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GLOSSARY OF ABBREVIATIONS

Aid to Families with Dependent Children
Adult Male Equivalents (a measure of household size, scaled to take into account
different nutritional requirements due to differences in age, gender, and pregnancy

and lactation status)

Alabama State’s welfare reform program, Avenues of Self Sufficiency through
Employment Training Services

Authorization-To-Participate card (a card issued by county food stamp offices in
Alabama and signed by clients that contains the specifications of coupon issuance for
each client)

Alabama Department of Human Resources

Electronic Benefits Transfer (an alternative form of food stamp benefit issuance)
Equivalent Nutrition Units (a measure of household size, scaled to take into account
different nutritional requirements due to differences in age, gender, pregnancy and
lactation status, and numbers of meals eaten at home)

Food Consumption Unit (the household members who eat meals together)
Washington State’s welfare reform program, Family Independence Project

U.S. Department of Agriculture, Food and Nutrition Service

Food Stamp Program

Household

Identification

Marginal Propensity to Consume (the increase in food purchases resulting from a
$1.00 increase in income or in food stamp benefits)

Mathematica Policy Research, Inc.
National School Lunch Program

Recommended Dietary Allowance (the daily consumption level of a nutrient believed
to be sufficient for good health for most persons; it varies by age and gender)

School Breakfast Program

Supplemental Security Income
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Thrifty Food Plan (used as the basis for setting levels of Food Stamp Program

benefits)
Unemployment Insurance

U.S. Department of Agriculture

Special Supplemental Food Program for Women, Infants, and Children
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EXECUTIVE SUMMARY

The Alabama Food Stamp Cash-Out Demonstration took place in 12 of Alabama’s 67 counties
during the period May through December, 1990. Under the demonstration, a small percentage of
randomly selected food stamp recipients received their program benefits in the form of checks, rather
than in the traditional coupon form. This report describes the impacts of the demonstration on the
food-purchasing and food-use patterns of Food Stamp Program (FSP) recipients. It also describes
the planning and implementation of the demonstration and assesses the impacts of cash-out on the
costs of administering the FSP.

POLICY CONTEXT

The form of the benefits provided under the FSP has been an issue of long-standing debate.
Advocates of the current coupon system argue that coupons are a direct and inexpensive way to
ensure that food stamp benefits are used to purchase food. They contend that, despite some
evidence of fraud and benefit diversion under the current system, the unauthorized use of food
stamps is relatively limited. In addition, they contend that coupons provide some measure of
protection to food budgets from other demands on limited household resources.

Advocates of cashing out food stamp benefits argue that the current system limits the food-
purchasing choices of recipients and places a stigma on participation in the program. Moreover, they
cite the cumbersome nature and cost of coupon issuance, transaction, and redemption.

The current debate about the desirability of one form of food stamp benefit over the other is
limited by the paucity of available empirical evidence comparing coupon and cash food benefits. The
U.S. Department of Agriculture, Food and Nutrition Service (FNS) conducted two studies in the
early 1980s: (1) the evaluation of the Supplemental Security Income/Elderly Cash-Out
Demonstration, and (2) the evaluation of Puerto Rico’s Nutrition Assistance Program. Although both
studies produced useful findings, they examined cash-out as applied to highly atypical food stamp
populations--in the first instance, to elderly participants in the program, and, in the second, to
participants in Puerto Rico, whose incomes are very low relative to those of participants in the
mainland United States. Thus, the results of those studies could not be reliably generalized to the
broader food stamp caseload.

Therefore, it is important to obtain additional information about the effects of cash-out, so as
to better inform the policy debate. The Alabama Food Stamp Cash-Out Demonstration has been
designed to allow a rigorous evaluation of the effects of cash-out. The Alabama demonstration is one
of four tests of the cash-out approach that FNS has undertaken since 1989. The other three are:
(1) the Washington State Family Independence Program (FIP), (2) the Alabama Avenues to Self-
Sufficiency through Employment and Training Services (ASSETS) Demonstration, and (3) the San
Diego Food Stamp Cash-Out Demonstration.

The Washington State FIP and the Alabama ASSETS demonstrations are testing cash-out in
conjunction with other changes in the welfare systems in those states. However, the Alabama Food
Stamp Cash-Out Demonstration, like the San Diego demonstration, is testing cash-out without any
other changes. Therefore, it is of particular interest to compare the latter two evaluations. This
report provides a number of such comparisons.
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THE TIMING OF THE DEMONSTRATION

The Alabama Food Stamp Cash-Out Demonstration was implemented in two urban and ten rural
counties in May of 1990. In those counties, approximately 4 percent of the existing caseload and 4
percent of new cases that entered the FSP over the course of the demonstration were randomly
selected to receive benefits in the form of checks. December of 1990 was the last month in which
cash benefits were issued under the demonstration. As of the date of this report, Alabama continues
to issue cash benefits to food stamp recipients in three counties under the separate ASSETS
Demonstration.

THE SETTING OF THE DEMONSTRATION

Alabama has a population of 4 million people. On average, those people are more likely to
reside in rural areas than is true for the population of the United States as a whole. In addition,
residents of Alabama are more likely to be unemployed or to have low incomes than is the case
nationwide; Alabama’s unemployment rate is one-third higher, and its average per capita income is
20 percent lower, than are those of the United States as a whole.

Alabama’s low-income population depends heavily on food stamps. In 1989, 11 percent of the
residents of Alabama received food stamps; only six states and the District of Columbia had higher
proportions of residents receiving food stamps. At $146 in July of 1989, the average household food
stamp benefit in Alabama was 10 percent higher than the $135 average in the United States as a
whole. This difference is due, in part, to low levels of cash assistance benefits in Alabama. General
Assistance is not available in Alabama, and Aid to Families with Dependent Children (AFDC)
provides low benefit levels; in 1990, Alabama’s maximum monthly AFDC payment of $118 for a
three-person family was the lowest in the nation. Compared with food stamp households nationwide,
a higher proportion of food stamp households in Alabama earn income, but the average amount of
earned income is relatively low. In addition, food stamp households in Alabama are 60 percent more
likely than food stamp households nationwide to be elderly.

These characteristics of Alabama and of those of its residents who are served by the FSP should
be kept in mind when assessing the findings from the Alabama Food Stamp Cash-Out Demonstration
and when attempting to generalize from those findings to other areas of the United States. The
many large differences between food stamp households in Alabama and elsewhere (including other
rural states and states with low AFDC benefits) suggest that the Alabama findings might generalize
poorly to many other states. These factors highlight the importance of considering the Alabama
findings jointly with the findings from the other contemporaneous cash-out evaluations.

RESEARCH QUESTIONS AND OUTCOME VARIABLES: RECIPIENT IMPACTS

This report addresses questions pertaining to the impacts of cash-out on recipients of food stamp
benefits and on the administration of the FSP. The research questions and methodologies pertaining
to the impacts of cash-out on food stamp recipients are identical in the evaluations of the Alabama
and San Diego Food Stamp Cash-Out Demonstrations. They are as follows:

Does cash-out lead to reductions in the money value of food used at home? The regular
coupon-based FSP provides benefits that, in general, can legally be used to purchase food only at
authorized outlets, and to purchase only those items that are eligible under program regulations. This
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earmarking of benefits is intended to further the stated objective of the FSP of "raising the levels of
nutrition among low-income households" by encouraging recipient households to purchase food for
use at home. Thus, the program’s direct impact is expected to be on the amounts of food purchased
for use at home. The analysis presented in this report examines the effects of cash-out on the money
value of purchased food used at home in order to obtain direct evidence as to whether cash-out
reduces the means (that is, the use of purchased food at home) through which the FSP is expected
to affect nutrition.

The principal outcome measure in the analysis of the money value of purchased food used at
home is based on detailed survey data on the use of food at home by households during the seven
days that preceded a survey conducted as part of the evaluation. In some components of the analysis,
we adjust this measure for differences in household size and composition by dividing the money value
of food used by the number of "adult male equivalent” (AME) persons in the household. This
measure states a household’s size in terms of the number of adult males that would be expected to
consume the same amount of food as the household would be expected to consume, given its age and
gender composition. We also use a second adjusted measure of household size, the number of
"equivalent nutrition units”" (ENUs), which further adjusts a household’s size to control for the
percentage of all meals that its members eat from the home food supply.

The analysis also examines effects on the money value of all food used at home, including both
purchased food and nonpurchased food. Although spending food coupons and food checks can
directly affect the use of purchased food only, cash-out might have indirect effects on the use of
nonpurchased food by making households more likely to use food received through government
commodity distribution programs, food received from food pantries or other charitable organizations,
food received as gifts from friends and relatives, or home-produced food. Therefore, it is important
to assess not only the effects of cash-out on purchased food used at home, but also its effects on all
food used at home.

The outcome measures for the analysis of the money value of all food used at home are drawn
from the same survey as were the outcome measures described previously. They include measures
adjusted for household age and gender composition, as well as for the percentage of meals eaten at
home. We estimated the dollar value of nonpurchased food used by a household by using imputed
prices; the imputed prices were the average values of the reported prices of similar food items that
had been purchased by the households participating in the survey.

Does cash-out lead to reductions in the nutrients available to household members? To the
extent that cash-out leads to reductions in the use of food at home, there might be associated
reductions in the nutrients available to household members. For both check households and coupon
households, we examine the average levels of nutrient availability in relation to the recommended
dietary allowances (RDAs) for key nutrients.

Does cash-out lead households to run out of food? Critics of food stamp cash-out have been
concerned that, under this form of benefit issuance, households might spend their benefits on
nonfood products and services and, consequently, might run out of food by the end of each month.
It is important to assess whether households ran out of food in the Alabama Food Stamp Cash-Out
Demonstration. The analysis is based largely on the reported perceptions of respondents to the
household survey regarding the adequacy of the food available to their households in the month
preceding the survey.
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Does switching from coupon issuance to check issuance reduce or increase the incidence or
amount of benefit loss, and in what specific areas? Loss of benefits can occur through theft during
coupon production, shipment, and storage; overissuances due to clerical error; and excessive issuance
due to the fraudulent use of authorization-to-participate cards. We assess the impact of the Alabama
Food Stamp Cash-Out Demonstration on these types of losses by examining program data on
reported losses, supplemented with narrative material from focus group discussions with FSP
participants. Our findings include estimates of the amounts of loss borne by the state and federal
governments, food stamp recipients, and third parties, and of how those losses changed under cash-
out.

DATA COLLECTION

The findings on recipient impacts that we present in this report are based largely on data
obtained from an in-person survey of 1,255 check recipients and 1,131 coupon recipients that we
conducted between August and November of 1990. Of the responding households, 48 percent
resided in the demonstration’s two urban counties, and 52 percent resided in the demonstration’s ten
rural counties, thus closely approximating the 46 percent/54 percent urban/rural distribution of the
entire food stamp caseload in Alabama.

The recipient survey obtained detailed information on household composition and income
receipt. It also collected very extensive data on the foods used by each household during the seven
days preceding the interview. In the survey, respondents were also asked questions about their
households’ attitudes toward and experiences with cash-out. The survey attained a response rate of
78 percent (80 percent among check recipients; 76 percent among coupon recipients) for the
questions on household composition, income, and attitudes, and a rate of 75 percent (78 percent
among check recipients; 73 percent among coupon recipients) for the questions on food use.

To supplement the recipient survey data, we also draw on information obtained during four focus
group discussions with FSP participants. The discussions were held in one urban site (the city of
Birmingham, in Jefferson County) and in one rural site (the town of Fayette, in Fayette County) with
participants who had previously received their benefits as coupons, but whose benefit form had been
converted to checks. Two sessions were held at each site, one with elderly program participants, and
one with nonelderly participants. The focus groups enabled us to explore issues related to client
experiences with cash-out in greater depth than was possible in the structured survey.

The findings on administrative outcomes that we present in this report are based on information
obtained through in-person and telephone interviews with county-level and state-level FSP staff in
Alabama, telephone interviews with representatives of advocacy groups, a mail survey of FSP staff
who had handled check-issuance problems, and data compiled or tabulated by FSP staff. We
supplement these sources with information obtained from program procedures manuals, official
periodic reports on program operations, and other material. Some information was obtained from
the focus group discussions with FSP participants. Federal-level issuance costs were obtained from
an evaluation of a demonstration of the electronic transfer of food stamp benefits (Kirlin et al., 1990).

FINDINGS FROM THE ANALYSIS OF RECIPIENT IMPACTS

The evaluation of the Alabama Food Stamp Cash-Out Demonstration has produced little
evidence of any effect of cash-out on food stamp recipients in Alabama. For almost all outcome
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measures corresponding to the study’s research questions on recipient impacts, the difference in mean
values between check recipients and coupon recipients is small in an economic or nutritional sense
and is not significantly different from zero in a statistical sense. This section summarizes the key
findings of the study concerning each of the previously highlighted research questions on recipient
impacts.

The money value of food used at home. The evidence from the household survey indicates that
cash-out did not lead to a reduction in the money value of food used at home. As shown in Table
1, the mean weekly value of purchased food used at home (the measure of food use that is most
directly affected by the FSP) is $54.85 for coupon recipients and $55.46 for check recipients. The
1 percent difference in mean values is not statistically significant. This finding of no reduction in the
money value of food used at home under cash-out holds regardless of whether the outcome measure
includes only purchased food or includes all food used at home, and regardless of whether the
measure is scaled by ENUs to adjust for differences in household composition and differences in the
percentage of meals eaten at home.

There is no evidence from this study that the absence of negative impact of cash-out on the
money value of food used at home by all food stamp households is masking a negative impact on the
subset of food stamp households that are at greatest nutritional risk. A comparison of check and
coupon households in the lower tail of the cumulative distribution of the money value of food used
at home per ENU revealed that cash-out had virtually no effect on the use of food by those
households.

Nutrient availability. For food energy, protein, and seven micronutrients that are regarded as
potentially problematic from a public health perspective, the estimated effects of the demonstration
on availability from food used at home are small, ranging from 0 percent to 3 percent, and mixed in
sign (Table 2). These small and statistically insignificant differences between check and coupon
recipients support the conclusion that cash-out did not result in a reduction in nutrient availability.
Data from the demonstration on the percentages of households for which the availability of these
nutrients equals or exceeds the RDAs also support this conclusion. For example, the availability of
food energy from food used at home was less than the RDA for 20 percent of both check and
coupon households.

Running out of food. Cash-out did not increase the incidence of perceived shortages of food
in households. Indeed, as shown in Table 3, the percentage of households that reported not having
enough food during the month preceding the survey is 3 percentage points lower for check recipients
than for coupon recipients (16 percent versus 19 percent). The interview question on which this
finding is based asked whether respondents had always had "enough” food during the preceding
month. We do not know exactly how respondents interpreted this concept. However, it is interesting
to note that the percentages of check and coupon households that reported having not "enough" food
are roughly equivalent to the percentages for which the availability of food energy from food used
at home was less than the RDA.

Respondent reports on the skipping of meals by household members due to insufficient food also
are consistent with the conclusion that cash-out did not increase the incidence of shortages of food.
Again, check recipients were somewhat less likely than coupon recipients to report that one or more
household members skipped meals during the month preceding the survey because food was
unavailable.
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Mean Value Difference in Means
Check  Coupon Absolute  Percentage  t-Statistic

Money Value of Purchased Food
Used at Home

For the overall household 55.46 54.85 0.61 1.13 0.43

Per equivalent nutrition unit® 33.43 33.66 0.23 -0.69 0.31
Money Value of all Food Used at
Home

For the overall household 60.31 59.54 0.77 1.29 0.50

Per equivalent nutrition unit® 36.25 36.41 -0.16 -0.44 0.21

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration, household survey.

NOTE: In this study, critical values of the t-statistic for a two-tailed test (for example, a test of the
hypothesis that cash-out caused a change in food use) are 1.960 (95 percent confidence) and 1.645
(90 percent confidence); for a one-tailed test (for example, a test of the hypothesis that cash-out
caused a reduction in food use), they are 1.645 (95 percent confidence) and 1.282 (90 percent

confidence).

One-tailed statistical tests for lower money value of purchased food and all food used at home
by check recipients were performed on the check-coupon differences shown in this table. None
of the differences is statistically significant at the 90 percent confidence level or higher.

*Household size in "equivalent nutrition units" is an adjusted measure of household size that takes into
account differences in recommended levels of food energy among households with different compositions in
terms of the age, gender, and pregnancy and lactation statuses of household members. In addition, this
measure takes into account the percentage of meals eaten at home by household members, as well as meals

served by the household to guests.
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NUTRIENT AVAILABILITY
PER EQUIVALENT NUTRITION UNIT
(Nutrient Levels as a Percentage of the RDA)
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Mean Value Difference in Means
Nutrient Check Coupon Absolute  Percentage  t-Statistic
Food Energy 162.19 161.46 0.73 045 0.22
Protein 258.18 258.99 -0.81 -0.31 0.15
Vitamin A 227.32 229.71 -2.39 -1.04 0.26
Vitamin C 250.63 255.40 -4.77 -1.87 0.60
Vitamin B, 157.59 157.30 0.29 0.19 0.09
Folate 223.94 221.69 2.25 1.02 0.39
Calcium 121.34 117.61 3.73 3.18 1.23
Iron 183.99 183.87 0.12 0.06 0.02
Zinc 127.28 128.87 -1.59 -1.23 0.56

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration, household survey.

