ANALYZING THE ADMINISTRATIVE EXPENSES
OF PUBLIC-ASSISTANCE AGENCIES

JoEL GorpON *

Tue vouuMiE of public-assistance and relief
expenditures has been, for almost a decade, at a
level which classifies reliof agencies in the category
of big business. Unfortunately, as the volume of
these expenditures has increased, budgetary and
fiscal methods for planning and controlling them
have not been sufficiently improved. As a result,
administrators of huge public-assistance programs
in many States lack not only devices for directing
the expenditures of their agencies but also the
essential financial data on which to base present
policies and future pluns.

Administrators are likely to feel the lack of
financial data most keenly when they are called
upon by the legislature to defend their estimates
in requesting appropriations. They also must
have these data in order to give a proper account-
ing of their stewardship to legislators, superior
officers, and to the public, and to gauge the
effects of current and proposed policies. New
policies cannot be established on any rational
basis or old ones revised unless adequate infor-
mation is available.

One group of relief expenditures, commonly
referred to as ‘“‘administrative oxpenses,” has
been singlod out almost invariably by legislators
for special attention. This group of expenses is
not only severely criticized but also misunder-
stood and misinterpreted. It is the purpose of
this article to indicate the importance of analyses
of administrative expenses in clearing away cur-
rent misconceptions and guiding the day-to-day
administration of public-assistance programs.

Analysis of Administrative Expenses by Pro-
gram

Much of the misinterpretation and misuse of
data on ‘“administrative expenses’ results from
failure to define the terin. Most public-assistance
and relief agencies distinguish between payments
for assistance to persons in need and expenditures
for all other purposes. The first group of expenses
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is relatively easy to identify and measure. Al
other expenses of the agency are thon usually
agsunmed to be expenses involved in “adminis.
tering’’ assistance payments,

However, if so-called “administrative expenses”
are analyzed, more often than not they aro found
to include oxponses for a variety of purposes,
among thom expenses of certifying eligible persons
to the Works Progress Administration, to the
Civilian Conservation Corps, to the IFarm Security
Administration for emergeney subsistenco grants,
and to other Federal, State, and loeal agencies,
The certification process usually involves field in-
vostigation and preparation of records and forms—
no small amount of additional work. 1t is in-
correct to elassify such expenses as a cost of fur-
nishing the types of assistance direetly adminis-
tered by the agency. Similarly, sponsors’ con-
tributions paid from the administrative funds of
a general reliefl agency for a WPA project are
costs of project operation and should not be in-
cluded in the cost of general relief “administration.”

Morcover, in some public-assistance agencies,
expenditures for certain types of assistance to
recipients are paid from administrative funds and
consequently are charged to  administration.
These charges may include salaries of physicians
employed directly by public-assistance ngencies to
furnish mediecal service to needy recipients,  Jix-
penditures for this purpose are obviously a form
of assistance to recipients and should be so classi-
fied, as is usually the case when similar assistance
is furnished by private physicians through the
medium of medieal relief orders.  Ixpenses of
operating public commissaries are usunlly classi-
fied incorrectly as administrative expenses; yet
relief orders on private vendors, whielh necessarily
include tho cost of retail distribution in the selling
price of the commodity, are ordinarily classified
as assistanco payments. It secems illogieal to in-
clude, ns a cost of administering assistance to
needy persons, expenditures for materials and
supplies for work-relief projeets which result in
permanent improvements, in production of com-
modities, or in services.
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This practice of lumping expenses other than
pssistance payments as “administrative” oxpenses
would not of itself be so serious if it were not for
the fact that legislators, in appropriating funds,
commonly relate administrative expenses to the
amount of assistance payments to bo granted to
persons in need. On the assumption that these
two types of expenditures are closely related, they
have often limited administrative expenses to a
specified percentage of assistance payments and
have failed to recognize that relief agencies must
often finance from administrative funds the costs
of performing many functions in addition to the
#gdministration” of relief. It is important to
identify the expenses of each of these programs or
services in order to answer unjustifiable charges
that administrative expenses are excessive in the
light of their ratio to assistance payments.

