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EXECUTIVE SUMMARY

The Food Security Act of 1985 (P.L. 99-198) required the
Secretary of Agriculture to conduct a study of the Quality
Control (QC) system currently in use for the Food Stamp
Program. The law mandated that ''the study shall examine how
best to operate such system in order to obtain information that
will allow the State agencies to...provide reasonable data on
the basis of which Federal funding may be withheld from State
agencies with excessive levels of erroneous payments.'" This
paper provides information that can be used to evaluate the
basis on which States are held accountable for unacceptable
levels of overpayments.

Under the current QC system, States are liable for overpayments
which exceed a legislatively established threshold (currently
set at 5 percent of total benefits paid), and all States are
held to the same standard of acceptable overpayment error.
Because this practice of equal treatment does not take into
account the fact that States face different situations that may
make it more, or less, difficult to reduce overpayments, some
State administrators have maintained that the system is
basically unfair. QC error rates may reflect not only the
administrative performance of an agency, but also the
difficulty of the caseload served and the characteristics of
the operating environment -- factors that, it could be argued,
are beyond the control of State and local managers. If some
factors can be identified that have a clear and measurable
effect on the difficulty of preventing error, it might be
appropriate to adjust error rates or, equivalently, error
thresholds to account for the differences among States. Such
adjustments would then, in theory, provide a better measure of
relative State performance; it would acknowledge the good
performance of those States that have lowered their error rates
in spite of facing difficult conditions.,

To date, however, there has been no clear empirical evidence on
which to base such adjustments. Furthermore, the distinction
between which factors are controllable and which are
uncontrollable is not always clear. Managers facing large,
dynamic caseloads, for example, are likely to adopt a different
set of administrative practices than managers facing small,
stable caseloads. While these managers cannot control the size
or stability of the food stamp population, they can control
their response. States have been given substantial flexibility
to put procedures in place which minimize overpayments, with
the Federal government paying half the cost of administering
the program. If States face different situations, then they
may implement administrative procedures that are best suited to
the particular causes of errors which are most prevalent in
their States.

vii
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Our purpose in this study was not to resoclve the philosophical
debate but to explore the practical aspects of the desire to
adjust error rates for external factors. The objective was
twofold: to determine if there are external factors such as
caseload characteristics and socioeconomic conditions which
account for observed differences in State QC payment error
rates; and, if such factors do account for these differences,
to evaluate the feasibility of developing a procedure to adjust
error rates to compensate for their effect.

The data used to examine these issues combined informa-

tion from the Fiscal Year 1984 Integrated Quality Control
System (data on individual participants) with information from
the 1980 Census of Population and Housing (data on the
characteristics of the area in which the participants

reside). Payment error rates were decomposed into five

parts: the probability of an overpayment error occurring; the
amount of an overpayment error should one occur; the
probability of an inmeligibility error occurring; the amount of
an ineligibility error should ocne occur; and the size of the
food stamp allotment. Statistical models were developed for
each component to examine the relationship between each of the
five outcome measures and caseload and socioeconomic
characteristics. The separate results were then combined to
derive an adjusted payment error rate for each State. The
adjusted rates were then compared to the State reported error
rates to determine whether the two estimates were significantly
different. Finally, the sensitivity of the statistical
procedures was examined by varying the specification of the
different models (i.e., changing the variables that were
included) and by replicating the analysis on data for Fiscal
Year 1985 to assess the extent to which the results would be
stable from year to year.

The analysis described in this paper yields the following
findings:

. Some caseload and local area socioeconomic characteristics
are statistically significant predictors of both the
incidence and amount of overpayments and/or issuances to
ineligible households. These include: household size, the
presence and source of income and assets, the number of
deductions, and the density of the population around the
local office area in which a household resides. However,
some important variables, particularly measures of caseload
dynamics, could not be included in the analysis. In their
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absence, only part of the effect of caseload
characteristics on payment error is captured by these
models.

Accounting for the effect of these factors produces
adjusted error rates that are statistically different from
State reported error rates; on an individual State basis,
the adjustments are statistically significant for 30
percent of the States (i.e., 15 out of 50).

The adjustment procedure produces relatively large
adjustments to State reported payment error rates: the
average error rate is about 8 percent, and the adjustments
range from almost -3 percent to approximately +2.5
percent. Adjustments of this magnitude can have a
substantial effect upon a State's liability for erroneous
payments. Applying the law currently in effect, the
liabilities for 22 States would not be affected by the
adjustments; but liabilities would be reduced for 16 States
and increased for 12. Any change in liabilities is
substantial in dollar terms: under existing law the
minimum change has to be 5 percent of the federal share of
a State's administrative costs. Some of the changes would
be quite large: for five States, the adjustment would add
liabilities of 20-25 percent of their federal
administrative costs; two would have reductions in
liabilities of similar magnitude.

The results reported here yield adjustments that are much
different from those associated with two recently
introduced legislative proposals (H.R. 1279 and H.R.

2621). Moreover, the correlation between the adjustments
derived from the two legislative proposals is quite low as
is the correlation between them and the adjustments
calculated from our empirically-based adjustment procedure.

Small changes in the analysis procedures can make important
differences in the resulting adjustments for some States.
The calculated adjustments to State payment error rates
were based only on one of many statistical models developed
from the same data during the course of this analysis. 1In
a purely statistical sense, many of these other models
performed equally well: the explanatory power was roughly
the same, the correlation between the different adjustments
was reasonably high, and the regression coefficients were
significant. However, for a few States the adjustments

1x
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produced by these alternatives were found to be
sufficiently different to have an important effect on their
liability for erroneous payments.

The exclusion of an important variable from the models was
found to produce adjustments that are substantially
different for a large number of States. Because a class of
potentially important factors--measures of caseload
dynamics--could not be included in this analysis (due to
data limitations), proceeding with the models presently
available might entail compensating States on the basis of
a seriously inaccurate picture of the caseload and
socioeconomic characteristics that make controlling payment
errors more, or less, difficult.

To be acceptable, an adjustment procedure should alsoc be
relatively stable from one year to the next; wide swings in
the size or direction of error-rate adjustments would
probably raise serious questions about the fairness or
usefulness of the entire adjustment process. Comparing
adjustments computed for Fiscal Year 1984 and Fiscal Year
1985, we found ten States with large changes (i.e., more
than one percentage point) in the adjustments from one year
to the next. In seven of these ten States, the direction
of the adjustment changed; it was positive in one year and
negative in the other. Twenty other States experienced
moderate changes (more than half but less than a full
percentage point). And in another 20 States the difference
between the 1984 and 1985 adjustments was less than half a
percentage point. Although these changes are largely due
to sampling variability that affects even current
procedures for calculating State error rates, the
complexity of the adjustment procedure may make these
differences seem more arbitrary to State administrators.
The effect of these changes is often large enough to make a
substantial difference in a State's financial liability.
For example, New York's error rate would have been adjusted
upward by 0.8 percentage points in 1984 but by 2.3 points
based on the 1985 sample. The difference in the adjustment
would have meant & difference of about $12 million in
financial liability.



Table of Contents

Considerable progress has been made in identifying factors that
contribute to variations in error rates. Accounting for the
effect of these factors yields adjusted error rates that are
reliably different from the original State-reported error rates
for 30 percent of the States. Moreover, the magnitude of these
ad justments is large enough to have an important effect upon
the fiscal liabilities of some States.