NOTE:

One-tailed statistical tests for lower availability of nutrients among check recipients were
None of the differences is

performed on the check-coupon differences shown in this table.
statistically significant at the 90 percent confidence level or higher.

RDA = recommended dictary allowance.
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TABLE 3

RECIPIENTS’ PERCEPTIONS OF THE ADEQUACY
OF THE HOUSEHOLD FOOD SUPPLY
(During Previous Month)

Percentage of

Respondents Difference in Percentages
Check  Coupon Absolute  Percentage  t-Statistic
Respondents Reporting Household
Did Not Have Enough Food 16.02 18.57 -2.55 -13.74 1.64
Respondents Reporting Household
Member Skipped Meals Due to
Insufficient Food 8.21 9.90 -1.69 -17.12 1.44

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration, household survey.
NOTE: One-tailed statistical tests for lower perceptions of food adequacy among check recipients were

performed on the check-coupon differences shown in this table. None of the differences is
statistically significant at the 90 percent confidence level or higher.
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The household survey provides little evidence that check recipients were more likely than coupon
recipients to avoid shortages of food by relying more heavily than coupon recipients on nonpurchased
food or on government food-assistance programs. Both groups of recipients reported that they used
home-produced food and food that they had received as a gift or as a payment-in-kind that had an
average money value of about $4.75 per household per week. Check and coupon households also
reported similar rates of participation in most government food-assistance programs. However, check
recipients did report that they participated in government commodity-distribution programs during
the month preceding the survey at a greater rate (20 percent) than did coupon recipients (17
percent). This difference is statistically significant at the 95 percent confidence level.

The purchase of food used away from home. Cash-out did not lead to an increase in the
purchase of food used away from home, such as restaurant meals. Contrary to expectations, the mean
weekly expenditure for food prepared and used away from home was slightly lower for check
recipients than for coupon recipients ($3.29 versus $3.50, for the overall household). Similarly, check
recipients reported eating a slightly lower percentage of their meals away from home.

Other types of consumption expenditures. One of the basic concerns about food stamp cash-out
is that it might lead recipient households to shift their spending away from food used at home and
to food used away from home and nonfood goods and services. Table 4 shows the percentage shares
of total expenditures that households in the demonstration allocated to broad categories of consumer
goods and services. This table shows that, relative to coupon recipients, check recipients did not
allocate a smaller percentage of their total expenditures to food used at home, nor did they allocate
a greater percentage to food used away from home. Among the nonfood consumption categories,
the only category for which check recipients reported a significantly larger expenditure share than
coupon recipients is the utilities component of shelter expenses. Check recipients reported allocating
1.1 percentage points more of their total consumption expenditures to utilities. Further investigation
would be required to determine if this difference was actually caused by cash-out.

Participant attitudes toward cash-out. Virtually all benefit recipients who participated in the
focus group discussions preferred checks to coupons. The major reasons given for this preference
were: checks can be used to purchase nonfood items, such as paper products; receiving checks by
mail is more convenient than picking up coupons in-person at the food stamp office; and check
benefits promote the self-esteem of recipients.

The respondents to the household survey were asked a series of open-ended questions about the
aspects of check and of coupon issuance that they thought were good and bad. The advantage of
checks most commonly cited by check recipients was that checks can be used to purchase items other
than food. Forty-three percent of the check recipients who responded to the survey mentioned this
characteristic of checks (Table 5). It is not necessarily the case that these respondents actually used
their check benefits to buy nonfood items. The second most commonly mentioned advantage of
checks was that they eliminate the need to go to the food stamp issuance office. The frequent
mention of this characteristic reflects the fact that, in Alabama, food stamp coupons are typically
issued over-the-counter at food stamp offices, whereas food stamp checks were issued by mail.
Sixteen percent of check recipients mentioned the elimination of the need to go to the food stamp
office to pick up their benefits as an advantage of checks.

Coupon recipients tended to cite as an advantage of coupon issuance the fact that coupons
ensure that benefits are spent on food. Thirty-eight percent of the coupon recipients who responded
to the survey mentioned this characteristic of coupons. Thirteen percent of coupon recipients
mentioned a related advantage, that coupons make it possible to budget food expenses better. In
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EXPENDITURE SHARES, BY CONSUMPTION CATEGORY
(Entries Are Percentages of Total Expenditures in Each Category)

Mean Percentage Share

of Total Expenditures Difference in Means

Consumption Category Check Coupon Absolute  Percentage  t-Statistic
All Purchased Food 4331 43.43 0.12 -0.27 0.15

Food at home 41.34 41.27 0.07 0.17 0.09

Food away from home 1.98 2.17 -0.19 -8.77 0.54
All Shelter 33.98 32.80 1.18 3.59 1537

Housing 14.16 14.04 0.12 0.89 0.21

Utilities 19.82 18.76 1.06 5.61 1.88 1
Medical 4.70 443 0.27 5.96 0.66
Transportation 8.28 8.60 -0.32 -3.72 0.72
Clothing 523 5.62 -0.39 -6.97 1.08
Education 1.02 1.26 -0.24 -18.85 1.91
Dependent Care 0.62 0.81 -0.19 -23.78 1.37
Recreation 1.47 1.61 -0.14 -8.47 0.89
Personal Items 1.39 143 -0.04 -3.16 0.42
Total 10000 10_0_9(_) _______________________________________
Mean Total Expenditure $633.05 $632.49

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration, household survey.

NOTE: One-tailed statistical tests for lower expenditure shares for "all purchased food" and for
"(purchased) food at home" and for greater expenditure shares for other consumption categories
among check recipients were performed on the check-coupon differences shown in this table.

'Statistically significant at the 90 percent confidence level, one-tailed test.
MStatistically significant at the 95 percent confidence level, one-tailed test.
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TABLE 5

MOST COMMONLY MENTIONED ADVANTAGES OF CHECKS AND COUPONS

Percen‘lage of Respondents
Mentioning Advantage

Advantages of Checks®

Can be used for items other than food 429
Do not have to go to issuance office 16.2
More choices of food stores 5.7
Do not feel embarrassed 53
Does not involve standing in line for a long time 53
More convenient/easier to spend 5.3

Advantages of Coupons®

Make sure benefits spent on food 37.8
No sales taxes charged 25.8
Can budget food expenses better 12.6

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration, household survey.
?Sample limited to check recipients.

®Sample limited to coupon recipients.
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Alabama, state and county sales taxes are charged on all cash purchases of food, including purchases
made with the proceeds of food stamp checks. Despite the fact that the state augmented the check
benefits to offset the sales tax, 26 percent of coupon recipients cited the absence of sales taxes on
coupon purchases of food as an advantage of coupon issuance. It is likely that many coupon
recipients were unaware of the sales tax offset that was added to the check-benefit amounts.

Check-cashing experiences. Seventy-three percent of check recipients cashed their food checks
at a supermarket, grocery, or other food store, and another 23 percent cashed or deposited them at
a bank (Table 6). Most of these establishments did not charge fees for cashing food stamp checks.
Fewer than 1 percent of check recipients used check-cashing outlets, which did charge fees.

The vast majority of check recipients (91 percent) paid no fee to cash their food stamp checks.
Most of those who did pay a fee paid $1 or less (57 percent of fee payers).

FINDINGS FROM THE ANALYSIS OF ADMINISTRATIVE OUTCOMES

The evaluation of the Alabama Food Stamp Cash-Out Demonstration provides findings on the
lessons learned during the planning and implementation of the demonstration, and on the impact of
cash-out on administrative costs and benefit losses. This section summarizes the key findings of the
study concerning each of the previously highlighted research questions on administrative outcomes.

The planning and implementation of cash-out. A number of Alabama officials, most notably
the Commissioner of the Alabama Department of Human Resources (DHR), were eager to
implement a cash-out demonstration. Most of their efforts to achieve that goal occurred in the
context of the ASSETS welfare reform demonstration; however, those efforts also made feasible the
implementation of "pure cash-out"--the Alabama Food Stamp Cash-Out Demonstration. To garner
public support for these demonstrations, the Commissioner and other high-level DHR staff
participated in legislative hearings on welfare reform, attended meetings with FSP and public housing
staff, and presided over informational meetings on cash-out and welfare reform for retail trade
associations, county DHR directors, civic groups, and advocacy groups.

One key issue that had to be resolved before cash-out could be implemented was how to
compensate check recipients for state and county sales taxes, which are levied on cash purchases of
food, but not on coupon purchases of food. DHR resolved this issue by allocating its own funds to
be used to augment the food stamp benefit of each check recipient by 7 percent, the approximate
amount of the sales tax. This recurring monthly cost made DHR sensitive to the duration of the
demonstration.

The development of the computer software that was an integral component of the check-issuance
system was a major challenge in implementing the demonstration. This work absorbed considerable
resources, primarily in the form of labor hours by the staff of DHR and a DHR contractor. The
software development required more labor hours and more calendar time than was originally
anticipated, which was one reason why the implementation of cash-out was delayed by four months,
from January to May of 1990. The development of the software was complicated by two factors: (1)
Alabama was implementing two related demonstration programs simultaneously ("pure cash-out” and
ASSETS), and (2) some modifications to the cash-out automated system, which had been made
before the evaluator of the pure cash-out demonstration was hired, had to be changed to fit the
needs of the evaluation. With the exception of the modifications to the automated system, cash-out
was implemented very smoothly. In addition to the systematic groundwork laid by the Commissioner,
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TABLE 6

CHECK-CASHING EXPERIENCES OF CHECK RECIPIENTS

Check-Cashing Experience Percentage of Respondents

Place Where Check Is Usually Cashed

Supermarket, grocery store, or other food store 733
Bank 234
Check-cashing outlet 03
Other 3.0

Was a Fee Charged to Cash Check?

Yes 92
No 90.8

Amount of Check-Cashing Fee, if Fee Was Charged?

$0.01 10 $1.00 56.9
$1.01 to $5.00 38.8
$5.01 or more 43

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration, household survey.

*The statistics given in this section of the table are based on the fee amounts that were reported by
the 116 households that reported paying a fee to cash their food stamp checks.
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an important factor in the ease of implementation was the training provided by DHR to its county
and state staff. A DHR staff trainer who was well-informed about cash-out worked full-time to
ensure that all relevant DHR staff had a good working knowledge of cash-out and of its associated
new procedures.

We estimate that the labor and associated costs of planning and implementing cash-out were
$183,000, with the majority of that amount going to software development. This estimate includes
fringe benefits, but does not include overhead. It also includes the cost of contracted services and
products.

Issuance costs. We found that costs were indeed lower under check issuance than under coupon
issuance. Overall, check issuance cost $1.03 per case-month, or about one-half the cost of coupon
issuance, which was $2.05 per case-month. Columns A and B of Table 7 show that issuance costs
incurred at the federal level ($0.51 per case-month under coupon issuance) were eliminated under
check issuance. Issuance costs incurred at the county and state levels were $1.54 per case-month
under coupon issuance, but were only $1.03 per case-month under check issuance. The federal
government pays 100 percent of issuance costs incurred at the federal level, as well as 50 percent of
the costs incurred at the county and state levels. This allocation of responsibility for the payment of
issuance costs is reflected in Columns C-E of Table 7, which show that three-quarters of the savings
in issuance costs resulting from cash-out accrued to the federal government and one-quarter accrued
to the state government.

Benefit losses. Food stamp cash-out in Alabama virtually eliminated several types of benefit
losses that had been borne by either the state or the federal government under coupon issuance.
However, these types of losses are quite small under coupon issuance, thus precluding the possibility
that cash-out might achieve substantial cost savings in this area.

One type of loss, losses and thefts in the mail, increased significantly under cash-out. This
increase was due largely to the increased use of mail issuance under the demonstration. Under
coupon issuance in Alabama, most issuances arc made on an over-the-counter basis, which is a
relatively secure (although expensive) form of issuance. The mail issuance of coupons is generally
restricted to small benefit amounts. Under cash-out, food stamp benefit checks were sent to program
participants through the mail, an issuance mode that is substantially more vulnerable to losses. Costs
resulting from checks being lost or stolen in the mail and then fraudulently cashed averaged $0.14
per case-month under cash-out. Because the average mailed benefit amount is substantially lower
under coupon issuance than under check issuance, the mail loss of benefits is much lower ($0.05 per
mail-issuance case-month) under coupon issuance than under check issuance. This difference should
not be interpreted as evidence that coupons are more secure than checks when issued through the
mail.

Overall, the analysis implies that issuance-system vulnerabilities increased as a result of cash-out.
This increase occurred primarily because of the issuance of food stamp checks by mail, rather than
because of the change in the form of benefit. Thus, the additional costs arising from the loss and
theft of food stamp checks in the mail is less a cost of cash-out than it is of the change in the mode
of delivering benefits to clients. The costs resulting from the loss and theft of benefit checks in the
mail were borne by the third parties, such as banks and stores, that cashed the fraudulent checks.
(Under the regular coupon-issuance system, the federal government bears the cost of replacing
benefits that have been lost in the mail.)



Table of Contents

TABLE 7

COUPON-ISSUANCE AND CHECK-ISSUANCE COSTS PER CASE-MONTH,
BY LEVEL OF GOVERNMENT AT WHICH COSTS ARE INCURRED AND PAID
(In Dollars)

Costs Incurred Costs Paid
Coupon Check Coupon Check
Issuance Issuance Issuance  Issuance  Savings
(A) (B) © ()  (E=CD)
Federal Government 0.51 0.00 1.28 0.515 0.765
State/County Government 1.54 1.03 0.77 0.515 0.255
Total 2.05 1.03 2.05 1.030 1.020

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

NOTE: The amounts shown under "Costs Paid" reflect federal sharing of 50 percent of costs
incurred at the state and county levels.
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It is likely that losses borne by food stamp clients declined under cash-out, because the FSP
replaced checks that were lost or stolen before being endorsed and cashed, whereas the FSP will not
replace lost or stolen coupons. In addition, check recipients were less likely to be subject to possible
overcharging of food stamp recipients by some food retailers.

CONCLUSIONS

The potential impact of cash-out on the ability of the FSP to target its benefits specifically to
food has been a central component of the policy debate about the desirability of this policy
alternative. Opponents of cash-out have been concerned that issuing benefits in the form of checks
would greatly weaken the program’s impact on food use, whereas proponents have felt that the
purchase of food would remain a high priority for recipients, even without the specific linkage to food
purchases provided by coupons. Proponents have also argued that cash-out would lower the cost of
administering the FSP and the cost of benefit losses.
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Alabama, cash-out did not result in lower expenditures for food or in reductions in the amount of
nutrients provided by food used at home. The differences between check and coupon recipients in
the mean values of these and other outcome variables are 3 percent or less and are mixed in sign.
For none of the major outcome variables are the check-coupon differences in mean values statistically
significant.

The impact of cash-out on the cost of administering the FSP is also relevant in assessing this
policy alternative. We found that the cost of issuing benefits was 50 percent lower under check
issuance than under coupon issuance. Costs incurred at the combined county and state levels
declined, while costs incurred at the federal level were eliminated. Considering federal sharing of
costs incurred at the county and state levels, three-quarters of the savings from the reduced issuance
costs accrued to the federal government, and one-quarter accrued to the state government.
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VIII. INTRODUCTION TO VOLUME I

This volume is the second in a two-volume report on the evaluation of the Alabama Food Stamp
Cash-Out Demonstration. Volume I, Recipient Impacts, focuses on the effects of cash-out on
household food expenditures, food use, and nutrient availability. In addition, it considers a number
of related issues, such as household experiences in running out of food, the attitudes of households
toward cash-out, and the shifting of expenditures away from food to other goods and services.
Volume II presents the administrative outcomes of the demonstration, covering the analysis of the
implementation of the demonstration, and its effects on administrative costs and benefit losses.
Volume II also presents the overall conclusions of the study and the appendices.

The form that benefits provided under the Food Stamp Program (FSP) should take has been an
issue of long-standing debate. Supporters of the current issuance system argue that coupons are a
direct and inexpensive way to ensure that food stamp benefits are used to purchase food and to
minimize the unauthorized use of the benefits. Advocates of cash benefits argue that the coupon
system is prone to abuse, limits the food-purchasing choices of recipients, places a stigma on program
participation, and is cumbersome to administer. The need for research to better inform this policy
debate has been recognized. Therefore, the Food and Nutrition Service (FNS) has in recent years
approved four major demonstrations of the cashing-out of food stamp benefits. These demonstrations
occurred, or are currently occurring, in Washington State, San Diego County, 12 "pure” cash-out
counties in Alabama (the subject of this report), and 3 ASSETS counties in Alabama (in which
households receive food stamps, Aid to Families with Dependent Children benefits, and energy
assistance in one combined check). These sites vary substantially on a number of important
dimensions, and the evaluations of these demonstrations are expected to shed light on a wide range

of impacts of cash-out, in a variety of settings.
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Volume I of this report presents findings that are based on data collected from approximately
1,200 households whose benefits were cashed-out, and from 1,200 households who continued to
receive coupons during the Alabama Food Stamp Cash-Out Demonstration. The survey obtained
detailed information on household composition and income receipt, and very extensive data on the
foods used by each household during the week preceding the interview. In addition, respondents to
the survey were asked about their attitudes toward and experiences with cash-out. To supplement
the survey information, focus group discussions were held with FSP participants who had previously
received their benefits as coupons, but whose benefit form had been converted to checks at the
beginning of the demonstration.