1t is highly important also for the administrator
to know the expenses of administering each pro-
gram in order to plan, control, and evaluate ex-
penses for these activities. Most public-nssistance
agencies submit budgets to the legislature which
do not indicate the amounts required to administer
each individual program. In doing this, they lend
encourngenient to legislators who compare the
total amount estimated for administration with
the amount estimated for assistance payments, It
is not urged that separate appropriations should
be made for administering each of the many
related programs which the agency administers,
It is extremely important, however, that the total
estimate of administrative expenses be built up
from estimates of the expenses of administering
individual programs and that these underlying
data be available to support the total amount
requested. It is of equal importance that actual
expenditures be nnalyzed currently by program to
make certain that the apportionment of available
funds among the several programs is being made
as intended by the administrator,

Many erroneous comparisons of administrative
expenses have been made beenuse of failure to
take into nccount the fact that the combination
of programs administered by public-assistance
agencies differs from one fiseal period to another
and that agencies in different States and loeal
agencies within a single State ndminister different
combinntions of programs. If  administrative
expenses are analyzed by program, these varin-
tions do not present a problem. With due con-
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sideration for many other factors (some of which
will be mentioned later), the administrator may
compare administrative expenses for each program
during the current period with expenses for prior
periods and with the expenses of agencies in other
States. Similarly, the administrative expenses of
local districts or political subdivisions may be
compared with one another. While considerable
caution must be employed in drawing conclusions
from such comparisons, their usefulness is obvious.

Analysis by “Object”

Administrative expenses are most commonly
analyzed by public-ussistance agencies according
to ‘“objects,” such as personal services, travel,
oflice supplies, ecquipment, communications, rent.
The classifications vary greatly from State to
State, both as to objects and to detail. There are
distinet administrative uses for analyses of admin-
istrative cxpenses by objects. The amounts
expondable for each object ure often specified in
State or local appropriation acts; where this is
done, expenditures are accounted for in accordance
with the object classes specified in the appropri-
tion acts.

Kven though it is not required by law, however,
there are advantages in classifying administrative
expenses by object to prevent over-expenditure for
one object cluss of expenditure at the expense of
another. For example, funds exponded for equip-
ment in excess of amounts budgeted or in the
absence of budgeting by objects may ropresent
funds nceded to meet pay rolls. 1f the percontages
of total administrative oxpenses for salaries, sup-
plies, and other objects are compared for different
periods, the administrator may learn whether
progressively more or less of the agency’s funds
is being expended for specified objects. If this
analysis reveals a trend contrary to policy, it will
indicnte the need for watching some groups of
expenditures more clasely or analyzing them fur-
ther in order to discover the explanation for the
trend. Comparable data as to the relative amounts
expended by other agencies for different objects of
expense will be valuable to the administrator as a
basis for ovaluating tho reasonableness of his own
agency’s costs. Similar comparisons for local
agencies under the supervision of a State agency
will be helpful in establishing standards against
which the performance of each local agency may
be evaluated.
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Analyses by “‘Organization Units’> and by
“Functions”’

The public-assistance agencies of the larger
Statos and counties find it conveniont to depart-
mentalize their work by establishing units to per-
form certain functions, such as social service, re-
search and statistics, or accounting and auditing.
An analysis of expenditures by organization units
is essential to determine, for example, whetheor or
not the proportion of the agency’s funds expended
for a research and statistics division is reasonable
and in accordance with the intended distribution
of the funds.

It is also important to know the administrative
oxpenses of each unit of the agency for budget pur-
poses. The total budget of a public-assistance
agency should represent a consolidation of indi-
vidual budgets for each organization unit. Un-
fortunately, the budgets of most public-assistance
agencies are determined on an over-all basis, and
the parts are permitted to adjust themselves to the
whole a8 best they can. Administrators who roly
on such haphazard budgetary methods are unable,
frequently, to justify in any concrete manner their
claims for funds before legislative bodies. Analysis
of administrative expenses by organization units is
fundamental to scientific budgeting through which
thoe needs of the individual units are realistically
translated into a financial plan; it is, moreover, a
device to keep individual organization units from
excecding budget limits without the knowledge and
approval of the administrator.

Unfortunately, the value of analyzing expendi-
tures by organization units is seriously limited by
the fact that comparisons can be made only among
agoncies which are organized along identical de-
partmental lines, which is seldom the ease. Nor
can comparisons be made if the agency is too small
to be departmentalized. The use of analysis of
expenses by organization units is thus limited
largely to internal budgetary control; a further
typo of analysis is necessary if useful comparisons
among agencics are to be made.

