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3V THE COMPTROLLER GENERAL TELEASED

Report To The Committee
On Government Operations
House Of Representatives

OF THE UNITED STATES

Better Use Of Information Technology
Can Reduce The Burden Of Federal Paperwork

The Federal Government has made signif-
icant progress in reducing the public’s
information reporting burden by simplifying
and eliminating forms and by other means.
Little is being done by OMB and Federal
agencies, however, to use information
technology to further reduce business and
Government paperwork burden and reduce
associated costs.

There are over 3,300 information reporting
requirements levied on businesses by the
Federal Government. GAQO performed case
studies of four of these. In each case, GAO
found that submission of the required data
through automated means such as magnetic
tape, disk, or telecommunications would
significantly reduce paperwork burden and
improve the efficiency of the data collection
operations. Strong leadership by the Office
of Management and Budget and increased
emphasis by Federal managers are needed
to capitalize on the potential benefits of
using information technology in Federal
data collection activities.
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Request for copies of GAO reports should be
sent to:

U.S. General Accounting Office

Document Handling and Information
Services Facility

P.0. Box 6015

Gaithersburg, Md. 20760

Telephone (202) 275-6241

The first five copies of individual reports are
free of charge. Additional copies of bound
audit reports are $3.26 each. Additional
copies of unbound report (i.e., letter reports}
and most other publications are $1.00 each.
There will be a 25% discount on all orders for
100 or more copies mailed to a single address.
Sales orders must be prepaid on a cash, check,
or money order basis. Check should be made
out to the “Superintendent of Documents’’.




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20548

B-210393

The Honorable Jack Brooks

Chairman, Committee on Government
Operations

House of Representatives

Dear Mr. Chairman:

This report is one of a series resulting from your request
of December 16, 1980. You asked us to identify, in selected
agencies, where information technology can improve economy and
efficiency. This report addresses the use of information tech-
nology in the transfer of data from private businesses to the
Federal Government. Our report demonstrates opportunities to
reduce information collection burdens and enhance agency opera-
tions through the use of information technology.

Our report uses case studies of reporting requirements
placed on businesses by the Departments of Health and Human
Services and Commerce and by the Commodity Futures Trading Com-
mission. It also reviews efforts by the Office of Management
and Budget to encourage use of information technology in data
submission,

We made recommendations to the agency heads on how the
collection of each particular reporting requirement can be
improved and to the Office of Management and Budget on how to
increase the use of information technology throughout the
Government.

We did not obtain formal written agency comments. However,
we discussed our findings, conclusions, and recommendations with
appropriate agency officials and incorporated their views as
appropriate. Unless you announce its contents earlier, we will
send copies to interested parties and make others available upon
request 30 days from the date of the report.

Sincerely yours,

Ol A iy

Comptroller General
of the United States






COMPTROLLER GENERAL'S BETTER USE OF INFORMATION
REPORT TO THE COMMITTEE TECHNOLOGY CAN REDUCE THE
ON GOVERNMENT OPERATIONS BURDEN OF FEDERAL PAPERWORK
HOUSE OF REPRESENTATIVES

DIGEST

For fiscal years 1981 and 1982, OMB and Federal
agencies reported reductions in the public
information burden totaling 246 million hours
through eliminating, reducing the frequency of,
or otherwise modifying hundreds of information
requirements. However, little is being done to
improve the submission and handling of required
data through information technology.

GAO reviewed four data collection activities

as case studies to determine the potential
benefits associated with information technol-
ogy. In addition, GAO assessed OMB's policies
and procedures in this area. GAO found that
increased use of information technology would
reduce Federal paperwork burden and improve the
efficiency of the data collection activities
reviewed. While the extent of the potential
benefits varied on a case-by-case basis, oppor-
tunities exist in all of the reviewed cases for
better use of information technology. Some re-
cent actions have been taken by Federal managers
to realize these benefits, but more could be done.

INCREASED MANAGEMENT
EMPHASIS NEEDED

GAO found that Federal managers at all levels
need to be more attentive to the use of
information technology as a means of reducing
reporting and handling burdens. OMB needs to
provide agencies with policy on the use of in-
formation technology and guidance for its im-
plementation in their data gathering activi-
ties, as required under the Paperwork Reduc-
tion Act of 1980. Agency senior officials
stated that the lack of guidance from OMB is
one of the prime reasons individual agency
policies and procedures have not been promul-
gated, OMB also needs to establish internal
procedures to monitor and encourage Federal
managers' commitment to the use of information
technology. (See pp. 35 and 36).
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GAO found that agencies need (1) strategies to
implement and control automated data submis-
sion programs, and (2) information and market-
ing analyses to realize the potential for
increased automated submissions. None of the
agencies, for instance, could tell GAO which
respondents could most likely change to an
automated submission. One agency could not
provide a complete listing of its respondents,
or identify those with the highest reporting
volume. (See p. 29.)