This volume describes and documents the process of planning, implementing, and operating
Alabama’s Food Stamp Cash-Out Demonstration. Documenting the planning and implementation
of the demonstration is important for two reasons. First, to facilitate our interpretation of the
findings on the outcomes of the demonstration, we must understand the actual policy and procedural
interventions that led to the observed outcomes. Second, if cash-out is ultimately implemented on
a broader basis, the experience of Alabama officials in implementing cash-out can help officials in
other localities who are planning for cash-out.

Volume II also presents estimates of the effects of cash-out on administrative costs of the FSP.
Estimating the effects of cash-out on administrative costs, which are borne jointly by the state and
federal governments, is important because a major impetus for cash-out is the belief that it will
generate savings in this area. Administrative costs might be lower under cash-out because some steps
in the coupon-issuance and redemption process are streamlined or eliminated under the cash-
issuance system, thereby reducing costs to the federal and state governments. For example, under
the check-issuance system, the costs to the federal government of printing coupons and shipping them
to statc agencies, and of authorizing and monitoring the participation of food retailers in the FSP,

would be eliminated. In addition, several costs, which the state and federal governments share under
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the current coupon system, would be eliminated or reduced; the costs of storing and transporting
coupons would be eliminated, and the costs of issuing food stamp benefits to recipients would be
substantially reduced due to the streamlined procedures for the preparation and mailing of benefit
checks.

Another impetus for cash-out is the belief that it will reduce various forms of benefit loss, such
as theft or loss during production, shipping, storage, or mailing; theft or loss of benefits after client
receipt; and accidental overissuance. These types of loss lead to increased costs to the state and
federal governments, and, hence, to taxpayers, as well. Volume II presents estimates of the impact
of cash-out on such losses. Benefit loss might decline under cash-out, because cash issuance requires
fewer steps and, consequently, provides fewer opportunities for theft and accidental overissuance.
However, if, under cash-out, benefits are issued by mail rather than over-the-counter, losses might
increase, because mail issuance is more vulnerable to loss.

Volume II also discusses other types of loss, which are borne by food stamp recipients, that might
decline under cash-out. For example, food stamp checks that are lost or stolen after being received
but before being cashed by the client can be replaced, whereas replacement coupons are not issued
under similar circumstances. In addition, cash-out makes it more difficult to identify shoppers who
are making purchases with food stamp benefits and, thus, it might reduce the possible overcharging
of food stamp recipients by some food retailers.

Finally, Volume 11 discusses the overall conclusions of the study. It summarizes our findings on
the impact of cash-out on recipients, including the differences between check and coupon recipients
in the money value of food used at home, nutrient availability, perceptions of the adequacy of the
household food supply, and household preferences about the form of the benefit. It also summarizes
our findings on the impact of cash-out on administrative costs and benefit losses, as well as lessons

learned from planning and implementing the demonstration.
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This volume is organized as follows. Chapter IX describes the data and methods used in the
analysis of administrative outcomes. Chapter X discusses the planning, implementation, and operation
of the Alabama Food Stamp Cash-Out Demonstration. Chapter XI analyzes the impact of cash-out
on administrative costs, and Chapter XII analyzes its impact on issuance-system loss. Finally, Chapter
XIII presents the conclusions from the analysis of administrative outcomes, as well as overall
conclusions from the study. Appendices present technical methodological discussions and supporting

information about the demonstration.
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IX. DATA AND METHODS FOR THE ANALYSIS
OF ADMINISTRATIVE OUTCOMES

This chapter describes the data and analytic methods used in the analysis of the administrative
outcomes of the Alabama Food Stamp Cash-Out Demonstration. For each component of the
analysis, we discuss the research questions, the variables that we analyze, the data sources and
collection methods, and the analytic techniques. Section A covers the analysis of the planning and
implementation of the demonstration; Section B covers the analysis of administrative costs, as well

as the planning and implementation costs; and Section C covers the analysis of benefit losses.

A. THE IMPLEMENTATION ANALYSIS

We present the implementation analysis in Chapter X. The objectives of the analysis are to
describe the planning and implementation steps undertaken, examine what worked well and what was
trouble-prone in terms of delays and unexpected drains on resources, and compare the coupon- and
check-issuance procedures. (The data and methods used to estimate costs, including the planning and
implementation costs and the administrative costs of coupon and check issuance, are covered in

Section B.)

1. Research Questions

Key research questions associated with the implementation analysis include:

*  What tasks were involved in planning and implementing the demonstration?
e  What difficulties arose in planning and implementation? How were they resolved?
*  What factors were most important in successfully implementing the demonstration?

* How did the check-issuance procedures in the demonstration differ from the
existing coupon-issuance procedures?
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2. Data Collection and Analysis

The data sources for the implementation analysis are on-site and telephone interviews of county
and state food stamp staff, and telephone interviews with representatives of advocacy groups.! The
interviews were based on structured protocols to ensure that all of the salient information was
obtained on a comparable basis from each interview respondent. Findings from the interviews were
supplemented with information obtained from reports and other material, including Alabama Welfare
Commission reports, Alabama’s Administrative Procedures Act, and the Administrative Letters from
the Commissioner of the Alabama Department of Human Resources (DHR) to the county DHR
directors describing the cash-out demonstration and various procedures for its operation.

Our analysis yields largely narrative descriptions of the planning and implementation processes
and the issuance procedures. We present a tabular comparison of the functions and tasks for food

stamp issuance under the coupon- and check-issuance systems.

a. County Interviews

We conducted interviews with county-level staff during site visits to eight demonstration county
food stamp offices in June and July of 1990, including the two urban cash-out counties (Jefferson and
Montgomery) and six rural counties (Clay, Conecuh, Dale, Dekalb, Fayette, and Lauderdale).? In
each office, we interviewed an issuance receptionist and/or cashier, and the program director and/or

issuance supervisor; in most offices, we also interviewed certification and/or eligibility workers.* In

'In addition to obtaining information on the planning and implementation of cash-out, we used
the interviews with county and state staff to obtain data on the administrative costs of coupon and
cash issuance, the costs of implementing the cash-out demonstration, and the impact of cash-out on
the vulnerabilities of benefits to losses, described in Sections B and C.

ZFour rural cash-out counties--Choctaw, Dallas, Marion, and Pickens--were not visited. On the
basis of the site visits to the other six rural cash-out counties, we judged that issuance procedures
varied only slightly among the rural counties, and that findings from the six visited rural counties
could be generalized to the four unvisited counties.

3In Alabama, "certification worker" refers to caseworkers who handle food stamp applications, and
"eligibility worker" refers to caseworkers who handle Aid to Families with Dependent Children
(continued...)
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these interviews, we obtained information on the activities associated with the implementation of
cash-out, such as the training of staff and the testing of automated procedures, as well as coupon-
and check-issuance procedures. In addition to the on-site interviews, we conducted follow-up
telephone interviews with county staff in November of 1990 in order to obtain additional information
on problem resolution and on the staff’s experience with cash-out in the first six months of the

demonstration.

b. State Interviews

At the state level, we interviewed staff during June of 1990 in the Food Stamp Division,
Information Systems Division, and Data Systems Management Division of the DHR. These staff
described the origin of the demonstration, the timing of planning and implementation activities, the
gains expected from cash-out, problems that had to be resolved, the garnering of support for food

stamp cash-out in Alabama, and the costs associated with implementing the cash-out demonstration.

¢. Interviews with Advocacy Groups and Trade Organizations

To obtain a variety of viewpoints on the cash-out demonstration, in November of 1990, we
interviewed representatives of the Alabama Legal Services Corporation, the Alabama Retail
Merchants Association, and the Alabama Coalition Against Hunger. The purpose of the interviews
with advocacy groups was to discuss their roles in the implementation of cash-out, their support or
opposition to cash-out, the reasons for their support or opposition, their perceptions of the
advantages and disadvantages of cash-out for food stamp recipients and for the Food Stamp Program

(FSP), and their constituencies’ experiences with cash-out.

3(...continued)
(AFDC) applications, including joint AFDC and food stamp applications. Thus, the certification
workers resolve food stamp issuance problems for households receiving food stamps but not receiving
AFDC, and the eligibility workers resolve food stamp issuance problems for households receiving
both food stamps and AFDC.



Table of Contents

B. THE ANALYSIS OF ADMINISTRATIVE COSTS

We present the analysis of administrative costs in Chapter XI. The objectives of the analysis
are to document and compare the state and federal costs of issuing food stamp benefits by coupon
and by check, as well as to estimate the costs of implementing the cash-out demonstration. We
identified two hypotheses to be tested in the study of administrative costs. The first is that reduced
issuance costs at the county level more than offset higher costs at the state level, to produce a net
savings associated with check-issuance relative to coupon-issuance. The second is that the total
federal costs of administering the FSP are lower under the check-based system than under the

coupon-based system.

1. Research Questions
Key research questions associated with the analysis of administrative costs include:
*  What are the costs of issuing coupons and issuing checks, by level of government
at which they are incurred?
*  Does switching from coupons to checks reduce benefit-issuance costs?
* What are the amounts of these savings, by issuance function?

« To the extent that check issuance reduces costs, what savings accrue to the state
and local levels, and what savings accrue to the federal government?

* What were the costs (for example, labor and fringe benefits) for check-issuance
system design, development, and implementation for the Alabama Cash-Out
Demonstration?
2. Data Collection and Analysis
The sources for the issuance cost data are on-site interviews with county FSP staff, described in

Section A.2; a mail survey of certification and eligibility workers about issuance problems; on-site

interviews with state FSP staff; and federal cost estimates provided by Kirlin et al. (1990).
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a. County Interviews
In the interviews with county staff during June and July of 1990, we obtained detailed
information on the procedures for over-the-counter and mail issuance of coupon benefits, including

the time spent by each staff member and the nonlabor resources used in both types of issuance.

b. Mail Survey

In November of 1990, we conducted a mail survey of eligibility and certification workers. This
survey contained questions about workers’ experiences with check-issuance problems during the
demonstration, including questions about the types of problems encountered, how those problems
were resolved, and how much time was spent resolving the problems. The one-page instrument was
sent to each of the 87 certification and eligibility workers in the 12 demonstration counties who had
dealt with one or more check-issuance problems. It specifically requested information on each of the
152 check-issuance problems that were officially recorded during the period of May through October

of 1990. Appendix L contains a copy of the instrument.

¢. State Interviews
To obtain estimates of implementation and issuance costs at the state level, we interviewed staff
in the following offices during June of 1990:
* DHR’s Information Systems Division, which designed and tested the software for
the demonstration, oversaw the computer processing for check issuance, and

produced computer reports on food stamp check and coupon issuances

* DHR’s Data Systems Management Division, which ran the computer programs to
generate files of participants and benefit amounts for the mail issuance of checks

* The Comptroller’s Office, which used the files generated by the Data Systems
Management Division to produce the checks

“The response rate was 100 percent. For the certification and eligibility workers who were
unavailable or unable to respond, the supervisors obtained the necessary information and completed
the survey instrument.
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* The Treasurer’s Office, which received, reconciled, and maintained the canceled
food stamp checks

* The Food Stamp Accounting Office within DHR’s Fiscal Administration Division,
which oversaw and monitored the check-issuance system and processed food stamp
checks returned in the mail, and which aggregates and reports coupon- and check-
issuance data for the Food and Nutrition Service and handles the authorization,
storage, delivery, reconciliation, and monitoring of coupons

d. Data Analysis

The interviews with state- and county-level staff obtained information on the amount of time
spent by each staff person on coupon issuance and on check issuance. We computed labor costs by
multiplying the amount of time that each staff person spent on issuance tasks by the wage and fringe
benefit rates specific to the positions occupied by those persons. From knowledgeable county-level
and state-level staff, we also obtained information about the nonlabor costs of benefit issuance, such
as postage, storage, transportation, security, and insurance. For federal costs, we updated the 1988
estimates provided by Kirlin et al. (1990) to 1990 by using the fixed-weight price index.® To obtain
total costs of issuance, we added together all relevant labor and nonlabor costs.

We examined issuance costs on a "per-case-month” basis, which is a common means of
comparison for FSP costs (see, for example, Abt Associates, Inc., 1987). Per-case-month costs are
obtained by dividing a monthly cost by the monthly food stamp caseload; thus, we can compare costs
for cascloads of different sizes. Appendix M presents a more detailed discussion of the methods that
we used to estimate issuance costs.

Similarly, to estimate the costs of implementing the Alabama Cash-Out Demonstration, we
computed the labor and nonlabor costs of planning for the demonstration, developing the software

and the procedures for operating cash-out, and training the staff. These costs were added together

to produce a total estimated implementation cost.

SFrom 1988 to 1990, according to the Survey of Current Business, 1990 and 1991, the fixed-weight
price index for federal nondefense purchases of goods and services increased 8.1 percent.
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C. THE ANALYSIS OF BENEFIT LOSSES

We present the analysis of benefit losses in Chapter XII. Benefit losses result from theft during
production, shipping, storage, or mailing, or from clients after receipt; overissuance; and the use of
benefits in an unintended manner, such as selling coupons for cash (trafficking), purchasing ineligible
items, or spending cash change from coupon purchases on ineligible items. The objective of the
analysis of benefit losses is to compare the amount of loss under coupon issuance and check issuance,
both as a percentage of total issuance and on a dollars-per-case-month basis. We make comparisons
within categories of vulnerabilities. In addition, we report in a narrative format findings from

discussions with food stamp workers and clients about the impact of check issuance on losses.

1. Research Questions
Key research questions associated with the analysis of the effect on losses include:
*  Does switching from coupon issuance to check issuance reduce the incidence or the
amount of benefit loss?

* To the extent that benefit losses are reduced, what specific areas of system
vulnerability are reduced?

* Did any new forms of fraud emerge under cash-out?

2. Data Collection and Analysis

The primary sources of information on coupon benefits that are lost or stolen in the mail and
on benefits that are lost from coupon inventories are the monthly FNS-46 and FNS-250 reports and
the quarterly FNS-259 report, which are submitted by each Alabama county to the state Food Stamp
Accounting Office. We obtained copies of these reports from the Food Stamp Accounting Office.
We obtained corresponding information on check issuance from the FNS-46 and FNS-250 reports

and supplemented the information with data compiled by the state Food Stamp Division.
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Direct data on the other sources of benefit loss in Alabama are not available; however, we
obtained limited information from the interviews with food stamp staff, described in Section A.2, and
from the focus group discussions with clients, described by Mazur and Ciemnecki (1991).

We present tables comparing (1) the vulnerabilities to loss under coupon and check issuance,
(2) the average monthly value of overissuance and loss from coupon inventories in the demonstration
counties during the demonstration period (May through December of 1990), and (3) mail losses
under coupon and check issuance in the demonstration counties during the demonstration period.
We also examine who bore the losses, and how that changed under cash-out. Finally, we present a

narrative discussion of the loss of benefits after client receipt.
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X. THE PLANNING, IMPLEMENTATION, AND OPERATION OF
ALABAMA’S FOOD STAMP CASH-OUT DEMONSTRATION

This chapter describes the process of planning and implementing Alabama’s cash-out
demonstration, and the operation of Alabama’s coupon-issuance and check-issuance systems. The
data sources include on-site and telephone interviews of county-level and state-level food stamp staff,
telephone interviews with representatives of advocacy groups, and documents produced by state staff.
(We describe the interviews with county-level and state-level food stamp staff in greater detail in
Chapter IX.) Analyzing the process of planning, implementing, and operating cash-out in Alabama
aids in understanding the impact of the demonstration on recipient behavior, administrative costs, and
losses. The process analysis also aids in assessing the degree to which the Alabama experience can
be generalized, and the potential use of the demonstration experience in future federal policy
development.

The next section of this chapter discusses planning for cash-out. Section B covers its
implementation, and Section C describes operational differences between the coupon- and check-

issuance systems in Alabama.

A. PLANNING FOR CASH-OUT
Food stamp cash-out in Alabama has been closely tied to other welfare reform plans. The idea
for the Alabama cash-out demonstration arose from the welfare reform efforts of the 1980s, spurred
by federal encouragement of state initiatives to make the welfare system more effective and efficient.
This section describes the origin of the demonstration, the timing of planning activities, the
potential gains that were the impetus for cash-out, problems that had to be resolved, and the

garnering of support for food stamp cash-out in Alabama.
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caseload. Officials at FNS were concerned that, because California’s Aid to Families with Dependent
Children (AFDC) payments are relatively generous, and the average food stamp benefit is,
consequently, relatively small, examining cash-out only in California could lead to misleading results
about the impacts of cash-out on food purchases made by program participants.