A “functional analysis” of administrative ox-
penseos is needed for this purpose, i. e., a deter-
mination of oxpenses for cach function common
to all public-assistance programs. While it is
not possible for smaller agencies to establish
individual departments, the functions reflected in
tho organizational units of larger agencies do exist.
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The typist who, among other duties, maintaing
financial records and prepares financial roports ip
.tho small rural county agency is no less ongaged
in performing the finance function than is the
finance division in the larger urban county or iy
the State oflico. Tho functions of a public.
assistance agency may be broadly classified ag
operating and exccutive. The oxecutive funetion
would include not only executive supervision but
also service functions, such as research, account-
ing, and auditing. The operating function may
be broken down into its components: application
intake, original investigation of eligibility, rein-
vestigation of eligibility, and so forth. Xach of
these functions, in turn, may be further sub-
classified: Original investigation of oligibility, for
example, includes the functions of investigation
of ownership of real property, investigation of
insurance policies held by the applicant, or the
determination of age, citizenship, and rosidence,
Needless to say, the detormination of expenses by
functions is a very diflicult technical job.

Functional analysis will reveal to the adminis-
trator the total expenses of performing each func-
tion, not merely the oxpenses incurred by the
unit specifically responsible for it. It may be
the means by which the administrator discovers
the extont to which organization lines fail to
coincide with functional lines. It may indicate
considerable underestimation of the expenses of
performing specific functions, or unnccessary
oxpenses resulting from duplication and overlap-
ping, and possibilities for improved efliciency by
realignment of functions. The chief merit of
a functional classification, however, lies in tho
possibilities it affords of comparing agoncies of
varying internal organization with one anothor.
If oxpenses are analyzed in terms of functions
necessarily common to all public-assistance agon-
cios, differences in internal organizational struc-
ture do not invalidate comparisons. The expense
involved in making investigations, for oxample,
can be compared from agency to agoncy with
reasonablo safety irrespective of tho organizational
units incurring such expenses. These data will
furnish answers to some basic questions raised
by administrators: Ilow much do other agoncies
spend for accounting? for research? in determining
oligibility for and the amount of assistance pay-
ments?
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Unit-Cost Analysis

Analyses of the types previously described do
not take into account important differences among
agencies. One of the variables obviously vitiating
comparisons is the difference in the size of agencies.
It should go without saying that the expense of
administering an old-nge assistance program for
100,000 needy aged individuals cannot be com-
pared with that of a similar program for 10,000
persons. Differences in size of program may be
taken into account by restricting comparisons to
agoncics with approximately equal casoe loads or by
reducing expenses to a ‘‘cost per case” basis.
While comparisons on this basis are usecful, they
may be very misleading, because case load is an
index to the volume of work to be performed but
does not take into account the work actually per-
formed. An agency with a relatively large case
load per worker will automatically have a low cost
per case, other things being equal; however, the
low cost may arise from the fact that cases are in-
vestigated inadequately aund visited infrequently.

It is of utmost importance for purposes of com-
parison that administrative expenses be related to
performance. To measure the quantity of work
performed is no easy task; to measure in a similar
way tho quality of work performed presents diffi-
culties probably insuperable for some time to come.
Despite these limitations and the technical diffi-
cultics of the problem, unit-cost data for adminis-
trative expenses are by far the most useful type
of data for the public-assistance administrator.
Expenses of agencies administering programs of
varying magnitude can be compared. Adminis-
trative oxpenses of different agencies can be com-
pared in some relation to performance. Many of
thoe variable factors interfering with inter-agency
comparisons will hinve been eliminated or mini-
mized.

With unit-cost data at hand, budgeting may be
removed from the realm of guosswork. The vol-
ume of work to be performed during the fiscal
period may be estimated in terms of physical
uhits — original investigations, reinvestigations,
and so forth; the average number of interviews of
different types, cliont and collateral, in the field
and in the oflice, involved in making original in-
vestigations and reinvestigations may also be esti-
mated. ‘The nced for these interviews in terms
of the legal requirements of eligibility could be
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made clear. The cost of performing the esti-
mated work can then be determined roughly on
the basis of unit costs for the preceding period.
Without unit-cost data, the budget estimates
tend to be mere projoctions of past expenditures
and are not based on any fundamental analysis
of the amount of work to be done and the known
cost of doing such work. Legislators are coming
more and more to demand unit-cost data in sup-
port of appropriation requests. The administrator
who has such data not only will budget administra-
tive expenses more accurately but will be in a
position to support his budget estimates with
factual data instead of opinion.