Federal managers also have not maximized the
benefits of automated programs once developed.
One agency, for example, averaged less than 2
new participants each year for the last 7
years, even though there are over 62,000 re-
spondents in a highly automated industry. 1In
1981 alone, about 30 respondents had inquired
about program participation. (See p. 29.)

CASE STUDIES INDICATE
POTENTIAL BENEFITS

GAO's analysis of four selected reporting
requirements disclosed clear examples of sit-
uations where information technology could be
used to make data submissions more timely and
less costly for both the Government and
respondent.

For example, of the 45 million Medicare bills
submitted by health care institutions to in-
surance companies (called intermediaries)
under contract with the Health Care Financing
Administration, only about 7.3 million are
submitted in automated form. At only nine
intermediaries, GAO found that the number of
automated claims could be increased by about 4
million., GAO calculates that the Health Care
Financing Administration could save at least
$1.3 million by automating these claims. (See
pp. 11 to 17.)

In another case study, only 600,000 of the
approximately 10 million Shipper's Export
Declaration reports submitted to the Bureau of
the Census are received in automated form.

GAO found examples where the respondents pre-
ferred to submit automated data but could not
get sufficient information from Census on what
to do to make the change. After contacting
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just 33 of over 62,000 respondents, GAO found
that Census could almost double its volume of
automated submissions and save about
$183,000. (See pp. 17 to 20 and 29.)

GAO's review of the two remaining case studies
at the Commodity Futures Trading Commission
and the Food and Drug Administration also
identified potential improvements through
better use of information technology. (See
pp. 20 to 25.)

CONCLUSIONS AND RECOMMENDATIONS

Although automated submissions are not feas-
ible for all respondents of all reporting
requirements, where they are possible, bene-
fits will tend to outweigh costs. Managers at
all levels (OMB, Federal agency, and respon-
dent) must cooperatively explore the use of
information technology, implement appropriate
automated systems, monitor their effective-
ness, and periodically update them. Proper
use of information technology can save mil-
lions of dollars and increase data collection
efficiency and effectiveness for both the
Federal Government and respondents.

GAO recommends that the Director, Office of
Management and Budget:

--Establish written policies on the use of
information technologies as a means of
reducing burden to the Government and public
and improving the efficiency and effective-

~ness of agency operations. (See p. 39.)

-~-Amend the forms clearance process by requir-
ing agencies, except under exigent circum-
stances, to determine whether an increase
in automated submissions is feasible., If
feasibility is established, the agency
should submit a plan describing its antici-
pated actions. (See p. 39.)

--Direct the Office of Information and Regula-
tory Affairs, as part of its continuing
oversight responsibilities of Federal infor-
mation management activities, to period-
ically review Federal agencies' efforts to
implement and reassess programs for increas-
ing automated submission of required data.
(See p. 39.)

iii



GAO also recommends that the Secretaries of
the Nepartments of Health and Human Services
and Commerce, and the Chairman of the Com-
modity Futures Trading Commission take
actions to further the use of information
technology in the specific data collection
activities reviewed. (See pp. 33 and 34.)

D

This report results from a broad request by
the Chairman, House Committee on Government
Operations, that GAO review information
management activities within the Federal
Government. Using examples, the report
addresses data collected from businesses and
identifies opportunities to reduce information
collection burdens and enhance agency opera-
tions through the use of information technol-
ogy. GAO did not obtain official comments
from agency officials on the findings, conclu-
sions, and recommendations in this report.
GAO, however, obtained unofficial oral com-
ments from senior officials of the agencies
whose activities are discussed, and has incor-
porated their views as appropriate.
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CHAPTER 1

INTRODUCTION

The Federal Government imposes a tremendous paperwork
burden on the general public. During the early 1970s this
burden grew, virtually unchallenged, because of the increase
in the number of Federal programs, and because Federal
managers needed more information to make decisions. In the
late 1970s, however, Federal managers began to respond to
public and congressional outcries to reduce paperwork and the
associated burden. According to Federal statistics, the
public currently spends over 1.5 billion hours submitting
paperwork required by the Government. '