When Alabama, a state with relatively low AFDC payments, went to the LIOB with a welfare
reform proposal to combine welfare programs, officials in the United States Department of
Agriculture (USDA) conceived of the idea of a "pure” food stamp cash-out demonstration in that
state. John Bode, Assistant Secretary for Food and Consumer Services, USDA, opened discussions
with Commissioner Hornsby, the outcome of which was an agreement that FNS would support
Alabama’s welfare reform demonstration if Alabama would also conduct a pure food stamp cash-out
demonstration. The two Alabama demonstrations came to be known as "ASSETS" (Avenues of Self
Sufficiency through Employment Training) and "pure cash-out." In the ASSETS Demonstration,
AFDC, food stamps, and the Low Income Home Energy Assistance Program (LIHEAP) were merged
into a single program on a county-wide basis in three counties; thus, food stamp cash-out was one
component of ASSETS. In the pure cash-out demonstration, which had no broader welfare reform
objectives, food stamp benefits were provided as checks for a small sample of food stamp recipients
in selected non-ASSETS counties. Many of the planning and implementation activities for the two
demonstrations were performed jointly, in particular, the extensive development of the necessary
computer software. Garnering support among staff, clients, and the public was also a joint effort.

The Public Assistance Division of Alabama’s DHR designed and implemented ASSETS, whereas
the Food Stamp Division handled cash-out, when the planning and implementation of cash-out were
separate from ASSETS. Both divisions report to the DHR Deputy Commissioner for Programs, who
reported directly to DHR’s Commissioner Hornsby. The Food Stamp Division is responsible for food

stamp policy, consultation, training, and certification; food stamp employment and training programs
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are handled by the Public Assistance Division. Figure X.1 shows an organization chart of the

Alabama DHR, and Figure X.2 shows an organization chart of the Food Stamp Division.

2. The Nature and Timing of Planning Activities

Alabama’s Welfare Reform Commission began meeting in late 1987. The Commission, which
was chaired by David Owens, the Director of the Public Assistance Division of DHR, was comprised
of representatives of advocacy groups, clients, social welfare agencies, state officials, business and
industry, and churches, as well as other concerned persons. In April of 1988, the Commission
published a report entitled The Alabama Welfare Reform Vision: A Report to the Governor. This
report described Alabama’s welfare system, pointed out its weaknesses, and advocated a
demonstration that would merge AFDC, food stamps, and LIHEAP into a single program. In this
context, the report recommended cashing out food stamps, stating that:

“. . . providing assistance to clients in the form of in-kind benefits such as food stamps

overtly implies that they cannot independently manage their own lives and household

budgets. Providing merged benefits in the form of cash assistance to meet basic needs

stresses independence skills."
The report also described and suggested strategies for eliminating long-term welfare dependency.
These strategies included improved child-support enforcement, comprehensive employment and
training programs, statewide public awareness campaigns to inform people about poverty in Alabama
and to obtain support for funding and legislative programs, and encouragement of county initiatives
and demonstrations. Governor Hunt publicly expressed support for the Commission’s proposals.

In September of 1988, the Commission issued a second, shorter report, entitled Welfare in
Alabama and the Need for Change. This report highlighted the findings and recommendations of the
earlier report and included photographs showing the living conditions of welfare recipients in
Alabama. Both reports called for welfare reform demonstrations that would be comprehensively

evaluated and, if unsuccessful in improving the welfare system, discontinued.
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Alabama worked closely with FNS to lay the groundwork for the food stamp components of both
the ASSETS and the pure cash-out demonstrations. FNS and DHR staff met in Montgomery in the
summer of 1988; as an outcome of that meeting, Alabama officially proposed a pure cash-out
demonstration to FNS. FNS approved the demonstration and agreed to pay 100 percent of the
evaluation costs and to prepare the waiver materials.

Alabama staff recognized early in the planning process that the automation aspects of ASSETS
and cash-out would be major challenges in implementing the two demonstrations. Therefore, an
automation committee was formed, consisting of the DHR Cash-Out Project Manager, the Acting
Director of the Food Stamp Division, a staff member from the Office of County Assistance of the
Food Stamp Division, and a systems analyst consultant who was hired to develop the software for
ASSETS and cash-out. The automation committee played an active role in developing and
implementing cash-out’s software and automated procedures.

Another planning activity for cash-out was the formal revision of the state’s administrative
regulations governing food stamps. Food stamp issuance procedures are spelled out in Alabama’s
Administrative Procedures Act. Before cash-out could be implemented, the act had to be revised to

allow for the issuance of state warrants, rather than coupons, for the cash-out households.

3. Key Issues

Several issues had to be resolved before the food stamp cash-out demonstration could be
implemented in Alabama. A major problem concerned state and local sales taxes on grocery items.
Alabama imposes a 4 percent tax on grocery sales, and counties and municipalities impose additional
sales taxes ranging from 2 percent to 4 percent. By federal law, purchases made with food stamps
are exempt from these taxes, but those made with check benefits (because they are cash purchases)

are taxed. To offset the sales tax, DHR increased the amount of each food stamp check by 7
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percent.? DHR’s budget was the source of funding for the benefit increase; however, all taxes
collected as a consequence of purchases made by check recipients went into the state’s general
operating fund or to local governments. This treatment of sales taxes heightened DHR’s sensitivity
to the scale and duration of the cash-out demonstration.

Another issue that was not a problem under coupon issuance involved the funding of check
benefits, that is, how the Food Stamp Program (FSP) would repay Alabama for the food stamp
benefits that were paid to clients in the form of state vouchers. This issue was resolved through the
use of letters of credit, by which the FNS Southeast Regional Office in Atlanta electronically credited
the State of Alabama’s bank account.

Concern that clients would have difficulty cashing the food stamp checks arose when a
representative of a major Alabama grocery chain raised the possibility of grocery stores charging fees
to cover their administrative costs of cashing checks, especially the cost of accepting checks with
fraudulent client signatures. However, state food stamp staff informed the retailers that clients would
be required to present a second piece of identification, in addition to the food stamp identification

card, so that retailers would be able to compare signatures and prevent the fraudulent use of benefits.

4. Garnering the Support of Staff, Clients, and Other Groups

Given the widespread acceptance of food benefits in the form of coupons, Commissioner
Hornsby and others interested in welfare reform knew that a great deal of public education would
be required to build support for cash-out. Consequently, the state began to undertake a large public
relations effort. When Commissioner Hornsby first came to DHR, he advocated that a cash-out
demonstration be conducted on a small scale. He told the county DHR directors that both welfare

reform and some form of cash-out were going to be implemented, and he instructed the directors to

“Initially, DHR had proposed to augment food stamp benefit amounts by 6 percent to offset the
sales tax, because the statewide average of cumulative state and local sales tax rates was 6 percent.
However, in some counties the cumulative sales tax rate was higher (in Montgomery County, it was
8 percent). Ultimately, DHR adopted a 7 percent sales tax offset.
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build local support for both ideas. Accordingly, during the winter of 1988, in ten of the state’s most
populous counties, the county DHR directors held legislative hearings that were open to all persons
interested in the state’s welfare system. Increased political support for welfare reform and cash-out,
as well as for an increase in AFDC benefits, resulted from the meetings. In addition, Commissioner
Hornsby held a hearing for state legislators on the issues of welfare reform and cash-out.
Subsequently, the legislators enacted legislation that increased the state’s budget for AFDC by 5
percent.

Enlisting the support of county-level food stamp staff was crucial in implementing any welfare
reform. The Acting Director of the Food Stamp Division, Terrie Reid, attended a meeting of the
Alabama Association of Food Stamp Supervisors and Administrators to explain cash-out and ASSETS
and to enlist support for these programs. She suggested that they maintain records of comments and
feedback from clients, food retailers, and the community about these welfare reform initiatives.

Federal regulations preclude that cash food benefits be counted as income for the purpose of
determining eligibility for such means-tested public assistance as public housing. Before cash-out was
implemented, DHR sponsored a statewide meeting of approximately 100 officials who operated public
housing programs in Alabama, during which cash-out and the exclusion of check benefits from the
counting of income were explained. Several members of that group subsequently met in Montgomery
with staff from the Food Stamp and Public Assistance Divisions to obtain additional information on
cash-out and ASSETS.

Retail food merchants opposed cash-out. Charles McDonald, the Executive Director of the
Alabama Retail Merchants Association, was appointed to the Welfare Reform Commission in order
to obtain his involvement and support for cash-out. Commissioner Hornsby and the Directors of the
Food Stamp and Public Assistance Divisions met with the association late in 1989, at which time the
retailers expressed cautious support for the Commissioner, but also expressed serious reservations

about cash-out. Their main objection was their fear that check recipients would use check benefits
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to buy nonfood items, and that, as a result, grocery retailers would lose business. After this meeting,
but before cash-out was implemented, a large informational meeting was held in Huntsville (which
is in Madison County, one of the three ASSETS counties) for retailers who accepted food stamps.
During that meeting, the retailers expressed their reservations, and Commissioner Hornsby argued
his case. In addition, in response to the request of the Retail Merchants Association for information,
DHR sent the association a supply of brochures providing information on ASSETS and cash-out.
In the words of Acting Food Stamp Division Director Terrie Reid, "So much groundwork was laid
with the retailers that when cash-out finally happened, it was anti-climactic" (interview in
Montgomery, Alabama, on June 20, 1990).

Two advocacy groups for low-income persons, the Alabama Coalition Against Hunger and the
Alabama Legal Services Corporation, also expressed opposition to cash-out, but for reasons very
different from those of the retailers. The groups’ first concern was that financial pressures on food
stamp recipients would make it extremely difficult for the recipients to use the check benefits to
purchase food only. The groups felt that Alabama’s low AFDC benefits exacerbated the financial
pressures, because low AFDC benefits mean that food benefits constitute a large proportion of the
total income of many food stamp recipients. The groups also felt that the pressures were exacerbated
by the scarcity of public housing, which increases the pressure on food stamp recipients to use their
food benefits to cover housing costs. The Alabama Coalition Against Hunger and the Alabama Legal
Services Corporation were also concerned about the possible exploitation of recipients of food stamp
checks. For example, landlords might raise rents if they knew that their tenants had more cash
available, or sales people might pressure check recipients to spend their benefits on nonfood items.
The position of the Alabama Coalition Against Hunger was that cash-out is not a bad idea in theory,
but that, before cashing out food stamps, the state should increase its maximum AFDC grants to the
average of the East South Central states and should institute a General Assistance (GA) program.

The coalition felt that these changes would reduce the likelihood of cash food benefits being spent
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on nonfood items. The coalition was also concerned that full cash-out of Alabama’s food stamp
caseload would mask the inadequacy of the state’s welfare system, and would make it more difficult
for advocacy groups to lobby the legislature to increase maximum AFDC grants or to implement GA.
The coalition reported that its food stamp clients were opposed to cash-out because of concerns
about how other food stamp recipients might spend their check benefits.

The second concern was that food assistance in the form of check benefits would be controversial
and politically vulnerable, whereas coupons had strong Congressional and public support. Legal
Services Director Larry Gardella expressed concern that food stamp benefits in the form of checks
would be much more likely to be "tampered with" by the Congress. The groups also were concerned
about any change in the basic structure of the FSP. In the words of Carol Gundlach, of the Alabama
Coalition Against Hunger (telephone interview, November 14, 1990):

"I have fears that we’re looking at a defederalization of the Food Stamp Program. What

scares me is that we may end up with fifty different Food Stamp Programs; the program’s

strength is its consistency across all the states. Cash-out gives too much control in setting
policy to states who won’t build in the protections the Food Stamp Program has built in."
B. IMPLEMENTATION OF CASH-OUT

Cash-out required major efforts to develop the automated system and procedures. However, the

human aspects of implementation (training staff and notifying clients) were also important. This

section describes the implementation and evaluation schedule, the design of procedures and systems,

the training of staff, the notification of clients, the reactions of staff, and the lessons learned.

1. The Implementation and Evaluation Schedule

The original schedule for the pure food stamp cash-out demonstration accommodated the data
collection requirements of the demonstration evaluation while recognizing the need of DHR to limit
its cost of the demonstration and to coordinate the pure cash-out and ASSETS demonstrations. The

schedule called for pure cash-out to be conducted in three consecutive, four-month phases in calendar
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year 1990. Phase One (initial implementation) was scheduled to begin in January with the issuance
of checks to approximately 1,850 randomly selected households in two urban and ten rural counties.
Phase Two (data collection) was to begin in May and to end in August, thus giving check recipients
four to eight months to adjust their consumption behavior to the new form of benefits before being
interviewed. During this phase, detailed data on food use over a one-week period were to be
collected from 1,200 randomly selected check recipients and 1,200 randomly selected coupon
recipients. Phase Three (demonstration close-down) was to begin with the completion of data
collection and to continue through the end of the year.

Two delays in the implementation of the demonstration necessitated that the period of check
issuance be reduced from the planned 12 months to 8 months. Pure cash-out had always been closely
linked to the ASSETS Demonstration. By December of 1989, it had become apparent that the
design of ASSETS, most notably the design of the check-issuance software, was behind schedule.
Consequently, DHR decided to delay the start of ASSETS by three months. Because the pure cash-
out demonstration and ASSETS required essentially the same software, DHR also chose to delay the
cash-out demonstration until April of 1990. By March of 1990, the check-issuance software was
available, but had not been tested fully; therefore, DHR chose to delay the start of pure cash-out by
one additional month.

DHR and FNS agreed to accommodate the delays in the implementation of cash-out, but to
maintain the original calendar year 1990 time frame for the demonstration, by reducing the duration
of each of the three phases of the demonstration. According to the revised schedule, Phase One was
to last three months, Phase Two was to last three and one-half months, and Phase Three was to last

one and one-half months.
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The revised schedule satisfied FNS’s three principal requirements for the timing of the

demonstration, which were as follows:

1. Phase One must be of sufficient duration to permit the food-use behavior of check
recipients to stabilize in response to the new form of benefit. FNS considered
three months to be the minimum acceptable duration of Phase One.

2. Phase Two must be of sufficient duration to permit food-use data to be collected
from 2,400 households.

3. Household data collection must not extend into the Thanksgiving to New Year

holiday period, when unusual food-use patterns are more likely to be reported.

In addition, the revised schedule was responsive to DHR’s concern that it have sufficient time
to provide check recipients with one month’s advance notification of the reversion to coupon
issuance. Furthermore, because the cash-out checks included 7 percent higher benefits as an offset
to the sales tax on food, with the increase in funds coming from DHR’s budget, the agency was
anxious to minimize the number of months during which check issuances were made. The revised,
eight-month schedule was responsive to the latter need.

The pure cash-out demonstration was successfully implemented according to the revised schedule.
The issuance of food stamp benefits in the form of checks began on May 1, 1990, and ended on
December 31, 1990. Household data collection began on August 3, 1990, and was completed on

November 17, 1990.

2. Designing and Implementing Procedures and Systems

Writing the software programs to handle check issuances and working out the automated
procedures for producing checks comprised the major part of the design of the cash-out system. The
software for cash-out was taken from the ;:heck-writing system being developed for ASSETS, modified
to handle food stamp cases only, and entered into Alabama’s automated food stamp client data

system, SCI-II (State and County Integrated System).
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In SCI-II, 150 subroutines deal with food stamps. Each modification required by cash-out
necessitated identifying which subroutines had to be modified, and then writing and testing the
modifications. Both on-line processing programs and batch-payroll processing programs had to be
modified. Some of the necessary modifications were: (1) changing the master file by modifying the
existing issuance-type field to include check issuance, (2) changing the supplemental issuance and
reconciliation procedures to include check-issuance cases, and (3) changing the case-information
profile to provide separate listings for the coupon and check systems, so that separate totals could
be obtained for the two types of issuance. Some problems, such as the sequencing of several
activities (for example, designating an alternate payee when the original payee became incapacitated
or died), were more complex under cash-out than under coupon issuance.

Once the software procedures were in place, the procedures for county-level workers were
detailed in an Administrative Letter from Commissioner Hornsby to the county DHR directors. This
letter described the cash-out demonstration and its evaluation; specified standards for certification,
issuance, and benefit levels; and described the procedures for handling check-issuance problems (such

as processing returned warrants, authorizing replacement warrants, and issuing special payments).