The statistical models on which the adjustments are based are
sensitive to the exclusion of important measures of State
caseload and socioeconomic characteristics. Because we know we
have excluded a potentially important class of variables from
this analysis (i.e., caseload dynamics), proceeding with our
current models might result in inequities by compensating
States on the basis of an incomplete picture of the underlying
causes of payment errors. In light of this, we believe that
the adjustments will not necessarily produce error rates that
are more equitable. Rather than improving the current system,
the adjustments could simply exacerbate the debate over the
fairness of withholding funds from States with excessive levels
of erroneous payments.

x1
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I INTRODUCTION

The Food Security Act of 1985 (P.L. 99-198) requires the
Secretary of Agriculture to conduct a study of the Quality
Control (QC) system currently in use for the Food Stamp
Program. The law prescribes two distinct objectives for this
review, mandating that "the study shall examine how best to
operate such system in order to obtain information that will
allow the State agencies to improve the quality of
administration and provide reasonable data on the basis of
which Federal funding may be withheld from State agencies with
excessive levels of erroneous payments."

This paper has been prepared to support the second of these
objectives, to provide information that can be used to evaluate
the basis on which States are held accountable for unacceptable
levels of overpayments.l/ Under the current QC system, States
are liable for overpayments which exceed a legislatively
established threshold (now set at 5 percent of total benefits
paid). For the most part, all States are held to the same
standard of acceptable administrative error. This practice,
however, does not take into account the possibility that States
may face different situations that may make it more, or less,
difficult to control overpayments. For example, some cases may
be inherently more difficult to administer, thereby increasing
the likelihood of error; States with a greater proportion of
such cases may, as a result, find it harder to achieve a low
error rate.

Some State administrators have maintained that the practice of
equal treatment is basically unfair. QC error rates may
reflect not only the administrative performance of an agency,
but also the difficulty of the caseload served and the
characteristics of the operating environment -- factors that,
it could be argued, are beyond the control of State and local
managers. If some factors can be identified that have a clear
and measurable effect on the difficulty of preventing error, it
might be appropriate to adjust error rates or, equivalently,
error thresholds to account for the differences between
States. Such adjustment would then, in theory, provide a

1/Although the QC system is used to examine both underpayments
and overpayments to beneficiaries, we have focused only on the
latter type of errors. Because overpayment errors (including
both excessive payments to eligible cases and payments to
ineligible households) are used to assess State liabilities,
they have been the central aspect of the debate over the
fairness of the existing system.
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better measure of relative State performance; it would
acknowledge the good performance of those States that have
lowered their error rates in spite of facing different
conditions.

To date, however, there has been no clear empirical evidence on
which to base such adjustments. Furthermore, the distinction
between which factors are administratively controllable and
which are uncontrollable is not always clear. Managers facing
large, dynamic caseloads, for example, are likely to adopt a
different set of administrative practices than managers facing
small, stable caseloads. While these managers cannot control
the size or stability of the food stamp population, they can
control their response. States have been given flexibility to
put procedures in place which minimize overpayments, with the
Federal government paying half the cost of administering the
program. If States face different situations, then they should
implement administrative procedures that are best suited to the
particular causes of errors which are most prevalent in their
States.

Our purpose, then, is twofold: to determine if there are
external factors such as caseload characteristics and
socioeconomic conditions which account for observed differences
in State QC payment error rates; and, if such factors do
account for these differences, to evaluate the feasibility of
developing a procedure to adjust error rates to compensate for
their effect.

The Food Stamp Program provides food assistance benefits

to households that meet eligibility requirements based on
income, household size and assets (e.g., bank accounts,
vehicles, etc.). Benefits are issued in the form of coupons
which eligible households can use to purchase food from
approved retail stores..

The program is administered by the U.S. Department of
Agriculture, Food and Nutrition Service (FNS), which provides
100 percent financing for the food stamp benefits ($10.8
billion in fiscal year 1985) and 50 percent financing for the
States' administrative expenses (about $900 million in fiscal
year 1985).

In order to ensure that food stamp benefits are provided to
those households that are, in fact, eligible, Congress mandated
the QC system as part of the Food Stamp Act of 1977 (a similar
system had already been in use under regulations issued in
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1971). The QC system focuses on the accuracy of household
eligibility and benefit determinations. It provides two
general measures of certification accuracy for each State.2/
The first is based on an intensive review of a probability
sample of Food Stamp Program participants. These reviews
determine whether the participating household is eligible and
receiving the correct food stamp benefit -— neither more nor
less -- given its income, expenses, resources, and living
arrangements. The gsecond measure is based on a sample of
households whose application for food stamps has been denied or
whose benefits have been terminated. These reviews of
"negative actions" determine whether the decision to deny or
terminate was based on correct procedures.

The current QC process is conducted in two parts: the State
review and the federal re-review. In the State review process,
samples of food stamp households are selected, and State QC
staff conduct intensive reviews of each case to determine if
the eligibility and benefit decisions recorded in the case file
were based on an accurate assessment of household circumstances
and correct application of food stamp policy. The results of
State reviews for each case are recorded on QC review schedules
(see Appendix A) and transmitted to the Food and Nutrition
Service (FNS) of the Department of Agriculture. Based on the
State review results, a reported error rate is computed.

The federal re-review establishes an official error rate, which
is the basis for asseéssing liabilities and offering incentives
for State performance. Federal QC staff in each FNS Regional
Office select a sub-sample of the cases reviewed by State QC
staff, and conduct their own review to determine if household
circumstances were correctly evaluated and eligibility policy
correctly applied. The results of the federal re-review are
recorded for each case in this subsample; these results may
differ from the State review results for particular cases.

2/Includes the 50 States plus the District of Columbia, Guam
and the U.S. Virgin Islands. Puerto Rico is not included
because, in July 1982, its Food Stamp Program was replaced with
an annual block grant.
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The official error rate, calculated on a federal fiscal year
basis3/, is based on the results of both the federal and State
reviews using a ''regression estimator"4/. This estimate
corresponds to the error rate that would result if the federal
QC review, preceded by a State review, were applied to the
entire caseload. The estimate is further refined to adjust for
the percentage of cases in the original State sample for which
reviews were not completed. This second adjustment is intended
to maximize incentives for completion of reviews at the State
level (Appendix B provides State-by-State regressed error rates
for Fiscal Year 1984).

The Food Stamp Act Amendments of 1982 established a liability
system based on the regressed payment error rate that is
determined for each State. Under this system, the regressed
error rate is compared to a Congressionally mandated target or
threshold. States are financially liable for error rates that
exceed the threshold, however, States with error rates below
the threshold can receive incentives in the form of enhanced
federal reimbursements under certain circumstances. The
assessment of liabilities provides a mechanism by which both
State and federal governments share in the cost of
certification error. Because food stamp benefits are fully
funded by federal tax dollars, the federal government would
bear the full cost of all erroneous payments in the absence of
quality control liabilities. Quality control liabilities limit
federal fiscal participation in erroneous benefits, thereby
redistributing some of the risk of erroneous certification
decisions to State and local agencies. In 1985 alone, the cost
of erroneous overpayments was nearly $900 million of which
States were held accountable for less than 25 percent.

3/Prior to fiscal year 1983, States made reviews and compiled
and reported results for 6-month periods beginning each October
and April. Since then the official Food Stamp Program error
rate has been reported on an annual basis.