The Paperwork Reduction Act of 1980 reflected the con-
cerns of both the Congress and the public. It mandated speci-
fic burden reduction goals and assigned specific responsibili-
ties to the Office of Management and Budget (OMB) and Federal
agency officials. Since passage of this act, Federal agen-
cies, in cooperation with OMB, have significantly reduced
Federal paperwork. 1In its 1982 report to the President, OMB
reported a l7-percent reduction--246 million hours--in the
paperwork burden known to exist in 1980. This reduction was
achieved primarily by eliminating and/or simplifying reporting
and recordkeeping requirements. The Administration also has
reduced the paperwork burden by simplifying numerous Federal
regulations. ‘

One of the purposes of the Paperwork Reduction Act was to
ensure that automatic data processing and telecommunications
were used by Federal managers to reduce the paperwork burden
on both the public and the Government. OMB and Federal agen-—
cies did not consider this a priority during the first 2 years
of the act. Consequently, Federal agencies have not stressed
the submission of required data in machine readable 1/ rather
than paper form. This report discusses (1) current efforts by
Federal agencies to use technology in their data collection
activities, (2) examples where information technology could
lessen paperwork and the cost of data collection for both the
Government and respondents, and (3) the overriding need for
Federal managers throughout Government to become more com-
@itted to developing, implementing, and periodically reassess-
ing programs which allow the public to submit required data in
machine readable form.

E/Information received by media such as magnetic tape,
magnetic disk, or through telecommunications.



CHARACTERISTICS OF FEDERAL
PAPERWORK REQUIREMENTS

The Federal Government collects information for a variety
of reasons. 1In fiscal year 1982, 78 percent of the paperwork
was for regulatory or compliance purposes, 13 percent for
applications, 5 percent for program evaluation or research, 3
percent for program management, and 1 percent for general
statistical purposes. Of this amount, 75 percent is manda-
tory, 19 percent is required to obtain or retain a benefit,
and 6 percent is voluntary.

The paperwork burden falls on all segments of society,
but most heavily on businesses. In fiscal year 1982, 57 per-
cent of the total burden rested on businesses and other insti-
tutions. Of the remaining 43 percent, 32 percent fell on
individuals and households, 10 percent on State and local
governments, and 1 percent on farms.

THE PAPERWORK REDUCTION ACT OF 1980

This report is one of several ongoing efforts by GAO to
assess how well Federal managers are complying with the pro-
visions of the Paperwork Reduction Act of 1980. Essentially,
the act's objectives are to improve Federal information
policymaking, better manage information resources, and reduce
the burden and costs associated with collecting, using, and
disseminating Federal information. The act, which became
effective on April 1, 1981, has six major purposes:

~-To minimize the Federal paperwork burden for
individuals, small businesses, State and local
governments, and other persons.

~~To minimize the cost to the Federal Government of
collecting, maintaining, using, and disseminating
information.

~-To maximize the usefulness of information collected by
the Federal Government.

--To coordinate, integrate, and make uniform Federal
information policies and practices.

--To ensure that the Federal Government acquires and
uses automatic data processing and telecommunications
technologies in a manner which improves services and
program management, increases productivity, reduces
waste and fraud, and reduces the information process-
ing burden for the public and the Federal Government.



--To ensure that the Federal Government collects, main-
tains, uses, and disseminates information in accordance
with laws relating to confidentiality, including the
Privacy Act (5 U.S.C. 552a).

The act gives prominent roles for paperwork reduction to
three Federal agencies--OMB, the General Services Administra-
tion (GSA), and the Department of Commerce. It establishes a
broad mandate for agencies to manage their information activi-
ties efficiently, effectively, and economically. When carry-
ing out their activities, agencies are to comply with the
policies, principles, standards, and guidelines prescribed by
the OMB Director and administered through OMB's Office of
Information and Regulatory Affairs. One of the areas for
policysetting and oversight is the use of automatic data
processing (ADP) and telecommunications in data collection
activities.

GSA and Commerce also have responsibilities under the
act. GSA is required to provide advice and assistance to OMB
in conducting reviews of agency information management activi-
ties and in developing standards for records retention re-
quirements imposed on the public. Commerce's National Bureau
of Standards is responsible for developing and recommending
Federal information processing standards, conducting research
in computer technology, and providing scientific and technical
advice to both OMB and GSA in support of ADP policy develop-
ment.

In March 1982, draft legislation was submitted jointly to
the Senate by the Secretary of Commerce and the Administrator
of GSA which would eliminate Commerce's role under the Paper-
work Reduction Act by consolidating the functional elements of
the Federal Government's ADP program within GSA. The proposed
legislation was introduced in both the Senate and the House of
Representatives, but no action was taken by the last Congress.
The bill had not been reintroduced as of January 1983.