3. Interfacing with Other State Agencies

Cash-out also required interfaces with two state agencies (the Treasurer’s and Comptroller’s
Offices) that had not been involved in food stamp issuance, and whose priorities sometimes differed
from those of the Food Stamp Division. For example, a request was made to the Treasurer’s Office
to set up procedures allowing county workers to have on-line access to a file indicating whether, or
when, a food stamp check had been cashed. However, this procedure was never set up. In addition,
the Food Stamp Division had disagreements with the Comptroller’s Office about the priority accorded
to the issuance of food stamp checks; although the FSP requires that benefits be issued within a
certain time frame, the Comptroller’s Office occasionally scheduled non-food stamp functions before

food stamp checks, thus delaying the issuance of the checks.
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4. Staff Training

One DHR staff member was designated the Cash-Out Trainer and worked full time on cash-out,
from January of 1990 through its phase-out. This member’s duties included preparing training
materials, conducting training sessions, and ensuring that all county staff were well prepared, so that
the cash-out implementation would go smoothly. After implementation, the Cash-Out Trainer
handled operational questions from the counties. County-level staff were trained on-site in some of
the cash-out counties, as well as in Montgomery and Birmingham. A total of 350 county-level and
state-level staff received training. County DHR directors, program supervisors, issuance supervisors,
food stamp receptionists, food stamp cashiers, telephone receptionists, and clerical workers received
training appropriate to their level of involvement with cash-out. In addition, state-level food stamp

and finance administration staff received training. The training schedule was as follows:

*  February 1990--orientation for county directors and program supervisors
* February 1990--on-site training about cash-out for county issuance staff
¢ March 1990--orientation for other county staff

*  April 1990--update training for county staff

e April 1990--training for state staff

*  May 1990--meeting of program supervisors about cash-out implementation

5. Notification of Clients

Once the initial sample of cash-out households was chosen, those households had to be notified
about their selection. The county DHR offices sent letters to all cash-out households explaining cash-
out and describing the checks that they would be receiving. An informational pamphlet was enclosed
with the letters. Letters sent to the initial sample households and letters sent to the supplemental

households (households added to the cash-out sample after the initial sample was drawn, to
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compensate for attrition from the demonstration) contained basically the same information, but were

worded slightly differently. Copies of the letters and of the pamphlet are shown in Appendix K.

6. Reactions of County Staff

County workers who were interviewed for the evaluation stated almost unanimously that cash-out
implementation had gone smoothly, and that they and the clients had been well prepared. According
to the workers, most clients liked check issuance, and a number of clients receiving coupons had
expressed a desire to receive checks. Workers mentioned less stigma, more dignity and self-
determination, and the convenience of mail issuance as advantages of check issuance to the clients.
Most workers cited lower issuance costs as an advantage of cash-out to the FSP. Workers mentioned
the possibility of clients using the check allotments to purchase nonfood items as both an advantage
and a disadvantage. The advantage stemmed from the freedom to use the money to purchase
nonfood items, when necessary; the disadvantage stemmed from the loss of budgeting assistance due
to the constrained nature of coupons and, consequently, the higher likelihood that clients might run
out of food. After cash-out was implemented, the county offices received very little feedback from

the public, food retailers, or advocacy groups.

7. Lessons Learned
Developing the automated systems to handle check households and issue food stamp checks

absorbed a large amount of resources and required more time than was originally anticipated.
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changed to fit the needs of the evaluation, thus adding to the labor costs and time requirements of
the systems’ development efforts.

With the exception of the development of automated systems, cash-out implementation went very
smoothly. A large factor in the ease with which cash-out was implemented was the training provided
by DHR to its county and state staff. After implementation, the Cash-Out Trainer worked full-time
to ensure that cash-out ran smoothly, which entailed being available to answer all questions from the
county offices and serving as a liaison between food stamp staff and automated systems staff. Having
a full-time person in that position appeared to be a key reason that implementation and operations
went smoothly.

Another factor underlying the ease of implementation of cash-out was the extensive public
relations effort conducted by DHR staff, which began at the earliest date possible. Commissioner
Hornsby systematically laid the groundwork for cash-out by involving and informing all interested
parties. He built support through personal contact and promotion of welfare reform among state
workers, retailers, legislators, county DHR directors, and other concerned persons. Other DHR staff
prepared the clients for cash-out and followed up on Commissioner Hornsby’s campaign of educating

other agencies and the public about cash benefits.

C. OPERATIONAL DIFFERENCES BETWEEN COUPON AND CHECK ISSUANCE IN
ALABAMA

The procedures and resources required for coupon and check issuance differ substantially.
Describing those differences provides a context for analyzing differences in issuance costs and the
impact of cash-out on benefit losses and diversions. This section describes the administration of the
FSP in Alabama, the procedures for coupon and check issuance, and the differences in the types of
resources required for the two systems. Table X.1 gives an overview of the steps necessary to issue

coupons, checks, or both forms of benefits.
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TABLE X.1

FUNCTIONS AND TASKS FOR FOOD STAMP BENEFIT
ISSUANCE SYSTEMS IN ALABAMA

Coupons  Checks
Function/Task Only Only

Both
Systems

Authorizing Recipient Access to Food Stamp Benefits
Routine Authorization
Create allotment file from food stamp client master file

Transmit or provide access to allotment listings to issuance
sites

Nonroutine Authorization
Initiate supplemental, expedited, or retroactive issuances
Initiate replacement issuances due to lost or stolen benefits

Other issuance authorization problems

Delivering Benefits to Recipients

Coupon Production, Shipment, and Storage (Including
Inventory Management/Monitoring and Security Tasks) X

Warrant Production X

Coupon/Warrant Delivery to Issuance Sites or Clients
(Including Inventory Management/Monitoring and Security
Tasks)

Coupon/Warrant Allotment Confirmation and Over-the-Counter
or Mail Issuance (Both Routine Delivery and Nonroutine
Delivery due to Lost or Stolen Coupons or Expedited Process
Requirements; also Including Oversight/Management/
Monitoring Tasks)

Crediting Retailers and Banks for Benefits Redeemed

Retailers Count Coupons, Make Change, Endorse Coupons, and
Complete Redemption Certificate X

Retailers Deposit Warrants in Bank Accounts X
Banks Verify Retailer Deposits, Count and Bundle Coupons,

Complete Food Coupon Deposit Document, Send Deposit to
Federal Reserve Bank X
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Function/Task

Coupons  Checks
Only Only

Both
Systems

Banks Verify Retailers’ Deposits and Credit Accounts

Federal Reserve Bank Verifies Bank Deposits, Checks for
Counterfeit Coupons, Destroys Coupons, Forwards
Documents to USDA, Submits Debit Voucher to U.S.
Treasury

Federal Reserve Bank Verifies Banks’ Deposits and Credits
Accounts

Managing Retailer Participation in the Food Stamp Program

Authorize Retailers to Participate in FSP and Train Retail
Staff about Program Regulations

Input Data from Redemption Certificates and Food Coupon
Deposit Documents and Produce Redemption Activity Reports

Monitor Redemptions, Investigate Possible Violations, and
Administer Sanctions

Set Policy for Retailer Participation and Oversee Redemption
System

Monitoring and Reconciling Issuance

Produce Inventory and Mail Loss Reports FNS-250 and
FNS-259

Produce Project Area Participation and Coupon Issuance
Reports or Comparable Report on Check Issuance

Enter These Data and Maintain Data Bases

Set Issuance Policy and Monitor State Issuance Performance

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

USDA = U.S. Department of Agriculture; FSP = Food Stamp Program; FNS = Food and Nutrition Service.
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1. Program Structure and Procedures

In Alabama, the FSP is administered by the state DHR. Each county has a DHR director, who
oversees state welfare activities in that county. Both AFDC and food stamps are within the purview
of the county DHR director, but are often housed in separate offices. Under the county DHR
director, each food stamp office has a program supervisor for food stamps. The larger counties (for
example, Jefferson and Montgomery) also have a supervisor in charge of food stamp issuance; the
program supervisor serves that function in the smaller counties. Clients have initial caseworker
contact with an eligibility worker (for those applying for both AFDC and food stamps) or a
certification worker (for those applying for food stamps only). For most households, food stamp
receptionists and cashiers issue the food stamp coupons; in smaller counties, one person performs

both receptionist and cashier duties. In some counties, benefits are issued by mail to elderly or
disabled clients who qualify for small amounts of benefits and who have inadequate access to
transportation.* The issuance procedures are fairly uniform among the rural county offices, although

the urban offices show some variation.

2. Coupon-Issuance Procedures and Functions

Alabama uses a centralized automated client data system, SCI-1], to maintain data on food stamp
recipients and the issuance of food stamp benefits. Each county office has on-line access to the SCI-
II system and to the Income and Eligibility Verification System (IEVS), which is the front-end system
that determines food stamp eligibility. A caseworker fills out the FSP client record (or turn-around-
document [TAD]--Form 1139) during the application process, and a data management worker enters
that information into IEVS. The system then determines the applicant’s eligibility for food stamps

and passes the information into SCI-II, where benefit amounts are determined.

3County FSP supervisors determine who will receive benefits by mail, on the basis of the federal
regulations and each county’s history of mail-issuance loss.
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For most ongoing cases, recipients pick up food stamp coupons at the county food stamp offices
on a monthly basis, usually during the first two weeks of the month. Households are assigned days
of the month that mark the beginning of the period during which their coupons can be picked up.
After arriving at the food stamp office on or after the assigned day, a client presents his or her FSP
identification card to the issuance receptionist, who enters the client’s identification number into the
SCI-II system. Entering the identification number causes the client’s record to be updated
immediately with the new issuance data, and an authorization-to-participate (ATP) card is printed
on a printer in the issuance office. The client signs the ATP card, and a cashier (who also might be
the receptionist) checks the signature against the signature on the client’s identification card and
issues the coupons according to the specifications on the ATP card.

Issuance is by mail, rather than over-the-counter, for approximately 21 percent of the Alabama
food stamp caseload. Mail issuance is done by the local offices after they receive a printout from the
state listing the mail-issuance households; each county office has its own schedule for mail issuance,
which, in most offices, includes the first working day of the month (when the cash-out checks were
usually mailed). The procedure for mail issuance is as follows: the identification numbers are
entered into SCI-II; the ATP cards are printed out; and the coupons are counted, inserted into
envelopes with the ATP cards (which serve as mailing labels), and mailed.

Information on new cases, including those requiring expedited service and others, is entered into
the SCI-II system daily. Expedited cases are usually "walked through” the application process by their
certification workers and generally receive their coupons over-the-counter during the first month in
order to ensure that the standard of promptness for expedited cases (requiring that they receive their
coupons within five days) is met, even if they are switched to mail issuance subsequently. Mail-
issuance coupons for new, nonexpedited cases are mailed on the next scheduled mailing day, which
is usually the first working day of the following month. Clients who are new, nonexpedited cases for

over-the-counter issuance can pick up their coupons on the next regularly scheduled, assigned
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issuance day; that day may be the next working day, the first working day of the following month, or
a day between the two.

Under the coupon-based system, the local offices count and reconcile the coupon books at the
end of each day. The offices compile a total monthly aggregation at the end of each month. Two
reports are prepared from the monthly reconciliation and monitoring: (1) the Food Coupon
Accountability Report (FNS-250), which is used to report discrepancies between inventories of
coupons and the amounts of coupons issued by project areas, and (2) the Food Stamp Mail Issuance
Report (FNS-259), which is used to report the value of coupons that were replaced due to reported
losses in the mail. On a quarterly basis, the Financial Status Report (FNS-269) reports expenditures
for separate food stamp activities, such as certification, issuance, and automated data processing.*
These reporting and aggregating functions are performed by county-level staff, who reconcile the
coupons and prepare the reports, and by state-level staff in the Food Stamp Accounting office of the

Finance Division, who consolidate the county reports to meet federal reporting requirements.

3. Check-Issuance Procedures and Functions

In the pure cash-out demonstration, approximately 2,050 households received food stamp benefits
each month in the form of a state warrant, which is a standard financial instrument redeemable for
cash through any institution that normally cashes checks. Check issuance began at the county level,
when a caseworker completed the TAD, and a data management worker entered the information into
IEVS. IEVS was programmed to randomly assign clients to the cash-out sample on the basis of the
sequential component of their food stamp case identification numbers. After the client information
had been entered, the on-line SCI-II master record for that case and the printout of that record at

the local office showed whether the client was assigned to receive check benefits.

“These reports do not specify the labor costs of staff who are involved in issuance but who do not
actually handle coupons, such as receptionists, supervisors of cashiers, or security personnel.
Therefore, these data were not adequate for evaluation purposes.
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Every workday at 5 pm, when the county offices closed, the state’s automated system in the Data
Systems Management Division updated the SCI-II master food stamp file. The batch check-issuance
tape was then built, and that tape was passed to the Comptroller’s Office. Staff in the Comptroller’s
Office determined that funds were available to cover the checks on that tape, assigned warrant
numbers, and printed warrants. Staff in the Comptroller’s Office also performed quality control,
ensuring that the checks were correctly signed, sealed, and printed.

A payroll register was printed out as part of the batch check-issuance job and was sent to Food
Stamp Accounting in the Finance Division, where it was checked for correct dates and warrant
numbers and was signed by two staff members. The signed payroll register was then taken to the
Comptroller’s Office, and the checks were released. On the first of the month, when most cash-out
checks were issued, staff from DHR Office Services picked up the checks from the Comptroller’s
Office and mailed them. On other days of the month, when fewer than 200 checks (usually for
expedited and supplemental issuances) were issued, the checks were picked up and mailed by staff
from Food Stamp Accounting.

In general, food stamp warrants that were routinely received and cashed by clients were
reconciled and stored in the Treasurer’s Office, together with records pertaining to those warrants.
An undelivered food stamp warrant that was returned in the mail was sent to Food Stamp
Accounting, where staff entered information about it into SCI-II. Each county received off-line
listings of the SCI-1I data on any warrants that had been returned during the previous working day.
A county certification or eligibility worker contacted each client whose warrant had been returned
and determined whether the client was entitled to the warrant and the reason for the warrant’s
return. Workers then authorized the state office either to release the warrants or to void them.

Food Stamp Accounting staff also handled the reports on check issuance that were required by
FNS. The check-issuance data were reported on the FNS-250 and FNS-269 reports, along with, but

shown separately from, the coupon-issuance data.

35



Table of Contents

If a warrant was received by a client, but was destroyed, lost, or stolen before it could be
endorsed and cashed, a replacement warrant was issued to the client after the certification or
eligibility worker authorized a replacement issuance; this procedure required that the client sign an
affidavit stating that the household did not receive, sign, or cash the warrant. However, if a warrant
was endorsed and cashed by the client, the state’s policy was that it would not reimburse the client,

should the money be lost or stolen.
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XI. THE IMPACT OF ALABAMA’S FOOD STAMP CASH-OUT
DEMONSTRATION ON ADMINISTRATIVE COSTS

A major impetus behind the interest in food stamp cash-out is an expected savings in
administrative costs through the streamlining of issuance procedures. Switching to check issuance
would eliminate many county-level and state-level issuance activities in systems such as Alabama’s,!
as well as the federal-level costs of authorizing and monitoring retailers, and printing and transporting
coupons. However, some state-level costs would be created, such as check printing, production,
issuance, and reconciliation costs. (See Chapter X for a description of the coupon-issuance and
check-issuance procedures.) We found that costs were indeed lower under check issuance than under
coupon issuance; overall, check-issuance costs were about one-half coupon-issuance costs.

In Section A, which comprises most of this chapter, we describe and compare the costs of
coupon and check issuance. In Section B, we describe the costs of planning and implementing the
cash-out demonstration. Appendix M details the methodology used to estimate issuance, planning,

and implementation costs.

A. ISSUANCE COSTS
In this section, we discuss the tested hypotheses and present our research design for examining
issuance costs. We then describe and compare county-, state-, and federal-level issuance costs under

the coupon and the check systems.

1. Principal Hypotheses
We identified two hypotheses to be tested in the study of administrative costs. The first is that
reduced issuance costs at the county level more than offset higher costs at the state level, to produce

a net savings associated with check issuance as compared with coupon issuance. Potential areas of

! Although incurred at the county or state level, one-half of the costs of these activities are paid
by the federal government.
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savings include storing and transporting coupons, delivering benefits, and monitoring and reporting
on benefit issuance. Our second hypothesis is that total federal costs of administering the Food
Stamp Program (FSP) are lower under the check-based system than under the coupon-based system.
Although the Alabama demonstration was too small to have a perceptible effect on federal costs, a
nationwide implementation of cash-out would eliminate some categories of federal costs and would
substantially reduce others. For example, under cash-out, the FSP would no longer pay the costs of
printing, storing, and transporting coupons to state agencies; authorizing and monitoring retail stores;
and redeeming coupons through the Federal Reserve System.

The results of our research support both hypotheses. Substantial reductions in costs incurred
at the county level more than offset higher costs incurred at the state level, and administrative costs
incurred at the federal level were nearly eliminated, for an overall reduction in issuance costs of 50

percent under check issuance when compared with coupon issuance.

2. The Research Design for Examining Issuance Costs

The objectives of the research on issuance costs are to compare the costs of coupon and check
issuance, and to calculate the changes in components of those costs when check benefits, rather than
coupons, are issued. The comparisons are made both for total direct costs and for key components
of those costs, such as labor, postage, and the time spent by certification and eligibility workers
resolving issuance problems.