4/See Hansen, Morris H. and Benjamin J. Tepping, "A Statistical
Evaluation of Food Stamp Quality Control", Westat Inc.
(forthcoming)
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EXHIBIT 1,1
State Regressed Payment Error Rates, Thresholds, and Liabilitles: Fiscal Years 1984 and 1985
Fiscal Year 1984 Fiscal Year 1985
Error Rate Threshold Error Rate Threshold
State {percent) (percent) Liabliity (percent (percent Liabllity
Alabama 13,35 7,00 $9,221,622 13,50 5.00 $13,118,714
Alaska 9,29 10,45 none 13,53 5,00 2,096,078
Arizona 9,38 8,36 1,199,017 9,38 5,00 4,329,756
Arkansas 9,66 7,00 1,144,268 7,88 5.00 1,242,979
Calitornia 1,67 7.00 4,263,749 7,08 5.00 13,136,972
Colorado 10,66 71.25 1,381,910 8,48 5.00 1,354,275
Connecticut 7.1 8,04 none 7,04 5,00 1,025,885
Delaware 6,40 7,00 none 7.17 5,00 - 246,819
District of Columbla 8,80 7.93 235,823 9,81 5.00 1,561,937
Florids 8,95 7.48 2,116,453 6,7 5.00 2,432,062
Georgia 9.56 7,00 3,697,445 12,91 5.00 16,441,248
Guam 3.39 7.00 none 5,33 5.00 27,92
Hawai i 3,69 1.00 none 4,35 5.00 none
Idaho 6,68 7,00 none 5,16 5.00 57,098
tilinols 8,3t 7,00 2,844,492 8,16 5.00 9,029,457
indiana 8,64 7.00 1,361,069 10,90 5,00 5,659,493
lowa 8,51 7.00 690,194 8.4 5.00 2,028,618
Kansas 7,35 71.20 101,150 8,16 5.00 1,078,122
Kentucky 8,98 7.00 1,395,355 6,00 5,00 776,939
Louisiana 10,16 7,00 5,283,439 9.76 5,00 7,719,113
Maine 6,74 7,00 none 7.9 5.00 598,696
Maryland 6,85 7.9 none 1,37 5.00 2,531,992
Massachusetts 9,86 7.45 2,321,093 9.7 5.00 5,860,198
Michigan 6,46 7.00 none 7.35 $.00 4,563,908
Minnesota 9,77 7.00 1,461,779 9,51 5.00 3,218,338
Mississippl 9.24 7.00 1,731,884 7.98 5,00 1,816,892
Missour| 5,83 7,00 none 5.23 5.00 487,902
Montana 8,77 8,46 90,933 7,44 5,00 385,539
Nebraska 8,40 7.00 301,193 9,04 5,00 1,152,601
Nevada 2,54 7,00 none 2,48 5,00 none
New Hampshire 8,18 7.76 73,631 4,42 5.00 none
New Jersey 7.47 7.00 1,008,471 8,50 '5,00 5,829,207
New Mexico 1,83 7.60 2,197,196 8,83 5,00 1,620,452
New York 10,14 8.34 10,063,964 7,11 5.00 16,280,44)
North Carollna 7.22 7,00 523,964 6,49 5,00 1,802,557
North Dakota 6,27 1.00 none 3,53 5,00 none
Ohio 6,65 7.00 none 7.43 5,00 3,690,595
Ok | ahoma 7.61 71.00 566,756 10,58 5,00 5,312,273
Oregon 9,18 7.00 1,340,292 9,41 5,00 3,800,149
Pennsyivania 10,41 7,00 7,819,005 9,36 5,00 11,709,304
Rhode isiand 7,08 1,25 none 8,00 5,00 391,265
South Carollina 10,80 7.00 3,159,387 12,10 5.00 8,319,451
South Dakota 3,59 71,00 none 3,15 5,00 none
Tennessee 6,09 71.27 none 6,39 5,00 2,058,553
Texas 9.97 7.00 8,212,334 10,38 5,00 28,120,597
uUtah 11,37 7.00 1,334,155 7.26 5,00 583,204
Vermont 9,71 7.00 200,169 8,06 5,00 410,263
virginia 7.63 71.00 652,347 6,67 5,00 1,415,766
vVirgin Islands 12,13 8.32 259,762 9.73 5,00 299,390
Washington 9.23 7.00 1,509,980 9,50 5,00 4,048,211
west Virginia 6.95 7.00 none 5.07 5,00 111,525
Wisconsin 9,60 7.04 1,391,622 8,00 5,00 1,267,661
Wyoming 9,08 7.17 94,377 6,78 5,00 138,332

Total $81,350,279 $201,189,415
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Both official error rates and error rate thresholds have
declined since the first liabilities were assessed in 1981.
However, because error rates have not decreased as much as the
thresholds, fiscal liabilities have been increasing. From
Fiscal Years 1981-1985, the Food and Nutrition Service has made
a total of 144 assessments on 50 States for about $339 million
but only 4 of the 144 liabilities have been paid - 3 by
Connecticut and 1 by Wyoming. Thirty-four assessments
involving 20 States have been waived in full by FNS, 5
assessments were overturned by the Administrative Review Board,
and 101 assessments involving 49 States are still pending. Of
the 101 assessments that are pending, 84 have either just been
announced (Fiscal Year 1985) or are under good cause review
within FNS (Fiscal Year 1984); 11 are being appealed to the
Administrative Review Board (Fiscal Year 1983); and 6 are in
the courts (from Fiscal Years 1981 and 1982).

As discussed above, State error rates vary widely (e.g.,

in Fiscal Year 1984 Nevada had a payment error rate of

2.54 percent, whereas Alabama's rate was 13.35 percent).

Some States have stated, however, that this variation is

not completely attributable to differences in how well States
administer the Food Stamp Program. Rather, they argue that
their unique socioeconomic conditions and caseload composition
result in a greater level of difficulty than is found in other
States. Moreover, States have continually expressed concern
that the existing QC system does not take such differences into
account when determining State liabilities for overpayment
errors. As noted by the American Public Welfare Association,
"The legitimacy of sanctions depends on their being reasonably
related to an accurate determination of payment error over
which States have control."6/

In consideration of these concerns, two legislative proposals
were recently introduced that would explicitly recognize that
certain external factors influence error rates. The first,
proposed by Congressman Robert Matsui (D-CA) in 1985 (H.R.
1279--The AFDC Error Reduction and Quality Control Improvement
Act), focused on the AFDC program. The Matsui legislation put

6/American Public Welfare Association, Briefing Book on Quality
Control and Fiscal Sanctions in the AFDC, Medicaid and Food
Stamp Programs, August 1985, p. 1.
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forth a plan to adjust each State's error rate threshold
annually (from a base of 5 percent) for the effect of three
such factors: an increase of 0.5 percent if the State extends
AFDC benefits to children in families where both parents are
unemployed (i.e., AFDC-U); an increase of 0.1 percent for each
20 percent increment that the proportion of the State's
caseload with earned income exceeds the national average; and
an increase of 0.1 percent for each 20 percent increment that
the State's population density exceeds the national average.
The second proposal, The Food Stamp Quality Control Bill of
1985, (H.R. 2621) was introduced in May, 1985 by Congressman
James Jeffords (R-VT). The Jeffords proposal would also set
the threshold at 5 percent but would adjust annually for four
factors: the proportion of a State's caseload with earned
income, the proportion with five or more persons in the
household, the population density and the rate of caseload
increase. For each 20 percent increment by which a State
exceeds the national average (or in the case of population
density, is also below the average), its threshold would be
increased by 0.1 percent (not to exceed 0.5 for any one
factor).

The effect these two proposals would have had on Fiscal Year
1984 State error thresholds for the Food Stamp Program is shown
in Exhibit 1.2. Adjustments under H.R. 1279 range from a low
of zero for Maine, Nevada, and New Hampshire to a high of one
percent for Maryland, Missouri, New Jersey, and Pennsylvania.
Adjustments under H.R. 2621 tend to be larger, ranging from a
low of two-tenths of one percent for California and Colorado to
a high of 1.1 percent for Oregon, South Dakota and Wyoming.