OBJECTIVES, SCOPE, AND METHODOLOGY

We evaluated the information management activities at OMB
and three Federal agencies to determine how effectively these
agencies use technology to collect information from the pri-
vate business sector. We focused on whether Federal managers
are adequately identifying opportunities for economies and
efficiencies through increased technology applications. We
restricted our review to reporting requirements placed on



businesses because (1) businesses bear the largest portion of
the total Federal reporting burden and (2) businesses would
more likely have the information technology capabilities, and
thus the opportunity, to save time and money through their use
in reporting activities. Specifically, we

--interviewed agency officials and reviewed agency
policies, regulations, procedures, and practices for
administering data collection activities;

--reviewed current and planned efforts to employ infor-
mation technology to reduce the public's paperwork
burden and improve operations;

--developed cost data for collection activities and
identified savings associated with automated data
collection; and

--identified and evaluated barriers which prevented the
increased use of information technology.

We selected our sample agencies after performing a
detailed analysis of each Federal agency's business reporting
requirements from information contained in OMB's files. We
did not necessarily select agencies imposing the highest
number of reporting requirements or the most time-consuming
reports to complete. Instead, we selected agencies imposing
both large and small amounts of paperwork to demonstrate the
range of applicability information technology may have. The
three agencies selected however, still accounted for 9.5 per-
cent of the total time businesses spend in completing report-
ing requirements, as well as 18.8 percent of the total number
of required forms sent to the Government by businesses. We
used burden estimates provided by OMB and the agencies.

We selected data collection requirements imposed by each
of these agencies as case studies to analyze current and
potential uses and benefits of information technologies. We
judgmentally selected specific reporting requirements to
include (1) some collection activities where respondents were
already providing information in machine readable form to
determine if Federal managers had maximized technology
utilization and (2) some activities where no automation was
being used but where we might identify high potential for
technology applications. The four data requirements selected
accounted for about 21.5 percent of the reporting burden
imposed on businesses by the three agencies.



We contacted 88 respondents to the selected reporting
requirements. We generally visited respondents who have a
relatively high volume of responses annually, and who gave us
good geographic coverage. We also gave consideration to our
time and travel budget constraints when selecting site locations
to visit. Both automated and nonautomated respondents were
selected to identify the cost differences, if any, between paper
and machine readable submissions. 1In determining estimated unit
cost savings, we used figures developed from our evaluation and
analysis of financial and cost/benefit data provided by the
agencies and industry representatives. Where our analysis
indicated a range of potential cost savings, we used the most
conservative documented figure. In some instances, estimated
total cost savings may be offset by initial start-up costs to
automate, but these amounts could not be quantified.

We conducted our review at the Office of Management and
Budget, the headquarters of the Health Care Financing Adminis-
tration, the Food and Drug Administration, the Bureau of the
Census, and the Commodity Futures Trading Commission; and
selected agency regional offices in New York, Chicago, Denver,
and Los Angeles in those instances where the regional offices
had primary responsibility for the data collection activities.
The details and a brief description of data collection activi-
ties and associated forms which we reviewed are in the table on
page 6. The statistics are on an annual basis.

Because we reviewed operations at only three agencies, the
results of our review cannot be statistically projected to all
Government data collection activities. Also, because we visited
a limited number of respondents, we have not attempted to
statistically project the results of the respondent reviews over
the entire reporting requirement. To be able to statistically
project our results would have increased the job scope beyond
reasonable budget limitations without, in our opinion, a
concomitant increase in precision. However, when the agency had
information which provided an overall perspective by agency or
data requirement, we used it in our analysis.

This audit was performed in accordance with generally
accepted Government auditing standards.



Agency
HHS

Health Care
Financing
Administra-
tion (HCFA)

Food & Drug
Administra-~
tion (FDA)

Commerce

Bureau of
the Census

CEFTC

Commodity
Futures
Trading
Commission

SUMMARY OF DATA COLLECTION ACTIVITIES REVIEWED

Activity and Form Responses

Respondents

Burden Hours

Medicare forms used by 45,000,000 12,600
institutional health

service providers to

bill HCFA for services

rendered to Medicare

beneficiaries.

14,245 23,000

Drug product listing forms
used by drug manufacturers
to report new, changed,
and discontinued drug
products to FDA for
inclusion into a compre-
hensive listing of com-
merclally marketed drug

products.