Throughout this chapter, "issuance costs” refers to the direct costs of issuing food stamp coupons
or checks. The direct costs include direct labor costs and fringe benefits of issuance workers and
their supervisors, and printing, storage, transportation, security, postage, and other costs. These costs
could be readily obtained or clearly observed. Indirect or overhead costs (such as the costs of work
space, utilities, and equipment, and the labor of persons not directly involved in issuance) are not
included in our analyses. The state’s Finance Division uses a complex cost-allocation plan for

allocating indirect costs among the various functions and divisions, and it was unclear how the
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formulas in that plan might be applied to the check-issuance process. Because overhead costs are
not included in the analysis, the cost difference between coupon and check issuance might be
understated; overhead costs might be lower under check issuance because the use of such resources
as work space would probably be lower than under coupon issuance.

In all but the last part of this section (Section A), our discussion of food stamp benefit issuance
costs is based upon the level of government (county, state, or federal) at which the costs are incurred.
Due to federal cost sharing, 50 percent of issuance costs incurred at the county and state levels are
actually paid by the federal government. The final part of this section examines issuance costs from

the perspective of the level of government at which those costs are paid.

a. Data Collection

We obtained the issuance cost data from a variety of sources, including in-person and telephone
interviews with state and county food stamp program staff, a mail survey of certification and eligibility
workers about issuance problems, and program reports and documents.? At the state level, to obtain
estimates of time and other resource costs of coupon and check issuance, we interviewed staff in the
following offices:

e The Department of Human Resource’s (DHR) Information Systems Division,

which oversaw the computer processing for check issuance and produced computer

reports on food stamp check and coupon issuance

* DHR’s Data Systems Management Division, which ran the computer programs to
generate files of participants and benefit amounts for the mail issuance of checks

* The Comptroller’s Office, which used the files generated by the Data Systems
Management Division to produce the checks

’In Alabama, "certification worker” refers to caseworkers who handle food stamp applications, and
"eligibility worker" refers to caseworkers who handle Aid to Families with Dependent Children
(AFDC) applications, including joint AFDC and food stamp applications. Thus, the certification
workers resolve food stamp issuance problems for households receiving food stamps but not receiving
AFDC, and the eligibility workers resolve food stamp issuance problems for households receiving
both food stamps and AFDC.
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* The Treasurer’s Office, which received, reconciled, and maintained the canceled
checks

* Food Stamp Accounting within DHR’s Fiscal Administration Division, which
oversaw and monitored the check-issuance system and processed food stamp checks
returned in the mail; and which aggregates and reports coupon- and check-issuance
data for FNS, and handles the authorization, storage, delivery, reconciliation, and
monitoring of coupons
To obtain county-level administrative costs, we visited eight demonstration county food stamp
offices in June and July of 1990, including the two urban cash-out counties (Jefferson and
Montgomery) and six rural counties (Clay, Conecuh, Dale, Dekalb, Fayette, and Lauderdale). In each
office, we interviewed an issuance receptionist and/or cashier, and the program director and/or

issuance supervisor; in most offices, we also interviewed certification and/or eligibility workers. The
purpose of the interviews was to obtain information on the implementation of the cash-out
demonstration, the time and resource costs of coupon and check issuance, the impact of cash-out on
recipients, the impact of cash-out on office operations, problem resolution, and the vulnerabilities of
benefits to fraud and losses (which are covered in Chapter XII). In addition to the on-site interviews,
we conducted follow-up telephone interviews with county staff in November of 1990 in order to
obtain additional information on problem resolution and on the staff’s experience with cash-out in
the first six months of the demonstration’s operation.

In November of 1990, we also conducted a mail survey of eligibility and certification workers.
That survey contained questions about workers’ experiences with check-issuance problems during the
cash-out demonstration, including questions about the types of problems encountered, how thosc
problems were resolved, and the time spent resolving the problems. The one-page instrument was
sent to each of the 87 certification and eligibility workers in the 12 demonstration counties who had

dealt with one or more check-issuance problems, and asked about each of the 152 check-issuance
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problems that were officially recorded during the period of May 1990 through October 1990.> The

survey instrument is shown in Appendix L.

b. Analysis Methods

The interviews with state-level and county-level staff obtained information on the amount of time
spent by each staff person on coupon issuance and on check issuance. We then computed labor costs
by multiplying the amount of time that each staff person spent on issuance tasks by the wage and
fringe-benefit rates for that position. From relevant county-level and state-level staff, we also
obtained information about the nonlabor costs of benefit issuance, such as postage, storage,
transportation, security, and insurance. We examined costs on a "per-case-month” basis, which is a
common means of comparison for FSP costs. Because per-case-month costs are obtained by dividing
a monthly cost by the monthly food stamp caseload, we can compare costs for caseloads of different

sizes.

3. Issuance Costs Under the Coupon System

a. County-Level Costs

As shown in Table XI.1, the average county-level cost of coupon issuance in the 12
demonstration counties was $1.32 per case-month in October of 1990.* The cost per case-month
ranged from $0.65 in Montgomery County to $4.25 in Clay County. The second lowest cost was in

Jefferson County, where the cost was $1.07 per case-month. The lower costs in Montgomery and

3Each demonstration county experienced a minimum of two cash-issuance problems during this
period. The number of problems in each county was as follows: Choctaw, 2; Clay, 3; Conecuh, 6;
Dale, 20; Dallas, 8; Dekalb, 5; Fayette, 3; Jefferson, 44; Lauderdale, 6; Marion, 3; Montgomery, 44;
and Pickens, 8.

“The average issuance cost for the 8 visited counties was $1.17 per case-month; when we factored
the 4 unvisited rural counties into the computation, the average cost for all 12 demonstration counties
was estimated to be $1.32 per case-month. The latter figure is higher than the former figure because
all four unvisited countics were rural, and the per-case-month cost for issuance in rural counties was
substantially higher than that for urban counties; thus, factoring in the unvisited (rural) counties
increased the average issuance cost.
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TABLE XI.1

COUNTY-LEVEL COUPON ISSUANCE COSTS

Direct Labor Fringes Security Postage Total Cost Monthly Cost per Case-Month
County (dollars) (dollars) (dollars) (dollars) (dollars) Caseload® (dollars)
Clay 1,263 316 - 25 1,604 377 425
Conecuh 2090 523 -- 175 2,787 1,375 203
Dale 1,468 367 - 74 1,909 1,667 1.14
Dekalb 3,536 884 - - 4,420 1,882 235
Fayette 2,211 553 - -- 2,764 960 2.88
Jefferson (U) 16,982 4,246 4,000 94 25322 23,703 1.07
Lauderdale 3,340 835 30 211 4,416 2,328 1.90
Montgomery (U) 4,844 1,211 552 83 6,690 10,344 0.65
Total for Visited Urban Counties 21,826 5,457 4552 177 32012 34,047 0.94
Total for Visited Rural Counties 13,908 3,477 30 485 17,900 8,589 2.08
Four Unvisited Rural Counties® 13,665 3416 25 506 17,612 8,435 2.09
Total for All Demonstration Counties 49,399 12,350 4,607 1,168 67,524 51,071 1.32°

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

NOTE: (U) designates an urban county.

*For October 1990.

bSite visits were not conducted in 4 rural counties (Choctaw, Dallas, Marion, and Pickens). However, 50 that the per-case-month cost for the 12 demonstration counties was not biased toward
the lower urban figure ($0.94, compared with $2.08 for the rural visited counties), we estimated the issuance costs in these counties on the basis of the average per-case-month cost by category
in the 6 rural counties that we did visit, added those estimates to the total, and calculated a new total per-case-month cost for all 12 demonstration counties.

®This estimate is based on a caseload count that includes cash-out households. If cash-out households were excluded, the total cost per case-month would be 5 percent higher. Also, this cost

figure reflects the 67 percent urban/33 percent rural composition of the demonstration counties’ caseloads. If the estimate were weighted to reflect the statewide 46 percent urban/54 percent
rural composition, it would increase to $1.53 per case-month.
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Jefferson Counties reflect the economies of scale in the more populous counties, which offset higher
security costs and total labor costs. The wide range in costs among the rural counties resulted
primarily from differences in staffing patterns. For example, the county director of DHR was
involved in issuance in some counties, but not in others; in addition, the amount of time spent on
issuance by the FSP supervisors varied widely among the counties.’ These differences resulted from

variations in the levels of interest and expertise of the staffs.

b. State-Level Costs

As shown in Table XI.2, the average state-level cost of coupon issuance was $0.22 per case-
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TABLE X1.2

STATE-LEVEL COUPON-ISSUANCE COSTS
(In Dollars)

Type of Monthly Cost Amount
Accounting (Direct Labor and Fringe Benefits) 1,001.08
Auditing (Direct Labor, Fringe Benefits, and Mileage) 34542
Production of Issuance Listings (Direct Labor and Fringe Benefits) 431.71
Insurance 3,000.00
Storage 10,000.00
Transportation 21,666.67
Total 36,444.88
Per Case-Month? 0.22

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

#Based on an average statewide monthly caseload in FY1990 of 165,752.
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*  $0.17 per case-month for Federal Reserve Bank fees

*  $0.14 per case-month for authorizing and monitoring retail stores
A total of $0.51 per case-month in federal costs would be eliminated under nationwide cash-out.

4. Issuance Costs Under the Check System

a. County-Level Costs

County staff were not directly involved in the issuance of food stamp checks; consequently, the
costs of check issuance incurred at the county level were small, consisting primarily of the time spent
by certification and eligibility workers to resolve check-issuance problems. From a mail survey of
certification and eligibility workers, we learned of a number of different types of check-issuance
problems, including a food stamp check which had a benefit amount that was believed by the
recipient to be incorrect, the incapacitation of a designated payee, and the nonreceipt of a benefit
check. On the basis of the mail survey, we determined that the cost of problem resolution under
check issuance decreased from $0.38 per case-month in May of 1990 (the first month of cash-out,
when problems with the software programs and issuance procedures were still being resolved) to
$0.06 per case-month in October of 1990.

On the basis of our on-site interviews with eligibility and certification workers, we determined
that the incidence of coupon-issuance problems was quite low, and that the resolution of a typical
problem required very little labor time; therefore, we did not factor this type of cost into our
computation of county-level coupon-issuance costs, as discussed in Section A.3. In effect, we assigned
a zero cost to the resolution of coupon-issuance problems. Thus, $0.06 per case-month is our
estimate of the maximum difference in the cost of problem resolution between the check-issuance
and coupon-issuance systems. However, the true difference might have been somewhat smaller,
because (1) the cost of problem resolution under the coupon-issuance system, although small, was

actually larger than zero, and (2) the cost of problem resolution under the check-issuance system
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might have declined further as workers gained more experience with check issuance. Table XI.3

shows the labor cost, by county, for check-issuance problem resolution during October of 1990.

b. State-Level Costs

As shown in Table XI.4, the average state-level cost of check issuance was $0.97 per case-month.
In addition to the cost of the postage needed to mail the checks, the state-level cost includes time
spent by (1) data systems staff, to process the file for producing checks, (2) information systems staff,
to produce the daily report of checks returned in the mail, (3) staff in the Comptroller’s Office, to
produce the checks, (4) accounting staff, to oversee check production, mail checks, and handle checks
returned in the mail, and (5) staff in the Treasurer’s Office, to process, reconcile, and store canceled
checks. The per-case-month cost of $0.97 might be higher than the cost would be (1) if the cash-out
caseload had been larger (as it would be under total cash-out), and (2) under an extended
demonstration of cash-out. With a larger cash-out caseload, economies of scale could cause per-case-
month costs to decline, because some check-issuance costs (such as labor costs for Data Systems
Management Division and Food Stamp Accounting staff) would not be significantly greater with a
larger number of check issuances. Under a more protracted demonstration of cash-out, staff would
have greater opportunity to gain experience with check-issuance procedures (for example, handling
returned checks), and additional software problems might be identified and resolved, so the labor
costs assoclated with those problems would be likely to be fall below the costs observed in this

demonstration.

¢. Federal Costs

The Federal Reserve System recovers all of its costs of processing checks by charging processing
fees to banks. Thus, no costs that must be paid by any level of government are incurred as a
consequence of the processing food stamp checks by the Federal Reserve System. The absence of

costs incurred at the federal level under the check-issuance system contrasts sharply with the



TABLE X1.3

Table of Contents

COUNTY-LEVEL CHECK-ISSUANCE COSTS

Number of Issuance Direct Fringe Total

Problems, October Labor Cost? Benefits Labor Cost
County 1990 (In Dollars) (In Dollars) (In Dollars)
Choctaw 0 $0 $0 $0
Clay 0 0 0 0
Conecuh 1 10.66 2.67 13.33
Dale 2 21.32 533 26.65
Dallas 1 10.66 2.67 13.33
Dekalb 0 0 0 0
Fayette 0 0 0 0
Jefferson 1 10.66 267 13.33
Lauderdale 1 10.66 2.67 13.33
Marion 0 0 0 0
Montgomery 1 10.66 2.67 13.33
Pickens 3 31.98 8.00 39.98
Total 10 106.60 26.68 133.28
Per Case-Month® 0.06

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

The average biweekly salary midpoint for eligibility and certification workers was $819.73, or $10.25
per hour. According to the mail survey of the workers, the average time spent handling one problem

was 1.04 hours.

bBased on a check-issuance caseload in October 1990 of 2,124.

47




TABLE X1.4

STATE-LEVEL CHECK-ISSUANCE COSTS
(In Dollars)

Table of Contents

Type of Monthly Cost Amount
Data Systems Management Division

(Direct Labor and Fringe Benefits) 156.90
Food Stamp Accounting (Direct Labor and Fringe Benefits) 630.73
Postage, October 1990 531.00
Treasurer’s Office, at $0.04 per Check® 84.96
Comptroller’s Office--Warrant Division, Audit Division,

and Data Processing (Direct Labor and Fringe Benefits) 199.01
Warrant Forms, at $0.01 per Check® 21.00
Information Systems Consultant 433.40
Total 2,057.00
Per Case-Month? 0.97

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

3Based on a check-issuance caseload in October 1990 of 2,124.
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substantial costs incurred at the federal level under the coupon-issuance system, which are described

in Section A.3. Under coupon issuance, federal-level costs amounted to $0.51 per case-month.

5. The Effects of Cash-Out on Issuance Costs

a. Costs, by Level Incurred

Table XI.5 summarizes the direct per-case-month costs of the coupon- and check-issuance
systems at the county, state, and federal levels. These costs are shown at the level incurred, rather
than at the level paid. The amounts shown do not reflect federal sharing of 50 percent of issuance
costs incurred at the state and county levels. Federal cost sharing is addressed in the next section,
in conjunction with our discussion of Table XI.6.

As shown in Table XLS5, the lower costs of check issuance incurred at the county and federal
levels more than offset the higher costs incurred at the state level. Compared with coupon issuance,
labor costs for check issuance were substantially lower at the county level ($0.06 per case-month,
compared with $1.21 for coupon issuance); however, they were higher at the state level ($0.71 per
case-month, compared with $0.01 for coupon issuance). For nonlabor direct costs at the county level,
coupon-issuance costs amounted to $0.11 per case-month, whereas none of those costs were incurred
under check issuance. At the state level, nonlabor costs amounted to $0.26 for check issuance and
$0.21 for coupon issuance. In addition, under 100 percent check issuance, a total of $0.51 per case-

month in costs incurred at the federal level would be eliminated.

b. Comparison of Costs, by Level Incurred and Level Paid

Overall, we estimate that the cost of check issuance was 50 percent that of coupon issuance, and
that three-fourths of the savings accrued to the federal government and one-fourth to the state
government. As shown in Table XL.6, the $2.05 per case-month costs of coupon issuance were shared
as follows: the $0.51 in costs incurred at the federal level were paid entirely by the federal

government, while the $1.54 in costs incurred at the state and county levels were paid equally by the
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COUPON-ISSUANCE AND CHECK-ISSUANCE COSTS, BY

TABLE XI5

LEVEL OF GOVERNMENT AT WHICH COST IS INCURRED
(In Dollars)
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Cost per Case-Month, by Level at which Cost Is Incurred

Coupon Issuance

Check Issuance

Cost County State Federal® Total County State  Federal® Total
Labor?® 1.21 0.01 -- 1.22 0.06 0.71 -- 0.77
Coupon Storage, Transportation, -- 0.21 0.02 0.23 - - -- --
Distribution, and Insurance
Security 0.09 - - 0.09 - - - -
Postage 0.02 -- -- 0.02 - 0.25 -- --
Coupon Printing -- - 0.18 0.18 - -- -- -
Warrant Forms -- - - - - 0.01 - 0.01
Federal Reserve Bank Fees - -- 0.17 0.17 - - - -
Authorizing and Monitoring Retail Stores - - 0.14 0.14 -- -- -- --
Total 1.32 0.22 0.51 2.05 0.06 0.97 -- 1.03

SOURCES:  County- and state-level cost data were obtained from the Evaluation of the Alabama Food Stamp Cash-Out Demonstration. Federal
cost data for coupon issuance were obtained from Kirlin et al., 1990; their 1988 data were updated to 1990 by using the fixed-weight price
index for federal nondefense purchases of goods and services.

*Federal costs were available by function, rather than by labor/nonlabor. Therefore, federal labor costs are not shown separately, but are included in

the costs of each function.