The adjustments are, by design, all in one direction, 1i.e.,
error thresholds are all increased. More importantly, the two
proposals tend to "reward" different States--the simple
correlation between the two adjustments is only 0.32. For the
most part, the largest contribution to the overall adjustment
under H.R. 1279 is the presence of an AFDC-U program; the
largest contribution under H.R. 2621 is the population density
factor, which compensates both densely populated and sparsely
populated States.7/

Given that two reasonable proposals for incorporating caseload
and socioeconomic factors into the QC system produce such

7/In Chapter 5, we will examine the effect of using these
variables to develop statistical adjustment models.
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EXHIBIT 1,2: Comparison of FYB4 State Food Stamp Payment Ercor Rate Thresho!ds
to Adjusted Thresholds under two Legislative Proposals

H,R, 1279° H.R, 2621°
Adjustment Due tO,,440 Ad justment Due O ..e4e
Required Ofticlat Population Adjusted Poputation Household Adjusted

State Threshold (£) Error Rate AFDC-U Earnings Density Threshold Difterence Earnings Density Size Threshold Difference
Alabama 7,00 13,35 0.0 0.2 0.0 7.20 0,2 0,2 0,5 0.2 7.90 0.9
Alaska 10,45 9.29 0.0 0.1 0.0 10,55 0,1 0.1 0.5 0.1 11,15 0,7
Arizona 8.36 9.38 0,0 0,2 0.0 8,56 0.2 0.2 0.5 0,2 9.26 0.9
Arkansas 7,00 9,66 0,0 0.2 0.0 7.20 0,2 0,2 0.5 0.2 7.90 0.9
California 7.00 7.67 0.5 0.0 0,1 7,60 0,6 0.0 0,1 0,1 7.20 0,2
Colorado 7,25 10,66 0.5 0.0 0,1 7.85 0.6 0,0 0, 0.1 7.45 0.2
Connecticut 8,04 7.11 0.5 0.0 0.0 8,54 0.5 0.0 0.1 0,2 8.34 0.3
Delaware 7.00 6.40 0,5 0.1 0.0 7,60 0.6 0.1 0.3 0,1 7.50 0.5
District of .

Columbia 7.93 8,80 0.0 0.0 0.5 8,43 0,5 0,0 0.5 0.2 8,63 0.7
Florida 7,48 8,95 0.0 0.1 0.0 7.58 0,1 0,1 0.3 0,1 7.98 0.5
Georgia 7.00 9,56 0,0 0.2 0,0 7.20 0,2 0.2 0.4 0,2 7.80 0.8
Guam 7.00 3,39 0,5 0.5 NA - -- 0,5 NA 0.5 - -
Hawai i 7.00 3.69 0.5 0.1 0.0 7,60 0.6 0.1 0,2 0.1 7.40 0.4
Idaho 7.00 6,88 0,0 0.2 0.0 7.20 0.2 0,2 0.5 0.2 7.90 0.9
IMinois® 7,00 8.31 - -- - - - - - -- - -
indiana 7.00 8.64 0,0 0.2 0,0 7,20 0,2 0,2 0.3 0.2 7.70 0,7
lowa 1.00 8,51 0,5 0.2 0.0 7.70 0.7 0,2 0,5 0.2 7.90 0.9
Kansas 7.20 7.35 0,5 0.1 0,0 7.80 0.6 0,1 0.4 0.1 7.80 0.6
Kentucky 7,00 8,98 0.0 0.2 0,0 7.20 0,2 0.2 0.4 0,2 7.80 0.8

touisiana 7,00 10,16 0.0 0.1 0.0 7.10 0,! 0.1 0.5 0.) 7.70 0,7
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EXHIBIT t1,2: Comparison of FYB4 State Food Stamp Payment Error Rate Thresholds
to Adjusted Threshotds under two Legisiative Proposals (continued)

H.R, 1279° H.R, 26210
Ad justment Due 10,4000 ' Adjustment Due 10 ,,.400
Required Otticial Population Adjusted Population Household Adjusted
State Threshold (%) Error Rate AFDC-U Earnings Density Threshold Difference Earnings Density ~ Size Threshold Difference
Maine 7,00 6.7 0.0 0.0 0.0 7.00 0,0 0,0 0,5 0,1 7.60 0.6
Maryland 7.91 6,85 0.5 0,0 0,5 8.91 1,0 0,0 0,5 0,2 8.61 0.7
Massachusetts 7,45 9.86 0.5 0.0 0,0 7,95 0.5 0.0 0.1 0,2 7.75 0.3
Michigan 7.00 6,46 0.5 0.0 0.3 7.80 0,8 0,0 0.3 0.3 7.60 0.6
Minnesota 7.00 9.7? 0,5 0,1 0,0 7.60 0,6 0,1 0,2 0,1 7,40 0.4
Mississippi 7.00 9.24 0,0 0,2 0.0 7.20 0,2 0.2 0.5 0,2 7.90 0.9
Missour i 7.00 5.83 0.5 0.1 0.4 8.00 1,0 0,1 0.4 0.1 7.60 0.6
Montana 8.46 8,77 0,0 0.2 0.0 8.66 0.2 0,2 0,5 0,2 9,36 0.9
Nebraska 7.00 8,40 0.5 0,2 0.0 1.70 0.7 0.2 0.4 0.2 7.80 0.8
Nevada 7.00 2,54 0.0 0.0 0.0 7.00 0,0 0,0 0,5 0,1 7,60 0,6
New Hampshire 7,76 8,18 0.0 0.0 0.0 7.76 0,0 0.0 0.5 0, 8.36 0.6
New Jersey 7.00 7.47 0.5 0.0 0.5 8,00 1.0 0.0 0,5 0,2 7,70 0.7
New Mexico 7.60 11,83 0.0 0,2 0.0 7.80 0,2 0,2 0,5 0,2 8,50 0.9
New York 8,34 10,14 0.5 0.0 0.0 8.85 0.5 0,0 0.2 0.3 8,84 0.5
North Carolina 7,00 7,22 0,0 0.2 0,0 7.20 0,2 0,2 0.5 0.2 7.90 0.9
North Dakota 7,00 6,27 0.0 0.2 0.0 7.20 0,2 0.2 0.5 0.2 7.90 0.9
Ohio 7.00 6,65 0.5 0,1 0,1 7.70 0,7 0,1 0,1 0,1 1,30 0.3
Ok | ahoma 1.00 7.61 0,0 0,1 0,0 7.10 0.1 0,1 0,5 0,1 7,70 0,7
Oregon 7.00 9,18 0,0 0.3 0,0 7.30 0,3 0,3 0,5 0,3 8,10 1.1

Pennsylvania 7.00 10,41 0,5 0,0 0,5 8,00 : 1,0 0.0 0.5 0.1 7,60 0.6
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EXHIBIT 1,2: Comparison of FY84 State Food Stamp Payment Error Rate Thresholds
to Ad justed Thresholds under two tLegislative Proposals (continued)

H.R, 1279° H.R. 2621°
Adjustment Due 10,4000 Adjustment Due 10 .eees
Required Official Population Ad justed Population Household Adjusted