Shipper's export declara- 10,000,000 62,000

tion forms used by
exporters and frelght
forwarders to report
export statistics to
Census for compilation

in a monthly report on
the U.S. Balance of Trade.

Activity reports used by 406,000 koo
futures traders to report

accounts with high volume

sales and/or purchases to

CFTC for market surveillance

purposes.

12,400,000

3,000

1,670,000

32,460



CHAPTER 2

INFORMATION TECHNOLOGY CAN IMPROVE DATA COLLECTION

AND SAVE TIME, MONEY, AND EFFORT FOR BOTH

THE GOVERNMENT AND RESPONDENTS

Most of the data the Federal Government collects from
businesses is in paper form. With some notable exceptions,
Federal managers are not taking advantage of opportunities to
collect such data more efficiently and economically through
information technology. Consequently, the Government is
incurring unneccessary costs in collecting and handling this
data, and the burden placed on business respondents is greater
than it should be.

Modern information technology, -such as magnetic media and
teleprocessing, has often proven to be a powerful means of
reducing the costs and burden associated with data collection
activities for both collector and the respondent. In
addition, such data transfer technologies offer intangible
benefits, such as better compliance with program mandates,
better workload distribution, and more efficient use of
resources. Even though the automated submission of data may
not be feasible for all data collection activities, Federal
managers have overlooked numerous opportunities to increase
the use of technology and thus reap the associated benefits.

If the Government realized just the opportunities we
identified, it could save about $1.5 million annually and
reduce the respondents' related costs by about $5.9 million.
Agency and industry officials said that these potentials for
improvement were similar to their expectations for the
universe of respondents, and therefore the potential benefits
of fully successful automation programs for these requirements
could be as high as $7.1 million to the Government and $40.7
million to the respondents. Considering that these reporting
requirements are just a few of many, the Government-wide
potential for savings through technology is tremendous.

GOVERNMENT-WIDE POTENTIAL IS
UNDETERMINED BUT APPEARS HIGH

No Government-wide estimate exists on the percentage and
cost effectiveness of automated versus hard copy submission of
data to the Federal Government. In those instances where
technology has been used, however, the benefits to the Govern-
ment have been impressive--illustrating the potential technol-
ogy has to offer Federal agencies.



In fiscal year 1981, businesses spent over 478 million
hours--and billions of dollars 1/ --to submit forms in
compliance with about 3,300 Federal reporting requirements.
This amounted to over 1.2 billion forms being received by
agencies Government-wide. Data on the number of these reports
received in paper versus automated form does not exist. One
OMB official said, however, that the number of reports re-
ceived in hard copy form is unacceptably high. Similarly,
Government-wide accurate data is unavailable on the cost to
handle and process data received in automated versus hard copy
form. It is generally accepted throughout the Government,
however, that automated data is less burdensome and less
costly to handle and process.

Although relatively few examples exist, those that do
clearly demonstrate that the submission of machine readable
reports offers tremendous cost savings potential to the
Federal Government. Two of these examples are cited below.

~--Since 1971, the Internal Revenue Service has formally
encouraged employers and financial institutions to
submit wage, interest, and dividend information in
several automated forms. Information returns received
on paper cost the Service more than 50 times as much to
process as those received on magnetic media.

--The Department of the Treasury allows financial
institutions to submit savings bond sales infor-
mation on magnetic tape. Treasury estimates that
for every one million transactions reported on
magnetic tape, it saves approximately $20,000. 1In
fiscal year 1981, Treasury saved $800,000 through
this use of technology.

CASE STUDIES ILLUSTRATE THE
POTENTIAL FOR GREATER USE
OF INFORMATION TECHNOLOGIES

Our analysis of about cone-fifth of the total responses to
four selected information requirements showed that respondents
could increase automated data submissions from 15.8 to 55.5
percent. On this basis, we estimate potential savings of
about $1.5 million to Federal agencies and $5.9 million to
respondents annually. (The table on page 10 presents a sum-
mary of our findings by case.) Unquantifiable, intangible
benefits are also possible, and in many instances, these are
more of an incentive for automation than are the anticipated
cost savings.

Information obtained from agency and industry officials
supports the possibility that the results of our sample may be
representative of the total universe of responses for two of

i/ln 1977, the Federal Paperwork Commission estimated annual
costs of Federal paperwork to private industry to be $25
billion to $32 billion.



these reporting requirements. Under such an assumption, the
total percentage of automated data submissions could increase
by about 40 percent and could save the Federal Government $7.1
million annually. At this level of automation respondents
could save $40.7 million.