TABLE X1.6
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ISSUANCE COSTS PER CASE-MONTH, BY LEVEL
OF GOVERNMENT AT WHICH COSTS ARE INCURRED AND PAID

(In Dollars)
Costs Incurred Costs Paid
Coupon Check Coupon Check
Issuance Issuance Issuance  Issuance  Savings
(A) (B) © D)  (E=CD)
Federal Government 0.51 0.00 1.28 0.515 0.765
State/County Government 1.54 1.03 0.77 0.515 0.255
Total 2.05 1.03 2.05 1.030 1.020

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

NOTE: The amounts shown under "Costs Paid" reflect federal sharing of 50 percent of costs

incurred at the state and county levels.
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state and federal governments.” Thus, coupon-issuance costs paid by the federal government were
$1.28 per case-month, and coupon-issuance costs paid by the state government were $0.77 per case-
month. The $1.03 per case-month costs of check issuance were incurred entirely at the state and
county levels and were paid equally by the state and federal governments; thus, check-issuance costs
paid by the federal government were $0.515 per case-month, and check-issuance costs paid by the
state government were also $0.52 per case-month. The federal government realized a savings of
$0.765 per case-month when issuance was switched to checks, and the state government realized a
savings of $0.255 per case-month. These estimates fully reflect federal sharing of 50 percent of
issuance costs incurred at the state and county levels.

This estimate of the difference in costs between the check-issuance and coupon-issuance systems

is conservative. The conservative nature of the estimate is due to (1) the exclusion of overhead costs
from our calculations, as explained in Section A.2 (those costs might be lower under check issuance),
and (2) the limited nature of the demonstration, which precluded some economies of scale and labor

efficiencies that might have been achieved under total cash-out or over the long run.

B. COSTS OF PLANNING AND IMPLEMENTING THE CASH-OUT DEMONSTRATION
Substantial costs were incurred in planning and implementing the cash-out demonstration. We
estimated the labor and nonlabor costs on the basis of data obtained through on-site interviews and
telephone conversations with Food Stamp Division staff who handled the planning and
implementation of cash-out and the training of county-level and state-level staff. Those on-site
interviews were held in conjunction with the interviews described in Section A.2. Table X1.7

summarizes the costs of planning and implementing the cash-out demonstration, by type of cost.

"This estimate of $2.05 is significantly lower than the estimate of $3.00 per case-month by Kirlin
et al. (1990) in the evaluation of the electronic benefit transfer (EBT) demonstration. These
differences are likely to stem from two factors: (1) issuance procedures and labor and other costs
differ in Alabama and Pennsylvania, the site of the EBT demonstration, and (2) the EBT
demonstration evaluation included overhead costs (see Abt Associates, Inc., 1987).
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TABLE X1.7

COSTS OF PLANNING AND IMPLEMENTING
ALABAMA’S CASH-OUT DEMONSTRATION
(In Dollars)

Type of Cost Amount
Software Development (Technical Labor Costs) 137,025
Staff Training (Labor and Per-Diem Costs) 37,155
Policy Development (Labor Costs) 6,739
Brochure (Printing and Mailing Costs) 1,870
Total 182,789

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.
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Overall, those labor and associated costs were estimated to be $182,789. (As with our estimate of
issuance costs, this estimate does not include overhead.)

Software development was by far the most resource-intensive implementation activity of the cash-
out demonstration. A substantial amount of technical labor was required to write the programs that
assigned households to the cash-out sample, created the batch check-issuance tape, and tracked the
checks after issuance. For eight months, seven staff persons spent from one-quarter to full time
writing and testing the programs; their total labor cost amounted to $137,025.

A considerable amount of staff training was required to ensure that the cash-out demonstration
was implemented and operated smoothly. At the county level, training costs included staff hours
spent in training, as well as the mileage and per-diem costs of staff from outside Montgomery and
Jefferson Counties who attended training in those two counties. A total of 340 county-level staff
received training, including DHR directors, program supervisors, issuance supervisors, receptionists,
cashiers, certification and eligibility workers, and clerical workers. Their labor cost (including time
spent on travel and on actual training) amounted to $25,040, plus 25 percent fringe benefits, for a
total labor cost of $31,300. The mileage cost for 200 staff persons to attend training in Montgomery
and Jefferson Counties was $2,700, and the per-diem cost for that training was $1,100. Thus, the
total county-level training costs were $35,100.

Training costs for state-level staff, which included the hours spent in training by ten staff
members in the Food Stamp Division and the Fiscal Administration Division of DHR, amounted to
$575 (including fringe benefits). In addition, the Food Stamp Division’s Cash-Out Trainer spent a
total of 78 hours preparing written materials and conducting training, for a total cost of $1,480
(including fringe benefits). The total training costs incurred at the state level were $2,055.

Planning and implementation costs also included the time spent by the DHR Commissioner (12
hours), the Acting Director of the Food Stamp Division (64 hours), the Cash-Out Project Manager

(120 hours), the Cash-Out Trainer (100 hours), and a policy analyst in the Food Stamp Division (10
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hours) to attend meetings about the cash-out demonstration, to work out and document the check-
issuance procedures, and to revise the Administrative Regulations. Those total labor costs (shown
in Table XI.7 as policy development costs) amounted to $6,739.

A brochure explaining cash-out was printed, mailed to cash-out households, and distributed to
interested parties, such as grocers. The printing cost for 6,000 brochures was $570, and the postage

for mailing the brochures to cash-out households was $1,300, for a total cost of $1,870.
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XIl. THE IMPACT OF ALABAMA’S FOOD STAMP CASH-OUT
DEMONSTRATION ON ISSUANCE-SYSTEM LOSS

Food stamp benefits, whether issued in the form of coupons or checks, are vulnerable to loss at

several points in the issuance system.’

This benefit loss is due to theft or loss during production,
shipping, storage, or mailing; theft or loss of benefits after client receipt; and duplicate issuances.
The costs associated with benefit loss might be borne by the state or federal government, the client,
or (with check issuance) a third party, such as a bank or grocery store.?

In this chapter, we assess the impact of the Alabama Food Stamp Cash-Out Demonstration on
these types of loss. This impact stems from two factors. First, by eliminating several steps in the
issuance process, check issuance requires fewer transactions and, consequently, provides fewer
opportunities for loss from theft and accidental overissuance due to cashier error. Second, because
unauthorized persons might have more difficulty negotiating checks than coupons, the theft of
benefits from recipients might be reduced; checks are issued in the names of the intended recipients
and can legally be cashed only by those individuals, whereas coupons are negotiable by the bearer.
However, the greater security provided by checks might be offset if cash is considered more attractive
than coupons and, hence, is a more frequent target of theft.

The results of this assessment of the impact of cash-out on the Food Stamp Program’s (FSP)

vulnerabilities to benefit loss should be interpreted with caution. For some types of loss, accurate

1As used in this chapter, loss refers to a financial loss incurred by the government, a client, or a
third party.

2We do not evaluate the impact of cash-out on what might be considered an additional type of
loss--loss incurred by clients as a consequence of their use of food stamp coupons in an unintended
manner, such as selling them to obtain cash (trafficking), using them to purchase ineligible items, or
spending cash change from coupon purchases on ineligible items. This misuse of food stamp coupons
does not have a direct counterpart under check issuance. Under check-issuance, clients receive cash
benefits, hence they have no need to exchange their benefits for cash; furthermore, no items are
ineligible. Thus, this type of loss is in effect defined away under cash-out, although the issue of
clients using check benefits to purchase items that are ineligible for purchase with coupons
(potentially an important issue for policymakers) remains. (As discussed in Chapter V, the household
survey produced little evidence of such purchases.)
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data are not available. Furthermore, the Alabama Cash-Out Demonstration was of small scale and
relatively brief duration; very different results might be obtained from a larger and lengthier check-
issuance demonstration. However, our analysis does provide an indication of potential differences
in vulnerabilities between the coupon-issuance and check-issuance systems.

This chapter is organized around the bearers of the costs associated with food-stamp issuance
loss. After describing the types of losses and discussing our research design in Sections A and B,
respectively, we examine losses to the state and federal governments in Section C, loss to food stamp

clients in Section D, and loss to third parties in Section E. Section F summarizes our findings.

A. TYPES OF ISSUANCE-SYSTEM LOSSES

Table XII.1 lists five categories of loss, indicates whether the loss is associated with coupon
issuance or check issuance, and shows who pays for or bears each loss. The table shows that fewer
types of losses exist under check issuance than under coupon issuance, but does not show the amount
of loss associated with each issuance system (we discuss this issue later in the chapter). The types

of losses are:

1. Losses in production and handling. These losses include benefits stolen during
production, shipment, or storage, and accidental overissuance and loss from
issuance-office inventories. The federal government absorbs loss that results from
theft occurring before the receipt of coupons by the states. According to FSP
regulations, after the states receive the coupons and place them in bulk or local
storage (usually in local banks), the states are responsible for loss resulting from
theft, embezzlement, and cashier and clerical errors.

2. Duplicate issuances. Duplicate issuance occurs when benefits are erroneously issued
more often than they should be during a benefit period. The states bear this loss,
although administrative claims for repayment are made against the client when the
error is discovered.

3. Loss in the mail. During the Alabama Cash-Out Demonstration, some coupon

allotments and all checks were mailed to the clients. All benefits that were actually
or fraudulently reported lost in the mail were replaced. This loss is borne by the
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TABLE XII.1

ISSUANCE SYSTEM VULNERABILITIES TO LOSS IN THE
ALABAMA FOOD STAMP PROGRAM AND CASH-OUT DEMONSTRATION

Issuance System Who Pays for or Bears the Loss
Type of Losses Coupons Checks Coupons Checks
Loss in Production and Handling
Theft during production, shipment, State/Federal
and storage X Governments
Accidental overissuance and loss from
issuance-office inventories X X State Government State Government
Duplicate Issuances X X State Government State Government
Loss in the Mail X X State/Federal Banks and Other Check-
Governments Cashing Institutions®

Benefits Lost by or Stolen from Clients
after Being Received X X Clients Clients; Banks and Other
Check-Cashing Institutions®

SOURCE: Evaluation of the Alabama Food Stamp Cash-Out Demonstration.

*If the lost checks are fraudulently cashed.

®If the client had already endorsed the check (whether cashed or not), the client bears the loss. If the client had not endorsed the check, the financial
institution cashing the fraudulently endorsed check bears the loss.
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state and federal governments under the coupon-issuance system.> Under the
check-issuance system, no loss is incurred if a lost check is never cashed. However,
if a lost check is improperly cashed and the client reports never receiving or
endorsing the check, then, according to Alabama state law, the financial institution
that cashed the check bears the loss.

4. Loss of benefits after client receipt. This loss occurs when coupon or check benefits
are lost, stolen, or damaged after they have been received by the client. Under the
coupon-issuance system, this loss is borne by the client, because coupons lost or
stolen after being received by the client are not replaced. Under the check-
issuance system, this loss can occur either before or after the checks have been
endorsed and cashed. Checks lost or stolen before being endorsed and cashed are
replaced; if the lost or stolen checks are then cashed by an unauthorized person,
that action represents a loss to the financial institution that cashed the check.
Check benefits lost or stolen after the check is cashed are not replaced, and the
loss is borne by the client.

Several potential sources of loss were not examined in our analysis, because they were not
significant sources of loss in the Alabama Food Stamp Cash-Out Demonstration. Under a nationwide
coupon- issuance system, two such losses, inflated redemption credits claimed by retailers and banks,
and altered or counterfeit benefits, have been estimated to be close to zero.* Under the check-
issuance system, redemption credits are eliminated, and loss from altered or counterfeit benefits is

expected to be close to zero.’

3States are responsible for mail losses in excess of 0.5 percent of the dollar value of the coupons
issued (known as the "tolerance level"). The federal government absorbs mail losses below the
tolerance level.

“In their evaluation of an electronic benefit transfer demonstration in Pennsylvania, Kirlin et al.
(1990) estimate that loss due to excessive redemption credits claimed by retailers and banks (about
0.01 percent of benefits issued) is close to zero nationwide, because excessive credits are corrected
and do not directly increase program costs. They also estimate that, nationally, about $20,000 in
counterfeit coupons are discovered annually, amounting to less than 0.001 percent of benefits issued
(or substantially less than $0.01 per case-month).

SPotentially, a food stamp check could be altered to inflate its value or to change the name of
the payee; however, no such incidents were detected or reported in the Alabama Cash-Out
Demonstration. An altered or counterfeit check would be discovered during the reconciliation
procedures of the Alabama Treasurer’s Office, in which all canceled checks go through an automated
scanning process. In that process, warrant numbers are matched to a computer file and checked for
correct payee and amount. In the event of a discrepancy, the discrepant check is flagged, and a
worker pulls it from the batch job in which it was being processed and tracks down the source of the
discrepancy. In such a case, the responsibility for the financial loss from the altered or counterfeit
check would be borne by the financial institution that had cashed the check.
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Accounting Office. We obtained copies of these reports from the Food Stamp Accounting Office.
We also obtained corresponding information on check issuance from the FNS-46 and FNS-250
reports and supplemented the information with data compiled by the state Food Stamp Division.
Direct data on the other sources of loss in Alabama are not available, however, we obtained
limited information from interviews with food stamp staff and focus group discussions with clients.
The interviews with food stamp staff are described in Chapter IX, and the focus group discussions

are described in Mazur and Ciemnecki (1991).

C. LOSSES TO THE STATE AND FEDERAL GOVERNMENTS

Under cash-out, reducing the number of steps in the benefit production and handling process
and shifting the cost of fraudulently redeemed benefits to third parties, such as banks and stores,
virtually eliminated the losses borne by the state and federal governments. Such losses were already

small under coupon issuance.

1. Loss in Production and Handling

a. Coupon Benefits

Accidental overissuance of coupons to clients and loss from issuance office inventories (which
might be indistinguishable from accidental overissuance) were the only significant (although small)
sources of loss of coupons in production and handling during the cash-out demonstration period.’
Table XI1.2 shows that the cost of coupons overissued or lost from inventory in the 12 demonstration

counties was less than $0.01 per case-month.

Coupons can be lost or stolen during production, shipment, or storage. However, Kirlin et al.
(1990) estimate that coupon thefts from printing companies and storage locations are quite rare,
amounting to less than 0.001 percent of benefits, and are usually recovered or covered by insurance.
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TABLE XI1.2

COUPON OVERISSUANCE AND LOSS FROM INVENTORY
IN THE DEMONSTRATION COUNTIES,
MAY 1990 THROUGH OCTOBER 1990

Average Monthly Value of:

Coupons issued $8,359,706

Overissuance and loss from inventory $389
Average Monthly Caseload? 48,979
Cost per Case-Month of Overissuance

and Loss from Inventory <$0.01

SOURCE: Alabama FNS-250 reports.

NOTE:  Includes loss in all 12 cash-out counties. Both monthly averages are for May 1990
through October 1990.

*Includes coupon households only.

FNS = Food and Nutrition Service.
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b. Cash Benefits

In principle, thefts of blank warrants could occur during production, handling, or storage.
However, according to state officials, Alabama maintains careful control over all checks and has a
numbering and tracking system that virtually precludes any loss of blank checks. No thefts of blank
warrants occurred during the demonstration period. Thus, it is unlikely that blank warrants would

be stolen in Alabama, and we estimate loss from thefts of blank warrants to be zero.

2. Duplicate Issuances

a. Coupon Benefits

Duplicate issuance rarely, if ever, occurs in Alabama, because the centralized automated client
data system is updated immediately when benefits are issued. In the rare event that duplicate
issuance does occur (for instance, when the automated system is down), administrative claims against
the client for repayment are made when the error is discovered, and repayment is generally obtained.

We estimate loss in this area to be zero.

b. Cash Benefits

Early in the demonstration, during the first two months of cash-out, 17 duplicate checks were
inadvertently issued; however, after the information systems staff modified the check-issuance
computer programs, no other duplicate issuance occurred. The 17 duplicate checks were returned
to the food stamp offices by the clients, and the state suffered no loss. Therefore, we estimate check-

issuance loss from this source to be zero.

3. Loss in the Mail

Under Alabama’s issuance systems, because mail issuance is more vulnerable than over-the-
counter issuance to loss, the mail issuance of coupons is generally restricted to cases with small
allotments. However, during the cash-out demonstration, all checks were mailed, regardless of

allotment amount. Consequently, the average benefit amounts for the coupon mail issuances ($56)
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and check mail issuances ($180) differed substantially, confounding comparison of mail loss under the

two systems.

a. Coupon Benefits

A small amount of mail loss of coupons occurred in the research counties during cash-out. Table
XI1.3 shows that, in the 12 research counties during the eight months of cash-out, May through
December of 1990, 32 out of 30,296 coupon mail issuances were reported lost in the mail. The value
of the coupons lost in the mail and replaced in these counties was $1,469, or 0.09 percent of the total
value of coupons issued through the mail ($1,709,136). This loss amounted to $0.05 per case-month
(based on the mail-issuance caseload) and was borne by the federal government, because it was within

the mail-loss tolerance level (see Section A).

b. Check Benefits

Table XI1.3 shows that, of the 16,737 cash-out warrants issued during the Alabama Cash-Out
Demonstration, 36 were reported not received or not cashed by the authorized client. One of the
36 checks was returned to the Food Stamp Accounting Office in the mail and was remailed to the
client, and one check was not replaced because the client later acknowledged cashing the check.
Twenty-two checks were voided before being cashed and caused no loss to the governments, clients,
or third parties (and are not shown as a loss in Table XI1.3).1° According to the affidavits signed
by the clients, the remaining 12 of the 36 checks were cashed by someone other than the authorized
client. As shown in Table XII.3, these checks represent a loss, because replacement checks were
issued to the clients. The value of the loss was $2,285, which was 0.08 percent of the total value of
the checks issued ($3,016,832); this loss amounted to $0.14 per case-month and was borne by the

banks or stores that cashed the checks.