State Threshold (%) Error Rate AFDC-U Earnings Density Threshold Difference Earnings Density Size Threshold Difference
Rhode Island 7.25 7.08 0.5 0.0 0,1 7.85 0.6 0.0 0,1 0,2 7.55 0,3
South Carotina 7,00 10,80 0,0 0.2 0,0 7.20 0.2 0,2 0,5 0,2 7.90 0.9
South Dakota 7.00 3.59 0.0 0,3 0,0 7.30 0.3 0.3 0.5 0,3 8,10 1,1
Tennessee 7.27 6,09 0.0 0.2 0.0 7.47 0,2 0,2 0.4 0.2 8.07 0.8
Texas 7.00 9,97 0,0 0,2 0,0 7.20 0.2 0.2 0.3 0.2 7,70 0.7
Utah 7,00 11,37 0,0 0.2 0.0 7.20 0.2 0,2 0.4 0.2 7.80 0.8
Vermont 7,00 9,71 0,5 0.1 0.0 7.60 0,6 0.1 0,5 0.1 7.70 0.7
Virgin Isltands 8,32 7.63 0.0 0,7 NA - - 0.5 NA 0.5 - -
virginia 7.00 12,13 0,0 0,! 0,0 7.10 0,1 0,1 0.4 0.1 7.60 0.6
Washington 7,00 9,23 0.5 0.0 0,0 7.50 0,5 0,0 0.4 0,1 7.50 0.5
West Virginia 7,00 6,95 0.5 0.0 0.0 7.50 0.5 0.0 0,5 0,1 7.60 0,6
Wisconsin 7,04 9,60 0,5 0,1 0,2 7.84 0.8 0.1 0,2 0,1 7,44 0.4
Wyoming 7.17 9,08 0.0 0,3 0,0 7,47 0,3 0.3 0.5 0.3 8.27 1.1
a, Adjustments are as follows: presence of AFDC-U add 0,5 percent; for each 20% increment above national average of proportion of caseload

Ce

with earnings add 0,1 percent; and, for each 20% increment above national average on population density add 0,1 percent,

Ad justments are as follows: for each 20% increment above the national average of proportion of caseload with earnings and proportion of
caseload with 5 or more members add 0,1 percent; and, for each 20% increment above or below national average on population density add
0.1 percent, A final variable, rate of caseload increase, is not Included because The national caseload was falling over this period
and could not be defined,

Itlinois was involved in a demonstration during FY84, hence, error rates are not comparable to other States, Because lilinois has been
dropped from the analyses which follows, it has also been deleted from this table for consistency,



12

Table of Contents

disparate results, it would appear that such adjustments can be
quite sensitive to the choice of measures used. But what
criteria would a useful adjustment procedure have to meet to be
acceptable?

The criteria flow largely from the use of the liability system
as an incentive to program managers. The principal argument
for adjusting State error rates is "fairness" -- that is, if
two managers work equally effectively at controlling errors,
and their results differ only because one manager faces a more
difficult environment, they should be treated the same, From
this it follows that,

. States with comparable circumstances should have roughly
the same adjustment.

If the QC liability system is to provide incentives to managers
to meet particular goals, they must know and understand the
goals. The adjustment procedure should not obfuscate the
goals, and hence,

* The basis for the adjustments should be understandable to
program managers. They should know how characteristics of
their operating environment affect their liability for
overpayments. Ideally, the adjustment procedure would be
"transparent" to a manager.

* The adjustment should not fluctuate dramatically from year
to year (unless the operating environment fluctuates
dramatically), because that would reduce managers’ ability
to know what goals they are trying to attain.

An adjustment procedure will inevitably reward some States and
penalize (or fail to reward) others. For the procedure to be
perceived as fair, particularly by those States that realize an
increased liability for payment errors, the adjustments should
result from a credible and reliable process. Therefore,

. The ad justment procedure should be technically sound and
defensible, conforming to generally accepted statistical
standards.

. The adjustment procedure must be reasonably robust. Small,
equally defensible variations of the procedure -- for
example, minor variations in the choice of factors used in
the adjustment procedure -~ should not produce
substantially different adjustments.
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Any adjustment procedure will require considerable effort to
implement each year, and even a procedure meeting the above

criteria will probably be subject to some criticism. Hence,
the final criterion is that,

. The procedure should produce adjusted error rates that are
meaningfully different from those calculated in the current
system. If the adjustments are trivial, they will not
justify changing the system.

The remainder of this report consists of four chapters.

Chapter II reviews existing literature on the determi-

nants of Food Stamp Program error rates. Chapter III presents
the methodology used for the analysis discussed in this report,
and Chapter IV describes the results. Chapter V examines the
sensitivity of the models to changes in specification and the
stability of the results from year to year.

13
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II. REVIEW OF THE LITERATURE ON DETERMINANTS OF FOOD STAMP
ERROR RATES

The literature on the causes of error in the Food Stamp Program
is relatively sparse. Somewhat more work has been done in
analyzing AFDC errors, and many of the methods and findings of
this literature can be used to think about the corresponding
problem for food stamps.

This chapter reviews the relevant literature. Three sections
are included: analyses of Food Stamp Program errors, analyses
of AFDC errors, and implications for our current research.

With regard to the Food Stamp Program, three studies
have examined the determinants of payment errors. Each
is described below.

Budding (1983). 1In a report for the Food and Nutrition
Service, David Budding8/ examined the likely effectiveness of
different types of administrative actions to reduce payment
errors. Using data from Massachusetts, Budding simulated the
probability of errors occurring under four different types of-
administrative procedures: (1) methods designed to increase
the effectiveness of the Food Stamp certification process, (2)
methods designed to increase the probability that correct
adjustments to benefits will be made when client circumstances
change during the interim period between certifications, (3)
methods which alter procedures for determining the length of
the certification period and, therefore, alter the relative
importance of certification and interim processes in the
incidence of payment error, and (4) methods such as earnings
cross-matches, designed to correct error outside the context of
specific administrative actions.

Although the paper provides a number of important insights
regarding the types of administrative procedures which are most
likely to control error in the Food Stamp Program, one area in
particular is especially relevant to our current efforts -- the
dynamics of client characteristics.

As Budding points out, error is related not only to the
characteristics of the households that comprise a State's

8/Budding, David, Food Stamp Administrative Procedures and
Issuance Error: A Theoretical Guide for Corrective Action, Abt
Associates Inc., Cambridge, MA, March 1983.

15
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caseload, but also to the extent to which such characteristics
change over time. This dynamic nature of the caseload is also
an "uncontrollable" factor which can have a direct impact on
the probability of a payment error, particularly after initial
certification. A case which was correct at the time of initial
certification may, as a result of changes in circumstances,
later be found to be receiving erroneous benefits.

Explaining the interaction between the rate of change in client
characteristics and the effectiveness of procedures designed to
detect "interim" changes in circumstances, Budding reported
that "If a local agency had an interim process which was
capable on average of capturing two-thirds of all changes in
client circumstances, that agency could have an interim error
rate from 4 percent to 15 percent depending on the rate of
change for clients. Conversely, to limit interim error to 5
percent, an administrator in a local office with infrequent
changers would have to design an administrative process capable
of capturing about 60 percent of all changes, while the
administrator in an office with frequent changers would have to
capture approximately 90 percent of all changes to limit
interim error to the same level”.9/ His admonition to program
managers is that more frequent certifications or shorter
certification periods for cases more likely to experience
changes in circumstances may well produce a more immediate
impact on error rates than more elaborate efforts to capture
changes as they occur (such as monthly reporting).

Wood (1985). As part of the Illinois Monthly Reporting
Demonstration project, an analysislO/ examined the effect of
monthly reporting on four aspects of the Food Stamp Program:
(1) changes in total caseload and benefit outlays, (2) payment
accuracy, (3) administrative costs, and (4) recipient
participation costs. Again, for our purposes, the analysis of
payment accuracy is most relevant.

Using data from Illinois' QC reviews for the period October
1981 to September 1982, Wood estimated logit models to examine
case error rates and regression models to explain error

9/1Ibid, p. 48.

lQ/Hood, Jean, Payment Accuracy and Error Rate Effects of
Monthly Reporting in the Food Stamp Program, Abt Associates
Inc., Cambridge, MA, June 1985.
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amounts. Covariates included in the models were an indicator
for whether or not the case was subject to monthly reporting
and various household characteristics. Monthly reporting did
not appear to significantly affect error rates in any major
way. The overall frequency of error and average error amount
were not statistically distinguishable across treatment groups;
there was no statistically significant effect on the
probability of an overissuance, underissuance, or issuance to
an ineligible case.