Many of the respondents who submit hard copy forms said
they were willing and ablé to provide their responses in auto-
mated form if permitted to do so. Specifically, some
respondents now

--Ccreate the required hard copy form from their compu-
terized files necessitating re-entry at the Federal
agency (one respondent was doing this for between
200,000 and 300,000 forms annually);

--use teleprocessing systems for related internal
purposes but complete their Federal reporting
requirement in hard copy form; and

--use service bureaus which accumulate the data in
a computerized data base but report to the Federal
agency in paper form.

As a result, Federal agencies incur unnecessary and
redundant costs to manually handle data which could be sub-
mitted in automated form. Census, for example, spends about
one-sixth of its entire Foreign Trade Division operating bud-
get to enter data from hard copies, many of which are computer
generated. Agency officials said, and our analysis confirmed,
that Census could save 30 cents for each record submitted in
automated form. The automation of just the 610,920 forms we
identified as having potential for automated submission could
save the agency about $180,000 in data entry costs.

In addition to citing cost savings, many respondents
also noted intangible benefits to automated reporting. They
consistently mentioned the reduced management oversight and
involvement required with the preparation of the reports, and
the more efficient use of limited resources.

Agency officials cited intangible benefits to the Govern-
ment as well. These included: better workload distribution,
more efficient program operations, and better interagency
sharing of information.

Because the results of our sample are not statistically
projectable, we cannot say how representative our sample
results are of the universe of respondents. Agency, respon-
dent, and industry officials said, however, that our results
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Volume Percent

represented automated

Case study {number of reports) (note a)
HCFA 10,218,184 15.3
Census 1,068,853 21.0
CFTC dsn, 215 11.6

FDA 702 0

Total €/11,291,954 15.8

8/Percentages have been rounded.

E/Additional volume which could be automated is computed

Potential for Automation and

Estimated Cost Savings By

Sample Case

Potential
percent
automated
(note a)

Additional velume which
could be automated
(note b)

3,865,224
610,920
4/3,036

262

4,479,442

e

by multiplying the total volume by the difference between
the percent automated and the percent which could potentially

be automated.

¢/Savings are discussed on pages 15, 16, and 19.

E/This represents an average of daily reportable accounts.

©/This represents about 20.4 percent of the total volume

of responses for all four cases.

E/Estimates not provided because other benefits were more important.

&/Estimates not available.

Estimated cost savings

{note ¢)
Respondent Agency
$2,800,000 $1,300,000
3,0%4,600 183,276
(L) (&)
(f) RGN
$5,854,600 $1,483,276




are probably indicative of the universe for these require-
ments. If so, the potential Federal savings would increase to
$7.1 million and the respondent savings potential to $40.7
million, as shown in the table on page 12.

While we cannot statistically project our sample, we
believe that the savings potentials in the table are
realistic. The results of our sample alone account for about
20 percent of the additional potential automated volume of
reports. In addition, HCFA officials believe that 55 percent
is a feasible figure for the levels of automated Medicare
responses. Furthermore, export industry officials, citing the
highly automated capability within the industry, estimate that
70 to 75 percent of all Shipper's Export Declarations could be
submitted in automated form.

The following sections describe in detail opportunities
where information technology could reduce respondent burden
and improve agency efficiency and effectiveness.

The Health Care Financing Administration
could significantly increase its savings
by automating the submission of more
Medicare claims

Only about 7.3 million of the almost 45 million Medicare
claims submitted annually by health care institutions are in
machine readable form. In our judgmentally selected sample of
over 10 million Medicare claims, the volume of automated
claims could be increased by at least 50 percent i/ and could
potentially save the Federal Government about $1.3 million.

In addition, increased automated claims submissions could
result in cost savings at health care provider institutions E/
(herein called providers) and could produce other benefits,
such as improved cash flow and improved control over data.

HCFA officials agreed that our sample results were prob-
ably indicative of the universe of claims. If true, the level
of automated claims could increase from 7.3 million to 23.9
million, resulting in a savings of $5.4 million to HCFA, and
$12,1 million to Medicare providers.

l/From 7.3 million to 11.2 million, on the basis of actual
visits made at only 9 of 80 intermediaries.

