Allocation Team Report

Background:  The Allocations Team was charged with reviewing the various program allocation models and recommending changes.  Specifically, the Team was asked to look at several components:

- average state salary calculations

- hold-harmless provisions

- minimum staff positions

- mandatories

- review program algorithms: when and how should these be changed. 

Approach:  First of all, the Team reviewed the varying formulas in detail reviewing history, concepts and results.   All components, formulas and existing spreadsheets were completely and openly shared for detailed review and verification by any Team member.   This open review was an essential step in moving forward positively.   It is important that formulas be clearly stated, the components known and the process open and free from manipulation. 

Indeed, in at least 2 programs (LAUS and CES), the formulas run years ago have been updated only to reflect mandatories as other workload measures have not changed. 

Principles:  The Team in its discussions developed several principles for good allocation formulas

Workload driven:   The allocation of resources should be based on the relative workload as measures by each program.  These workload measures should be periodically reviewed for their relevance, priority, weight and the impact of technology and other factors. 

Economies/diseconomies of scale:  The concept of economies of scale/diseconomies of scale should be thoroughly reviewed.  While the Team began attempts to quantify these concepts, it proved very difficult and further work would unnecessarily prolong the completion of the Team report.  It would best fall to the individual programs to address this along with designating the proper workload and quality measures. 

Freedom from manipulation:  Formulas should be designed to be as free from manipulation as possible.  While no manipulation was identified or alleged, the use of various factors should be considered with weight given to fairness and relative freedom from potential manipulation. 

Quality:   The overall goal is to distribute funds in a manner to provide for an equal level of quality across all States.  The bases for the current formulas were developed over 15 years ago.  A number of features were considered in the development of these formulas on the presumption that if the formulas were correct, and with the assistance of the Regional Office power for realignment, that data quality would be relatively equalized across the States.  To the extent that a series of quality measures can be developed, funds should be reallocated so as to achieve a relatively consistent level across States. 

Openness: The formulas should remain documented, widely available and open to review. 

Recommendations:

1. Average salary figures:   The calculation of the state average salary figures should be changed to use the most recently published ES-202 State government annual average wage.  While no figure or calculation would necessarily be considered perfect, the existing formulas result in unrealistic figures in certain states that could not be justified and thus, a perception that the formulas are flawed or manipulated.   The ES-202 published data were found to be the best among the alternatives reviewed.   

Attached is a table showing the state salary figures in use by State and program.  The variation was found to be inconsistent across programs and within States.  Thus, the Team felt that this inconsistency unjustifiable for the purposes of the target models.  

Anytime a formula is changed, given a fixed-sum environment, there will be gainers and losers.  This recommended change to the current formula has a significant effect on the funds targeted for many States and even at regional levels.  While the Team feels that this recommended use of a consistent average State salary makes sense, it does not endorse a rapid implementation.  Rather, the Team recommends that States that would loose funds be held constant for at least 3 years while any new funds flowing into a program for mandatories be funneled to those States that would gain.  The individual program Policy Councils should be charged with monitoring the effects of this gradual approach regularly.  In the CES and LAUS programs, we estimate that it will take 5-6 years to achieve these levels.  In the ES-202 and MLS, it should take only 2-3 years to achieve the new levels. This approach recognizes the need to change but minimizes the negative affects of making such a change.   

New funds flowing into a program from newly authorized program increases that carry new workload or deliverables would not be subject to this provision. 

2.     Hold Harmless:  Hold harmless provisions should be changed in two ways:

A.  When formulas are changed, there should be a 3-year implementation to the new 

formula.  This will provide for a fairly rapid resource reallocation that has been justified. 

B.  While formulas are stable, the hold harmless should be 4% plus the percentage of the labor mandatory.   The current provision limits change to a 4% level including mandatories, thus strongly constraining needed change.  For example, a 2.6% mandatory leaves only 1.4% movement from actual workload leaving, for example rapidly growing states unable to keep up adequately with their workload. 

The Team considered other alternatives including:

- the current limits (+4%)

- larger limits, and

- a zero loss but larger upper limit, essentially using the mandatories alone to provide movement.

3.      Mandatories:  Mandatories should be applied to all components of the formulas.    The existing allocations formulas do not separately estimate for labor (PSR and AST) or non-labor components and mandatories are allocated after the other base and workload-driven components are calculated. 

The Team is recommending that no change be made to this approach for three reasons.  First, under any approach, mandatories are exhausted, that is fully allocated.  Second, the level of mandatories are usually estimated by OMB using the GDP deflator reflecting price changes across a range of items including labor and non-labor, therefore States should receive increases covering all of their costs.  Also, the level or percent of mandatories allowed by OMB are on the entire amount on BLS funds without regard for labor vs. non-labor categories. 

Thirdly, if the formulas were to be redesigned to account for these components, they would have to recognize that the various States have varying approaches on what items are included in PRS, AST and NPS.  Attempting to correctly account for, track and correctly adjust for these practices would be an unjustifiable expense and unlikely to result in any benefit.   If, for example, a redesign were made to account for the different categories, and mandatories were only allocated on Program Staff Resources, a State(s) that places more items or categories in AST than other States would be penalized for a non-workload, non-programmatic, purely administrative feature.  Therefore, it is justifiable, preferable and efficient to allocate mandatories on the entire amount.  

Further, the Team recommends maintaining the current practice of allocating mandatories evenly across States without regard to their individual actual cost of living or other inflation-justified costs in any particular year.  Variations in individual State’s costs would be considered at the Regional Office level during its review and negotiations with its States. 

Also, the Team recommends maintaining the current practice of allocating mandatories prior to any holdbacks or other fee-for-service adjustments, which are separately calculated and that may apply to only some States. 

Any approach that restricts mandatories to a single component provides incentives to manipulate budgeting.

4.  Review Program Algorithms:  Changes in the workload measures and their structure should be remanded to the individual program policy councils and program mangers.   The Team recommends that the guiding principle in determining whether changes in formulas should be based on establishing and maintaining the highest level of comparable quality across States.  Where quality measures show an imbalance that can be ascribed to imbalances in funding, then changes would be warranted and justifiable.   This principle does not preclude other justifications for changes that may arise over time.

Also, the Team found that any further changes to the formulas resulted in levels of change that were not justifiable. 

5.  Economies and Diseconomies of Scale:  This basic economic concept is the premise for use of base positions in formulas and this level currently varies by program.  The existence and level of base positions or other means for accounting for the varying size of State workload should be included along with other workload and quality studies on a program by program basis. 

6.       Implementation of the Recommendations: These recommendations should be implemented with the FY 2002 allocations.   

Appreciation:  The Team worked very well as a unit with frank and open discussions yielding for all parties a better understanding of not only the formulas but also the implications of them for the recipients of the funds.   While each member contributed substantially, the Team would most like to thank Dan Anderson of Arizona for his tireless work profiling the formulas, working and reworking alternatives and through this work providing sound insights upon which many of us relied.  

