations, the Department processed 17 million claims
from more than 16,000 medical providers. The vast majority of these claims were
processed within 21 days of receipt at a cost of 42. 5 cents per claim, of which the
federal government paid 75 % . The Department's performance-based contract
with the vendor that developed and maintains the MMIS system should ensure con
tinued timely claims payments because payments are tied to timely processing.
Today 95 % of all claims are processed- either paid, denied, or suspended
within 21 days of receipt, a record surpassing that of private insurance companies
such as Blue Cross/Blue Shield.

8"'inancial Benefits
MMIS has proved to be a clear boon for the Commonwealth's taxpayers, medical
providers, recipients, and program administrators. It has saved Massachusetts tax
payers$ 56 million since its introduction in FY 1984. These savings have resulted
from the application of basic edits, such as duplicate checking, incompatibility
audits, and frequency checks. In addition, during FY 1986 MMIS saved an addi
tional $7 million through the application of new and more sophisticated edits.
MMIS savings have totalled$161 million between its introduction in FY 1984 and
the close of FY 1986. It has helped to reduce the growth of the state's Medicaid
spending from approximately 10% per year (the average annual growth rate for
the decade 1974-1983) to 3% in 1984. At a time when health care costs rose at a
national average of 6% per year, Massachusetts' Medicaid increase of only 3 % in
FY 1984 compared very favorably.

Contact
For more information on the MMIS system, contact Gene Delucia, Assistant to the
Commissioner for Systems, Department of Public Welfare (617)574-0209.
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Unemployment Insurance
Claims Processing System
The Division of Employment Security (DES) is responsible for administering the
state's Unemployment Insurance Program, which provides income maintenance
and health insurance to unemployed workers while they seek nevv jobs. The un
employment rate in Massachusetts is 3.9%, the lowest of any industrial state in the
country. Still, this means that more than 150,000 individuals are seeking work at
a given time. In addition, the ranks of the unemployed population change as in
dividuals move in and out of jobs. Thus, in a single year, DES issues unemployment
checks to more than 340,000 individuals.

State Action
Until 1984, DES used an antiquated and inefficient system that operated on an out
moded mainframe computer to process and pay unemployment insurance checks.
InJuly 1984, DES began a phased implementation of a modern and fully
automated claims processing system. The system, which includes a new and
more powerful mainframe, will be installed in all 39 local DES offices by September
1986. Full implementation of the new system will reduce processing and issuance
time, in1prove accuracy in payments, and decrease claims administration expenses.

Financial Benefits
When fully implemented, the new claims processing system will yield annual savings of more than $ 2 million. Major sources of savings are detailed below.
■ Staff Utilization: DES has analyzed how full implementation of the new system I
will affect staffing needs. It anticipates redeploying central administrative staff I
in at least four departments and generating annual savings of $800,000.
■ Equipment Maintenance: Better reliability and lower maintenance costs are '
expected to yield $760,000 savings annually.
■ Claims Payment Accuracy: The new system includes enhanced editing programs. These should improve the accuracy of all payments and reduce overpayment. DES anticipates annual savings of $310,000 in the Unemployment Insurance Trust Fund.

1

■ Improved Cash Management: Under the old system, DES estimated daily
payments using day-old information and had the cash on hand to meet these
estimated payments. Because information was not current, DES would err on
the conservative side and withdraw excess funds to ensure its ability to meet
all obligations. The new claims system enables DES to measure accurately the
number and value of checks being processed daily. This will eliminate its over
drawing of funds, improve its cash management, and increase the interest earn
ed on its funds. DES expects revenues to increase by $30,000 annually.

Contact
For more information on the new claims-processing system, contact Marlene 1
Seltzer, Deputy Director, Division of Employment Security (617)727-6606.
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