As in the AFDC monthly reporting experiments to be discussed
later, a number of caseload characteristics were consistently
related to higher rates of error: presence of two or more
adults, presence of earned income, household size greater than
or equal to five. In some instances, the presence of
Supplemental Security Income (SSI), Retirement Survivor's and
Disability Insurance (RSDI), pensions or other income was also
found to significantly increase payment errors.

SRI International (1984). Probably the most relevant study
conducted thus far is the analysis of the kinds, sources, and
causes of error in the Food Stamp Program conducted by SRI
International.ll/ Using QC system data for 40 States for the
period April 1981 through March 1982, the SRI report provides
an excellent profile of payment errors:

. Among cases with errors, the average overpayment was about
$53, consisting of payments to ineligibles (averaging about
$93) and overissuances to eligibles (about $38).

o Errors related to the amount of the household's earned
income were the largest source of errors (about one-third
of the cases), followed by errors related to unearned
income (about 24 percent) and deductions (about 20
percent). The majority of errors (about 58 percent of the
cases) were client-caused, attributable largely to failure
to report information. About 42 percent were agency-
caused, attributable largely to failure to take action on
reported information.

11/SRI International, Analysis of Case-Level Food Stamp Program
Quality Control Data: A Special Topic Report of the Food Stamp
Error Prevention Study, May 8, 1984,

17
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« Public Assistance (PA) and Non-public Assistance (NPA)
cases had different error patterns. Compared to NPA cases,
PA cases:

-~ contained slightly fewer overpayment errors (16.0
percent vs. 18.5 percent);

-- involved somewhat larger average overpayment amounts
($57.31 vs. $50.58);

~- were less likely to contain errors related to income or
resources (56 percent vs. 71 percent), but more likely
to contain errors related to deductions and household
size (40 percent vs. 26 percent); and

~- were more likely to involve agency-caused errors (48
percent vs. 38 percent).

In addition to describing the nature of overpayment errors, the
authors also estimated multiple regression models to examine
how household characteristics affect the likelihood and amount
of error for five types of errors:

e overpayments, which were subdivided into:

-- overissuances to eligibles, and
-- payments to ineligibles}

. underpayments; and

e total error (the combination of overpayments and
underpayments).

The case characteristics used in the analysis were drawn from
the QC data and included: demographic characteristics; the
presence of various types of income; deductions and resources;
the food stamp allotment; and some measures of the frequency
and recency of certification and recertification. Separate
models were estimated for incidence and amount of error.

In general, household and case characteristics explained a
relatively small portion of the variation in program errors--
never more than 9 percent of the variation in errors among
individuals and usually only about 3 percent of the
variation. Although the combined explanatory power of
household and case characteristics was small, some
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characteristics, nonetheless, had a statistically significant
relationship to error:l2/

Households with more members had more overpayments and
underpayments than households with fewer members.

Households with a nonwhite head had more underpayments and
more overissuances to eligibles than households with a
white head (but whites and nonwhites differed little in
payments to ineligibles).

For all types of income except Supplemental Security
Income, households with income had more overpayments and
underpayments than did households without income.

Characteristics that were related to the amount of
overpayments were often related to the amount of
underpayments. Thus, these characteristics appear to be
indicators of a general tendency toward error, and
overpayments to a group of people are partially offset by
underpayments to people in the same group.

Most characteristics were related to the amount of error
and the incidence of error in a similar manner. Likewise,
characteristics associated with overissuances to eligibles
were usually associated with payments to ineligibles in the
same direction., The only meaningful exception was
household size: households with more members had higher
payments to ineligibles but smaller overissuances to
eligibles than did households with fewer members.

The average amount of error was substantially higher
several months after certification or recertification than
at the time of, or in the first month after,
recertification. The average error amount was higher when
the most recent action was initial certification rather
than recertification.

These characteristics usually had a similar relationship to
errors for both PA and NPA cases. The magnitude of the
impact on errors of having earnings was substantially
greater for PA cases than for NPA cases.

12/1bid pp. 3-4.
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The authors, as indicated, generally discount their findings
regarding the determinants of error on the basis of the low
explanatory power of their models. The more meaningful
criterion, however, would have been the reliability of the
individual coefficients which, for the factors discussed above,
were all highly statistically significant. Even though the
overall explanatory power of the models may be low, the fact
that individual caseload characteristics are reliable
predictors of payment errors is an important finding.

In the AFDC Program, four main studies have, in recent
years, examined the effect of various client and/or
agency chatacter1st1cs on error rates. Each is described
below.

Bendick, Lavine, and Campbell (1978). Under a grant from the

Social and Rehabilitation Service of the U.S. Department of

Health, Education, and Welfare, the Urban InstLCute13/ examined
the nature and extent of special problems associated with AFDC
errors in urban areas. The goal of the study was to recommend

Egles,f_q_x the federal covernment that would foster coetr- .

v

Two research approaches were used in the study. The primary
approach examined Quality Control data from the fifty States
and the District of Columbia for the period from 1974 to 1976
(five 6 month review periods). Ordinary least squares (OLS)
regression was used to analyze variation in States' error
rates, administrative costs and client accessibility. Site
visits and discussions with State and local administrators were
also used to provide insight into the difficulties of imple-
menting corrective actions to reduce erroneous payments. The
analysis that examined the factors affecting error rates is
most relevant to this study.

In comparing the pattern exhibited by reported error rates
between January - April 1974 and January - June 1976, the
authors noted the wide variation that existed among the States
including persistently high error for some Staes. Four broad
categories of variables were set forth as having an influence
on these rates:

13/Bendick, Marc Jr., Abe Lavine and Toby H. Campbell, The
Anatomy of AFDC Errors, The Urban Institute, Hash1ngton, D.C.,
April 1978,
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* Administrative Practices. Agency policies on staffing
(worker characteristics, workload, staff training and
supervision), the amont and methods of verification of
information, the frequency of eligibility redeterminations,
etc.

* Benefit Policies. Complexity of rules used to calculate
benefits, choice of what categories of persons are eligible
for benefits (e.g., AFDC-U), the generosity of benefits,
the leniency of eligibility criteria, etc.

e Environmental Cirumstance. Setting in which the agency
operates ethnic and demographic characteristics of the
client, physical and social setting, etc.

* Managerial Competence. Competence of individuals and
organizations operating in a State.l4/

The statistical analysis of error rates (both case and payment
error) provided quantitative estimates of the impact of each of
these sets of factors on error rates. The largest influential
factor was found to be the administrative practices adopted by
State agencies; accounting for 37 percent of all variation.
Thirty-five percent of all variation was found to be due to
environmental circumstances. Benefit policies accounted for an
additional 8 percent. The remaining 20 percent was attributed
to omitted factors (excluding administrative, benefit and
environmental factors) that the authors were unable to
represent in the statistical analysis, and "managerial
competence which was measured as a residual factor--the
remaining variation after differences in outcomes were
attributed to the measurable factors. These findings led to
the following conclusions:15/

...through control of administrative practices and benefit
policies, states have considerable control over their error
rates...it is also clear that different states, facing
different environments, will experience different degrees
of difficulty in meeting any nationwide uniform error rate
standard or "tolerance level"...even if all states were to
adopt the most efficient managerial practices, the most

14/1bid, p. 23.

15/Ibid, p. 25.
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error efficient managerial practices, and to recruit the
most competent possible staff, circumstances somewhat
beyond agencies' control (environmental factors) would
still generate error, and differences in circumstances
between states would still generate differences in error
rates.