In common with the other types of analyses,
unit-cost data are of greatest value in the day-to-
day administration of the public-assistance pro-
gram. If budgets are based on unit-cost data
representing average costs for the preceding
period, a “norm” or ‘“‘standard” is established
against which actual expenditures may be meas-
ured. Comparisons of current expenditures with
the norm give the administrator the answers to
such questions as: Are costs per unit higher or
lower than anticipated? Does the estimated vol-
ume of work to be performed, for which funds are
made available in the budget, need to be revised
upward? Will sufficient funds be available to
finance the present volume of work?

Most administrators feel the need of a guide or
standard other than the past experience of their
own agencies. They may find this need met by
unit-cost comparisons with other agencies and by
comparing the unit costs of their own agency with
average unit costs of all agencies combined. Rela-
tively high or relatively low unit costs may equally
be the subject of further inquiry. Low unit costs
may raise a question as to the thoroughness of the
quality of work performed and the extent to which
they roflect a sacrifice of quality for quantity.
Similar comparisons among local administrative
units—administrative districts of the State or local
political subdivisions—constitute a valuable in-
strument of control and supervision for the State
agency.

Analysis by Source of Funds

It is customary for public-assistance agencies to

account for administrative expenditures by means

of fund accounting. These fund accounts are
frequently maintained for each public-assistance
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program; separate accounts for assistance as dis-
tinguished from administrative funds are com-
mon. Unfortunately, fund accounts do not al-
ways show the relative amounts of Federal, State,
and local funds used to finance the public-assist-
ance program. Although receipts are usually re-
corded by source, expenditures are not so classi-
fied. Uponreceipt, Federal, State, and local funds
are often merged, and thereafter no attempt is
made to charge a proper proportion of expendi-
tures to each source. When State or IFederal
funds are furnished on a straight matching basis,
amounts expended from each source can be deter-
mined easily. This is not the case when Federal
and State funds are made available on the basis
of factors not directly related to the amounts ac-
tually expended, such as population or financial
ability. In these circumstances it is impossible to
analyze expenditures by source of funds unless a
definite policy is established for currently charging
a fixed proportion of expenditures to each source.

It is important to analyze expenditures as well
as receipts by sources of funds, if for no other
reason than to determine balances of available
Fedoral, State, and local funds. Unless proper
charges to each source are determined and the
accounts are maintained on this basis, tlie adminis-
trator will not know the balances of Federal,
State, and local funds, respectively, but only the
total combined balance of these funds. As a
result, he may expend funds which have not been
“‘earned” and which will have to be returned or
deducted from future receipts.

The administrator needs data on sources of
funds, not only for control purposes but also, more
importantly, for determining basic policies in
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financing the public-assistance program. Will the
anticipated Federal, State, and local funds be
sufficient to meot estimated expenditures? Will
relatively more State funds be necessary? What
proportion of expenditures in other States is
financed from Federal, State, and local funds, re-
spectively? Ilow are administrative expenses
financed in other States? assistance payments?
As the agency responsible for supervising local
public-assistance agencies, the State public-assist-
ance agency will want to determine the extent to
which each political subdivision has shared in
financing the program and whether each has as-
sumed o financial burden consistent with its finan-
cial ability and relief needs.

Uniform Reporting—the Basis for Comparison
and Evaluation

It should be apparent that public-nssistance ex-
penditures cannot be evaluated unless oxpendi-
tures are uniformly classified for comparative pur-
poses. Comparative data require precise defini-
tion of each expense classification and a uniform
reporting system in accordance with definitions
thus established. The Division of Public Assist-
ance Resoarch of the Social Security Board has
undertaken to develop experimentally a program
for uniform reporting of adininistrative oxpenses
broken down into a number of signifieant classifi-
cations. 1Itishoped that this experimental report-
ing program, in which considerably more than one-
half of the States are now cooperating, will make
available comparative statistics on administrative
expense and that these data will provide admin-
istrators with an essential tool for the direction of
public-agsistance programs,
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