2/provider institutions include hospitals, nursing homes, and
home health agencies.
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Case Study Results
Applied to Universe of Responses

Fiscal Year 1981 Percent Potentlal percent Potential automated Potential cost savings (note a)
Case study volume automated automated volume added Respondent Agency
HCFA 45,000,000 16.3 53.1 16,560,000 $12,088,800 $5,382,000
Census 10,000,000 6.0 2/63.2 5,720,000 28,600,000 1,716,000
SFTC 406,000 8.4 () -0- () (¢)
FDA 1k 2u5 —-0- () . =0- @ e
Total 55,420,245 14,4 54.6 22,280,000 $40,688,800 $7,098,000

a/Savings are discussed on pages 17 and 20.

b/Potential percent automated has been adjusted downward
from 78,2 for our sample to 63.2 for the universe
in order to reflect the difference between the percent
of automation in our sample and the percent of automatlon
for the universe,

C/Insufficient information available with which to
make an estimate.,

E“Estimates not provided because other benefits are more
important to the respondents.

€’Estimates not available,



Background

HCFA pays medical and other health service costs for
Medicare beneficiaries. Most Medicare benefit claims are
submitted by providers to private insurance companies called
intermediaries. These intermediaries are normally reimbursed
by HCFA for their services on a reasonable cost basis.

Some intermediaries began processing Medicare claims
submitted in machine readable form in the late 1960s. It was
not until August 1980, however, that HCFA established
standards and began promoting the use of automation for
Medicare claims submission. HCFA first began keeping statis-
tics in 1979, when almost 10 percent of the Medicare claims
volume was submitted in machine readable form. Since that
time, the annual increase in program participation has been
between 3 and 4 percent--to the current 16.3 percent level.

National Statistics for Automated
Medicare Billings-~Fiscal Years 1979-~1981

Machine readable claims

Fiscal vyear Volume Percent of total
1979 3,757,179 9.9
1980 5,827,959 13.9
1981 7,318,032 16.3

Machine readable claims submissions
are far below their potential

Our review at 9 intermediaries and 27 providers showed a
high potential for increasing the number of Medicare bills
submitted in machine readable form. At the nine inter-
mediaries, the level of automated submission could be
increased by about 38 percent. Furthermore, despite the
capability and willingness of all 27 providers to submit
their claims using some form of automation, only 6 submitted
claims in machine readable form. These providers alone
account for about 9 percent of the machine readable claims
potential.
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The following shows the potential for automated billing
of those intermediaries we visited.

Fiscal year 1981 level

of automated claims Potential based on our review
Intermediary Volume Percentage Volume Percentage
A 0 0 1,048,787 8l.4
B 0 0 1,011,236 53.0
c 0 0 215,183 48.6
D 89,543 19.2 278,557 59.7
E 5,465 .4 490,182 35.9
F 398,518 22.2 977,865 54.5
G 0 0 180,340 25.6
H 559,603 36.9 708,234 46.9
I 507,647 69.3 515,616 70.4
Total 1,560,776 15.3 5,426,000 53.1

The 3.9 million potential increase in volume of automated
submissions consists of claims

--printed by the providers' computers onto hard copy
Medicare forms (2.4 million);

~--created by service bureaus that used teleprocessing
or other computer technology to communicate billing
information between the provider and the service
bureau (0.8 million); and

--gubmitted by a provider that used computer technology
to submit private, but not Medicare claims (0.7
million).

Following are some specific instances for potential
increases in automated submissions:

--At one intermediary, providers submitted over 85 percent
of the hard copy forms on computer-generated forms.
This totaled about 1 million forms annually.

-=-At another intermediary, 90 providers used a network
system to communicate billing information with the
intermediary but d4id not use the system to submit
Medicare claims. Instead, over 440,000 claims annually
were submitted in hard copy form.

~-~For another intermediary, service bureaus submitted
573,000 claims a year in hard copy instead of using
available computer technology (either magnetic tape or
teleprocessing) which was used in communicating the
billing information back to the provider.
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Of 27 providers reviewed all had the capability and the
interest to submit their claims in machine readable form.
Their data was typically computer based providing them with
the capability to transmit, either directly or through a
service bureau, claims to the intermediary in a machine
readable form. However, only six used this capability for
some Medicare billing. The 21 remaining providers were
restricted because their intermediaries could not accept
claims in the media preferred by the providers. For example,
some hospitals had the capability to submit on magnetic tape,
but their intermediaries either could not accept any automated
claims or could accept only teleprocessed claims. We
estimated the annual potential for automating additional
claims at the 27 providers to be about 350,000.

Automated claims are cost effective

The submission of Medicare bills in machine readable form
is cost effective. HCFA saved over $3.6 million in reimburse-
ments to intermediaries in fiscal year 1981, and we estimate
an additional $1.3 million could have been saved for the cases
we reviewed. Also, providers using automated billing systems
have, in some cases, experlenced direct cost savings--in addi-
tion to improved cash flow / and claims accuracy.