HEW's concern to identify special problems of urban areas led
to specific analyses that were conducted to assess whether the
circumstance of being urban vs. nonurban affected the
difference in States' error rates. Comparing error rates among
local areas within 8 States, the authors were unable to find a
different error situation in large urban areas. While urban
error rates were found to be, on average, slightly higher than
nonurban rates, the differential was small and not consistant
across States. The type of errors being made in urban areas
were found to be substantially the same as those being made in
nonurban areas. Moreover, variation among urban areas was
found to be at least as substantial as that between all urban
areas and all nonurban ones.

Mills (1982). Millsl6/, using pooled data from the 1975-77 QC
reviews, estimated an econometric model of AFDC under- and
overpayment errors. The hypothesis was that observed
interstate variation in AFDC error rates was a result of
differences in the "production possibilities'" of State welfare
agencies (i.e., administrative actions to reduce errors) and
their "administrative preferences" regarding the two types of
error. According to Mills, States can take actions to control
errors, but they cannot simultaneously reduce both types of
error. "Any change....will cause a reduction in one type of
error only at the expense of the other....if the agency seeks
to reduce erroneous approvals simply by requiring a greater
certainty of applicant eligibility, it must tolerate a higher
incidence of erroneous denials."17/

Under this scenario, Mills sees the welfare agency's problem to
be one of minimizing a '"loss function” that reflects an

16/Mills, Gregory, "Quality Control in AFDC: Explaining
Interstate Variation in Payment Error Rates', The Urban
Institute, Washington, D.C., Draft Working Paper, September 29,
1982.

17/bid, p. 4.
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increasing marginal rate of substitution between overpayments
and underpayments, subject to the constraint of available
administrative "inputs'" affecting payment accuracy. That is,
if a caseworker is shifted from error reviews to application
processing, the overpayment error rate would drop but the
underpayment error rate would increase. In this formulation,
the optimum point for a particular agency is where the marginal
rate of substitution between overpayments and underpayments
(i.e., the tradeoff between the two types of error) equals the
marginal rate of transformation between them (i.e., the change
in inputs required to effect a unit change from one to the
other).

Mills estimated his model on a pooled cross-sectional sample of
255 observations—-one for each of fifty States and the District
of Columbia for five consecutive semiannual periods covering
July 1975 through December 1977. The outcome measure for each
State was its federally-adjusted payment error rate
(incorporating the Federal re-review findings). Two models
were estimated, one dealing with administrative actions to
reduce errors and one dealing with administrative

preferences. Explanatory variables included in the first model
pertained to program policy characteristics (e.g., federal
matching rate for benefit payments, the use of a '"consolidated
grant" system, and the use of a "constrained benefit
schedule"), administrative characteristics (e.g., ratio of
staff to clients, frequency of client contact), client
characteristics (e.g., urbanicity, educational level, presence
of earned income), and the intensity of quality control review
(e.g., number of reviews per reviewer, the time spent per
review, the proportion of cases subject to Federal re-

review). The explanatory variables included in the second
model were associated with the extent to which the State was
considered "pro- or anti-client."” These factors included
financial characteristics (e.g., State share of benefit
payments, size of average grant), staff and client
characteristics (degree of unionization of caseworkers,
urbanicity, proportion of public assistance cases), and
regional location.

The results of this analysis indicated a fairly severe tradeoff
between the two types of error: a 1.0 percent decrease in the
overpayment error rate is associated with a 2.3 percent
increase in the rate of underpayments. This result, however,
has not been supported by recent evidence on State error rates
-~ overpayment errors have dropped substantially with little
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corresponding change in underpayment errors. Because of
program changes which have occurred since Mills' analysis it is
unclear whether this lack of confirmation is due either to an
inadequate theory or administrative actions which have altered
the marginal rate of transformation found in the late 1970's.
In Mills' analysis, four factors were systematically related to
variations in State error rates over and above the effect of
the administrative factors included in the models:

e States with a higher proportion of cases with earnings had
higher error rates;

* States with clients having less schooling had higher error
rates;

. States where the low~income population was more urban had
higher error rates; and

e States with more public assistance cases had higher error
rates.

Overall, the model explained 42.0 percent of the variation in
the overpayment error rate and 28.5 percent of the variation in
underpayments.

Hoaglin and Goodson (1984). 1In 1981, the Department of Health
and Human Services (HHS) funded a series of projects designed
to test the impact of monthly reporting in the Aid to Families
with Dependent Children program (AFDC). In these projects,
AFDC recipients were required to file monthly statements of
their income and household circumstances, and the amount of
their grant was based on a retrospective accounting principle
(a previous month's income determines this month's grant). Abt
Associates Inc., under contract to HHS, studied the effects of
monthly reporting projects in Illinois, Massachusetts, and
Michigan, comparing the monthly reporting system to the
existing systems in those states.18/ The research focused on
four issues: (1) the effect on total AFDC caseloads and
payments, (2) the effect on administrative costs and
structures, (3) the effect on recipients, and (4) the effect on

1§/H6aglin, David and Barbara Goodson, Payment Accuracy and
Error Rate Effects of Monthly Reporting for AFDC in Illinois,
Abt Associates Inc., Cambridge, Massachusetts, April 1984,
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payment accuracy and error rates.l9/ It is the last area that
is relevant to this study.

The Illinois monthly reporting experiment randomly assigned
AFDC cases in the Southeast District Office (in Cook County)
among three groups. Cases in the monthly reporting group had
to submit a completed Monthly Status Report (MSR) in order to
continue receiving benefits, but they had no requirement for
face-to-face redetermination. Cases in the variant group had
the same monthly reporting requirement and were also expected
to have an annual face-to-face interview. In the control
group, only cases with some form of earned income had to make a
monthly report, but all cases had a face-to-face
rédetermination at six-month intervals.

The overall findings of the experiment did not indicate any
effect of monthly reporting on error rates; this result was
consistent for both case and payment error rates and when error
rates were decomposed into overpayments, underpayments and
payments to ineligibles. The analysis, however, did examine
the effect of particular caseload characteristics on error, and
the results can inform our current modeling efforts.,

Using a logit model to examine case error rates and a
regression model to examine error amounts, this study examined
the effect of monthly reporting on error rates, adjusting for
the effect of various covariates. For the most part, these
factors were "uncontrollable" in that they were related to
characteristics of the caseload over which the Agency had no
control. The results of the analysis indicated that five
variables were significantly related to higher AFDC error
rates: the presence of earned income, the presence of unearned
income, household size, the education level of the primary
caretaker, and having an unemployed father as the deprivation
factor. The first two were found to be the most consistent and
powerful predictors of both the incidence and amount of payment
errors.

19/Abt Associates Inc. also studied the effect of monthly
reporting on the Food Stamp Program in Illinois. These results
were discussed earlier in this chapter.
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Ault et al.(1986). The Office of Income Assistance Policy,
Assistant Secretary for Planning and Evaluation, U.S.
Department of Health and Human Services recently completed the
most thorough study of factors related to program errors in
AFDC.20/ 1In particular, the study was intended to address two
concerns:

e Are there factors beyond the control of State or local
administrators and, if so, to what extent do they
contribute to error?

» To what extent do State or local administrative procedures
affect the rate of error?

Unfortunately, the data used to address these questions were
relatively old - QC reviews for 1978 and Census data for

1970. To the extent that current administrative procedures do
a better job of controlling errors than those in use in 1978,
the reported effects on error rates may not be similar to
present relationships.

The analysis proceeded iteratively from case-level analysis to
an analysis of local agency influences to the effect of State
administrative procedures. Each stage is described below:

. Case-level analysis examined the effects on error of
individual case characteristics including demographic
features of the assistance unit (case composition,
deprivation factors, and presence of earnings), how long
the case had been receiving assistance, and how much time
had elapsed since the most recent action on the case.

¢ Local-level analysis examined the effect of socioceconomic
conditions (i.e., per capita income, crime rate, population
density, unemployment rate, residential mobility, adult
female education, non-English language, and residence in
one of the thirty largest cities as measured by population)
and administrative policies (e.g., use of different
verification procedures, automation, wage-matching,
caseload size, monthly reporting) on error rates.

20/Ault, Thomas, Sally Davis, Gregory Mills, and Phillip
Steitz, AFDC Quality Control Study: Analysis of Payment Error
in Aid to Families with Dependent Children (2 vols.), February

1986.
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* State-level analysis examined the effect on error rates of
State program policies, administrative procedures, and QC
practices including: Federal share of benefits,
consolidation of shelter costs, availability of AFDC-U,
asset limit, time spent per QC review, etc.

Each type of analysis examined five different types of error:
ineligibility/overpayment, underpayment, agency error, non-
technical error (i.e., excluding errors related to non-
adherence to procedural rules such as WIN registration), and
income error.

The primary analytical technique used was ordinary least
squares (OLS) regression. Two sets of analyses were

performed: one focusing on the incidence of each type of
error, and one focusing on the amount of error for cases having
recorded errors. The analysis was performed in three phases.
First the "case-level" analysis examined the effect of case
characteristics on payment error, seeking to explain the
variation in case-level error within local welfare agencies.
The second phase, the "local-level" analysis, examined the
variation in payment error observed among local agencies but
within States, using the findings of the case-level analysis to
adjust local agency error data to account for differences
attributable to case demographic characteristics. The
resulting "adjusted error findings" controlled for the effect
of both case and State factors. The independent variables in
the local-level analysis pertained to local administrative
practices and local socioeconomic conditions. The third phase
similarly adjusted State error data to control for the amount
of interstate variation attributable to differences in case
characteristics, local administrative practices, and local
socioeconomic conditions to examine whether the remaining
interstate variation in error could be explained by differences
in State AFDC policies, State administrative practices, and the
nature of State quality control review systems.

The findings reported2l/ by the authors were:

e Case-, local-, and State-level explanatory variables
together explained relatively small amounts of the
variation in the error outcome measures examined by the
study. The fully specified model explained 9.6% of the

21/Ibid, pp. iv, v, and 13.
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variation in the incidence of "total” ineligibility/overpayment
error, 3.5% of underpayment error, 4.3% of agency error, 11.3%
of non-technical error, and 16.5% of income error.

¢ When administratively controllable variables were removed
from the model, the percentage of explained variation was
reduced slightly, but in each situation by an amount less
than two percentage points. When controllable variables
were included alone, the models became very weak,
explaining less than 1% of the variation in all but the
"total" (1.5%) and agency error (1.1%) definitions.

¢ Each of the following case types was significantly more
likely to receive erroneous payments than the average AFDC
case! cases overdue for redetermination, cases with
earnings, unemployed parent cases, and cases with five or
more persons. Note, however, that each of these case types
is relatively rare.

* Several administrative procedures effectively limited
incorrect payments, especially incorrect payments
attributable to misreported income. Particularly effective
were procedures that recorded interim changes in client
circumstances such as mailed change forms, mandatory
monthly reporting, and face-to-face interviews.

In addition, home visits and employer verification for
current earnings during the application and redetermination
process showed strong error-reducing effects.

Finally, several computer applications successfully limited
erroneous payments: tickler files to identify cases likely
to experience changes in circumstances, data checks for
consistency throughout the application and redetermination
process, and file matches with other agency files
maintained by State and local government agencies to
determine accuracy of client data.

e State policy effects proved difficult to estimate through
the statistical analysis. Tentative results, however, were
that States that paid a higher share of benefit costs and
had higher payment standards than average tended to have
lower overpayment rates than average. This suggests that
States do respond to financial incentives to lower
erroneocus payments.

. Several socioeconomic factors characteristic of urban
environments tended to occur with higher-than-average
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ineligibility/overpayment error, including total population
size of the area in which the agency is located, population
density, crime rate, and size of agency caseload.

With regard to the particular effect of uncontrollable factors,
the authors22/ point out that:

Viewed together, these findings appear to indicate that
factors beyond administrators' control contribute somewhat
to error rate levels, but only explain a small percent of
them. Even such a tentative conclusion is not entirely
warranted for the following reasons. First, as just noted,
all variables included in the analysis explained less than
10Z of error variation. Because of the low explanatory
power of the full model, inferences on the basis of the
level of explained variation should be made with caution.
Second, the statistical results may be partially
attributable to the structure of the data. Nearly all of
the controllable variables are measured at the local and
State levels, making it impossible for them to contribute
significantly to explaining within-office variation, the
source of most of the variability observed. Finally, to
the extent that either (1) the controllable variables are
subject to measurement error or (2) we have not controlled
sufficiently for important aspects of the administrative
environment, our estimate of the combined effect of the
controllable variables is understated.

With the exception of variables specific to the AFDC Program,
we have included all of the identified influential caseload and
socioeconomic variables in our analysis.

Attempts to relate payment errors to case characteris-

tics, local area socioeconomic variables, local agency
procedures, and State administrative practices have

accounted for very little of the observed variation in error
rates. In general, the various models tended to account for 10
percent or less of the variation in incidence and amount of
error. To date, therefore, our understanding of the
determinants of program errors appears to be quite limited.

22/Ibid, p. 13.
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All of the previous analyses, however, have focused on "static"
characteristics. As Budding accurately points out, it may be
that variations in error rates are more related to the dynamic
nature of the caseload, i.e., the extent to which households
enter and leave the program and/or experience changes in their
circumstances which subsequently affect their eligibility for
benefits. Because of data limitations, we were also unable to
capture such factors in our analysis. Consequently, we do not
know the extent to which these variables influence error, or
the effect of their exclusion on our findings.

Despite the low overall explanatory power of the models
examined in the literature, several variables were found to be
consistently related to higher error rates:

. the presence of earnings;
* household size;

* receipt of unearned income (particularly SSI, RSDI
benefits, and pensions); and

. education level of the head of the household.

In addition, where tested, the following environmental
characteristics were found to be significant: population
density, urbanicity, crime rate, and local agency caseload
size. For the most part, the case-level characteristics are
related to the degree to which the household situation is
complex to administer, e.g., having various sources of income
and being larger in size. The geographic area variables are
largely measures of whether the household resides in an urban
area.

We have used these results to guide our present analysis, both
in the choice of which variables to include in our model and as
an indication of the explanatory power we can reasonably
expect.
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III. ANALYTIC METHODOLOGY

This chapter presents our approach to developing statistical
models to estimate the effect of caseload and socioeconomic
characteristics on State payment error rates. It consists of
four major sections: (1) the conceptual model that forms the
basis of our analysis; (2) the mathematical model used to
estimate the effect of these factors including separate
discussions of the form of the model, the dependent variables,
explanatory variables, data sources, and model specification;
(3) procedures for calculating adjusted State error rates using
the results of the estimated statistical model; and (4) a
discussion of alternative modeling approaches.

As discussed in Chapter I, State error rates vary

widely, and some have argued that a substantial portion

of this variation results from factors outside the States'
control, such as the nature of the caseload they must serve,
and from external conditions, such as the unemployment rate.
Because error rates are used in calculating fiscal liabilities
for overissued food stamp benefits, it is also argued that
error rates should be adjusted to remove the effect of these
external factors. In this manner, States would be held to
similar standards of performance. Current