HCFA officials estimate that using machine readable media
saves a minimum of 50 cents per claim. On this basis, HCFA
saved $3.6 million in fiscal year 1981 in intermediary reim-
bursements, Of this, HCFA's own Office of Direct Reimburse~
ment saved about $804,000 processing 1.3 million automated
claims.

HCFA's savings could have been greater, based upon the
financial reports of intermediaries which have automated their
private claims and available cost/benefit studies on the
automation of Medicare claims. Our review at nine inter-
mediaries indicated that they could have saved an average of
32 cents per claim through automated claims submissions.
Savings would occur as a result of reduced data entry costs,
improved claims handling, reduced mailing costs, and increased
claims accuracy. Applying this savings figure (which is con-
servative compared to HCFA's 50 cents per claim estimate) to
the 3.9 million claims that could have been automated, we
estimate that HCFA could have saved an additional $1.3 mil-
lion., This figure does not consider initial start-up costs
which may reduce the short term savings potential to some
intermediaries.

E/Improved cash flow to the provider could actually result in
revenue losses to the Government in the form of reduced
interest earned on those funds.
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The potential cost benefits to the Government associated with
automated claims submission are further demonstrated by comparing
the average unit costs of intermediaries by levels of automated
claims,

Per claim cost

Average cost savings due to
Percent of claims Number of per claim automation
received in machine intermediaries (in dollars) {in dollars)
readable form (note a) (note b) (note c¢)
None 36 3.77 -
0.1 to 24.9 20 3.51 .26
25 to 49.9 6 3.42 .35
50 or Greater 8 3.15 .62

2/0nly includes 70 intermediaries because 2 had not reported
comparable data, and 8 reported their costs as 1 inter-
mediary.

E/As adjusted by HCFA to exclude administrative costs
related to provider reimbursement, provider audit, non-
recurring costs, professional standards reviews, and
Health Maintenance Organizations,

C/savings are differences between average cost at each
level of automation and the average cost of those
intermediaries with no automation.

As can be seen in the table, the cost incurred by inter-
mediaries to process Medicare claims decreases as the level of
machine readable bills increases. Intermediaries with better
than a 50-percent level of machine readable claims had adjusted
average unit costs of about $3.15, or 62 cents per claim lower
than those intermediaries with no automated claims. Although
other factors may contribute to the magnitude of this cost
differential, it is clear that machine readable claims affect
administrative costs.

Providers have also documented significant benefits
through automated billings. For example, 10 of the 27 pro-
viders had estimated the cost effectiveness of automated
claims submissions. Actual experience of 2 providers showed
that an average of 73 cents per claim could be saved by sub-
mitting claims in automated form. Applying this to the
3.9 million additional machine readable claims which could be
automated, the savings could be as high as $2.8 million.

More important to some providers, however, were numerous
other improvements made by the automation of claims. The
most common intangibles cited were improved cash flow and more
efficient use of resources. For instance, five of the six
providers who submit some automated claims stated that
improved cash flow--faster turnaround of claims~-was probably
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the most significant advantage to automated submissions. 1In
fact, some nonautomated providers contacted believed that
improved claims turnaround was a major incentive to automate
claims. Other benefits to automated claims submissions cited
by providers included: (1) improved housekeeping and control
over claims submissions, (2) increased management convenience,
and (3) easier tracing and access to claims data bases.

In addition, providers mentioned that claims were more
accurate when submitted in machine readable form, Providers
reasoned that because of the reduced level of human involve-
ment in preparing and processing such claims, there was less
chance of errors. The Office of Direct Reimbursement's error
rate in fiscal year 1981 illustrates the dramatic difference
in error rates for automated versus hard copy claims. Over-
all, the error rate for automated claims was about six times
better than that for hard copy claims.

Office of Direct Reimbursement Error Rates For
Hard Copy Versus Machine Readable Claims

Claims requiring

Claims received resubmission Error rate
Hard copy 1,085,290 219,551 20.2%
Machine
readable 1,293,184 44,309 3.4%

HCFA officials concurred with our sample findings and in
fact stated that it was not too unlike what they expected of
the entire Medicare claims universe, HCFA considers that 50
to 55 percent (our review found 53.1 percent) of the Medicare
claims is a reasonable goal for automated claims volume. If a
53.1 percent figure were ever achieved, the potential volume
of automated claims could reach 23,9 million, with an addi-
tional savings potential for HCFA of $5.4