10New checks were issued to the clients; these 22 new checks were called "duplicate checks" by
the Alabama Food Stamp Division.
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TABLE XIIL3

LOSSES OF MAILED COUPON AND CHECK
BENEFITS IN THE DEMONSTRATION COUNTIES,
MAY 1990 THROUGH DECEMBER 1990

Type of Mailed Benefit

Coupon Check
Percentage of Aggregate Dollar Amount of Mail Issuance
Lost and Replaced
Aggregate Dollar Amount of Mail Issuance $1,709,136 $3,016,832
Aggregate Dollar Amount Lost and Replaced $1,469 ° $2,285°
Percentage Lost and Replaced 0.09 % 0.08 %
Percentage of Total Number of Mail Issuances
Lost and Replaced
Total Number of Mail Issuances 30,296 16,737
Total Number Reported Lost 32 36
Total Number Repiaced 32 12
Percentage Lost and Replaced 011 % 0.07 %
Dollar Amount of Mail-Issuance Loss per Case-Month
Average Amount of Mailed Benefit® 356 $180
Average Amount of Lost and Replaced Benefit $46 $190
Average Number of Issuances per Month 3,787 2,092
Average Amount of Loss per Month $184 $286
Loss per Case-Month? $0.05 $0.14

SOURCE: Alabama FNS-46 and FNS-259 reports; Food Stamp Division tabulations.

NOTE: Includes issuances and losses in the 12 cash-out counties only. Comparisons between coupon- and
cash-issuance losses should be made cautiously due to the difference in the average amount of
mailed coupon benefits versus mailed cash benefits.

*This loss was borne by the federal government.

PThis loss was borne by the financial institutions that cashed the checks.

°To minimize loss, mail issuance for coupons is generally restricted to small allotments. However, all checks

were mailed, regardless of the amount of the allotment. Thus, the average amount of mailed coupon benefits

is substantially smaller than the average amount of (mailed) check benefits.

4Based on mail-issuance households only.

FNS = Food and Nutrition Service.
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Three measures of mail loss can be used to compare coupon and check issuances (Table XI1.3):
(1) the percentage of the aggregate dollar amount of mail-issuance that was lost and replaced (which
was less than 0.1 percent under both coupon issuance and check issuance), (2) the percentage of the
total number of mail issuances that was lost and replaced (which was lower under check issuance),
and (3) the dollar amount of mail-issuance loss per case-month (which was higher under check
issuance). The first two measures suggest that mail issuance of check benefits may be somewhat more
secure than mail issuance of coupon benefits. The higher loss per mail-issuance-case-month under
check issuance relative to coupon issuance ($0.14, compared with $0.05) appears to be a result of a
much larger average mail issuance amount under check issuance ($180 per check issuance, compared

with $56 per coupon issuance), rather than a greater vulnerability of mail-issued checks.!

D. LOSS TO CLIENTS

Cash-out has the potential to reduce the loss of benefits by clients after the benefits are received.
Although our data are insufficient to determine precisely the differential losses under the check-
issuance and coupon-issuance systems, we can use the information that does exist to obtain an

indication of the potential impact of cash-out on client loss.

1. Coupon Benefits
Clients cannot obtain replacements for lost or stolen coupons; therefore, such losses do not add
to the program costs to the government. However, lost or stolen coupons do represent a loss borne

by the clients. In addition, research suggests that, when clients use coupons, some food retailers may

'We calculated coupon mail loss as a percentage of total coupon mail issuance by dividing the
coupon-issuance amount lost in the mail and replaced, by the total coupon mail-issuance amount, and
multiplying by 100. We calculated the corresponding figure for check issuance by dividing the total
check-issuance amount lost in the mail and replaced, by the total check-issuance amount (all of which
was mailed), and multiplying by 100. The losses per case-month were obtained by dividing the
average amount of loss per month during May through December 1990 by the average caseload size
per month. The losses were calculated separately for coupon and check issuance and were based on
the mail-issuance caseload only.
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overcharge them for their food purchases.!> We have no direct data on the amount of these types
of loss in Alabama. However, in the Alabama focus group discussions, some participants reported
that their food stamp coupons had been lost or stolen, and the inability to receive replacement
coupons was viewed as a disadvantage of coupon issuance. Focus group participants also mentioned

overcharging by retailers as a disadvantage of coupons.

2. Check Benefits

During the Alabama Cash-Out Demonstration, no checks were reported lost by or stolen from
clients after being received but before being endorsed and cashed; all reported losses occurred before
the clients received the checks. However, if a check had been reported lost by or stolen from a client
after being received but before being endorsed and cashed, it would have been replaced, resulting
in no loss to the client. (As discussed previously, if the original check had then been cashed by an
unauthorized person, the loss would have been borne by the institution that had cashed the check,
rather than by the state or federal government.) If the benefits had been lost or stolen after the
client had cashed the check, the benefits would not have been replaced and, therefore, would not
have added to program costs. However, these losses would have diverted benefits from program
goals. Although the loss in this case would have been borne by the client, the amount might have
been unmeasurable, as cash obtained from cashing a food stamp check would probably have been
intermingled with other cash, and the loss or theft of "food cash” would not have been distinguishable
from the loss or theft of other cash.

The retailer overcharging mentioned by focus group participants as a disadvantage of coupons

is effectively eliminated under check issuance.

12Kirlin et al. (1990) estimate that benefit losses due to coupon theft or loss amount to 0.54
percent of benefits, and benefits lost by grocers overcharging amount to 0.11 percent of benefits.
Together, these two sources of client loss represent $0.86 in benefits per case-month. The estimates
of Kirlin et al. are based on two surveys of coupon recipients that were conducted in one
Pennsylvania county in 1985.
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E. LOSS TO THIRD PARTIES

Under coupon issuance, third parties, such as banks and stores, are not subject to direct
vulnerability to financial loss due to the fraudulent redemption of benefits. However, because
Alabama law places the responsibility for fraudulently cashed state warrants' with the financial
institutions that cash the warrants, institutions that cashed fraudulently endorsed checks experienced
some loss under cash-out. As shown in Table XI1.3, according to the affidavits signed by the clients,
of the 16,737 cash-out warrants issued, 12 were fraudulently cashed by individuals other than the
authorized clients. The total amount of lost benefits amounted to $2,285, and was attributed to loss
ix; the mail.

The loss from the 12 checks was borne by the financial institutions that cashed them. In these
cases, after the client had signed an affidavit stating that the check had not been endorsed and that
the benefits had not been received by the authorized payee, the Alabama Treasurer notified the
financial institution that had cashed the check. The financial institution then sent a cashier’s check
for the amount of the original warrant to the Treasurer’s Office, and the Treasurer sent the cashier’s

check to the client.!?

F. SUMMARY

Overall loss in Alabama’s coupon-issuance system was quite low during the period of the cash-out
demonstration. Under cash-out, some types of losses decreased or were eliminated, and other types
increased but shifted from the state and federal governments and the food stamp clients to third
parties, such as banks and stores. Table XII.4 summarizes issuance-system loss during cash-out. The
results of the Alabama Cash-Out Demonstration indicate that:

* Cash issuance in Alabama virtually eliminated losses that add to program costs

borne by the state or federal government. Under cash-out, losses from theft during
coupon production, shipment, and storage; from overissuances caused by clerical

13The 12 checks were called "replacement checks" by the Alabama Food Stamp Division.
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TABLE XI1.4

ISSUANCE SYSTEM LOSS IN THE ALABAMA
CASH-OUT DEMONSTRATION

Loss per Case-Month

(Dollars) Who Paid for or Bore the Loss
Type of Loss Coupons Checks Coupons Checks
Loss in Production and Handling <0.01 0 State Government
Duplicate Issuances 0 0
Loss in the Mail 0.05 0.14 Federal Government®  Banks and Other Check-
Cashing Institutions®
Benefits Lost by or Stolen from 0.86 0° Clients

Clients after Being Received

SOURCE: Data on all check loss and on coupon loss during production and handling, through duplicate issuances, and in the mail are from
the Evaluation of the Alabama Food Stamp Cash-Out Demonstration. Other data are from Kirlin et al. (1990).

*The federal government absorbed these losses because they were below the tolerance level of 0.5 percent of the dollar value of the coupons

issued. The state absorbs losses above the tolerance level.

®In these cases, the clients had not received the checks. Thus, the financial institutions that cashed the fraudulently endorsed checks bore

the loss.

‘Food stamp checks that were lost or stolen after being received by clients but before being cashed could be replaced, thus eliminating these
sources of loss. However, the cash proceeds from food stamp checks were vulnerable to loss and theft. No information is available on the
incidence or amounts of any such losses that might have been experienced by check recipients in Alabama.
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error; and, potentially, from excessive issuance due to the fraudulent use of ATP
cards were eliminated. However, these types of losses are quite small under the
coupon-issuance system, thus precluding the possibility that a check-issuance system
might achieve substantial cost savings in this area.

* Losses borne by third parties, such as banks and stores, increased substantially
under cash-out because (1) all cash-out checks were issued by mail, and mail
issuance is vulnerable to theft and loss, and (2) in Alabama, under coupon issuance,
the government bears the cost of mail loss, but the financial institutions that cashed
fraudulently endorsed checks bore the loss under check issuance. When measured
as a percentage of total benefits issued, the amount of mail loss under the check-
issuance and coupon-issuance systems differed little; under both systems, less than
0.1 percent of the total issuance amount was lost and replaced. However, when
measured on a per-case-month basis, mail loss was $0.05 under the coupon-issuance
system and $0.14 under the check-issuance system. The higher per-case-month loss
under cash-out was primarily a function of the much higher average allotment of
the mailed checks compared with the mailed coupons. Mail issuance of coupons
in Alabama is generally restricted to small allotments.

* Losses borne by food stamp clients appear to have declined under cash-out,
because checks that were lost or stolen before being endorsed and cashed could
be replaced, whereas coupons that are lost or stolen after being received by the
client are not replaced. In addition, check recipients were less likely to be subject
to possible overcharging of food stamp recipients by some food retailers.

Therefore, under cash-out, costs to the government from losses during production, shipment, and
storage and from overissuance declined; as did costs to clients associated with theft and loss of
coupons. However, the greater security of checks was offset by a higher use of mail issuance, which
is more vulnerable than over-the-counter issuance to loss, and a higher average mailed benefit

amount. The cost associated with the mail loss of checks was borne by third parties, such as banks

and stores.
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XIII. CONCLUSIONS

Volume I of this two-volume report on the evaluation of the Alabama Food Stamp Cash-Out
Demonstration presented findings from the evaluation on the effects of cash-out on food stamp
recipients and their food-use and spending patterns. Volume II of this report has presented findings
on the planning and implementation of the demonstration and on the effects of cash-out on Food
Stamp Program (FSP) administrative costs and benefit losses. This concluding chapter discusses the

policy implications of the findings.

A. IMPLICATIONS OF THE FINDINGS ON RECIPIENT IMPACTS

A chief concern expressed by opponents of cash-out is that converting the benefit form from
coupons to checks would weaken the link between FSP benefits and food consumption, thereby
reducing the program’s ability to accomplish its objective of "raising the levels of nutrition among low-
income households." Data from this evaluation’s survey of food stamp households do not support this
concern. According to the survey’s principal measures of household food expenditures and availability
of nutrients, cash-out did not reduce the effectiveness of the FSP in accomplishing its nutritional
objective.

Tabulations of the household survey data show that, in Alabama, the money value of food used
at home was virtually identical for recipients of food stamp checks and recipients of food stamp
coupons. The mean values of this key outcome measure differed between the two groups of
recipients by less than 1 percent. That difference is far from being statistically significant.

A similar picture emerges when the effects of cash-out on nutrient availability are considered.
We analyzed the availability of food energy, protein, and seven micronutrients that are a public health
concern. None of the differences between check and coupon households in the mean availabilities
of these nutrients exceeded 3 percent (most were in the neighborhood of 1 percent or less), and none

of the differences is statistically significant. The differences in the percentages of check and coupon
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recipients for which the availability of food energy, protein, and the seven selected micronutrients
equaled or exceeded the recommended dietary allowances were also very small and statistically
insignificant.

The survey obtained no information suggesting that cash-out increased the likelihood that
households did not have sufficient food to eat. Roughly 20 percent of the food stamp recipients who
were surveyed reported that their households had not had enough food during the month preceding
the survey, and about 10 percent reported that some household members had skipped meals because
of this problem. Nevertheless, the incidences of these problems were actually greater among coupon
recipients than among check recipients, although the differences are not statistically significant.

Food stamp recipients liked receiving their program benefits in the form of checks, rather than
in the form of coupons. Participants in focus group discussions that we conducted in one urban
county and in one rural county in Alabama voiced a strong preference for checks. They preferred
the check form because checks can be used to purchase nonfood necessities, such as soap, paper
products, and medicine; it is more convenient to receive a check by mail than it is to pick up coupons
at the food stamp office; and there is less stigma associated with receiving and using check benefits.
Responscs to a series of questions in the household survey also indicated that a substantial majority
of check recipients preferred the check form of benefit.

In summary, the findings from the household survey indicate that the impacts of cash-out on food
stamp recipients in Alabama were negligible in terms of the money value of food used at home, the
availability of nutrients, and the perceptions of households regarding the adequacy of their home food
supplies. Furthermore, the survey, as well as focus group discussions with households that had
received food stamp benefits in both coupon and check form, provide strong evidence that

households prefer to receive food stamp benefits in the form of checks.
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B. IMPLICATIONS OF THE FINDINGS ON ADMINISTRATIVE OUTCOMES

Much of the support for food stamp cash-out derives from expectations that it will (1) reduce
FSP administrative costs by streamlining the benefit-issuance and redemption processes, and (2)
reduce benefit loss by providing greater security for benefits and by eliminating several steps in the
issuance process. The findings from the evaluation on administrative outcomes provide evidence that
cash-out, as operated in Alabama, did reduce administrative costs, but did not reduce benefit loss.
In this section, we discuss our findings on the impacts of cash-out in these two areas, as well as

important lessons learned from the implementation and operation of the demonstration.

1. Administrative Costs

The replacement of food stamp coupons with food stamp checks would eliminate or reduce many
state and federal administrative costs that are associated with issuance systems such as that in
Alabama. For example, the costs of storing and transporting coupons would be eliminated, as would
the costs of authorizing and monitoring retailers. The costs of delivering food stamp benefits to
recipients would be substantially reduced due to the adoption of streamlined and less labor-intensive
procedures, such as the replacement of over-the-counter issuance with mail issuance. Some new
administrative costs would be incurred, such as costs associated with the printing, production,
issuance, and reconciliation of checks. However, in our analysis of the administrative costs of the
Alabama Food Stamp Cash-Out Demonstration, we found that, overall, the cost of check issuance
was about one-half that of coupon issuance; the costs per case-month of check and coupon issuance
were, respectively, $1.03 and $2.05. Factoring in federal sharing of issuance costs incurred at the
county and state levels, three-quarters of the savings in issuance costs accrued to the federal

government, and the remaining one-quarter accrued to the state government.
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3. Planning and Implementation

With the exception of the development of the automated check-issuance system, the planning
and implementation of cash-out in Alabama went smoothly, largely because the Commissioner of the
Alabama Department of Human Resources (DHR) systematically laid the groundwork for the
demonstration. That groundwork included the promotion of welfare reform through hearings,
meetings, and personal contact with state workers, legislators, county DHR directors, food retailers,
directors of advocacy groups, and other concerned persons. In addition, an important factor behind
the smooth implementation of cash-out was the training and support that DHR provided to its county
and state staff.

The development of the automated check-issuance system (primarily in the form of computer
software) posed a major challenge in implementing the demonstration. It required more DHR and
contractor staff resources and took more calendar time than was originally anticipated, thus
contributing to a four-month delay in the commencement of cash-out. Development of the software
was complicated by two factors: (1) Alabama was implementing two related demonstration programs
simultaneously ("pure" cash-out and the ASSETS welfare-reform demonstration program, of which
cash-out was a component), and (2) the development of the cash-out automated check-issuance
system commenced before the evaluator of the pure cash-out demonstration was selected, resuiting

in the need to modify some of the early work to fit the needs of the evaluation.

C. GENERALIZING THE FINDINGS
The principal findings from the evaluation of the Alabama Food Stamp Cash-Out Demonstration
are that cash-out in Alabama reduced the cost of issuing food stamp benefits by one-half, but did not
reduce the effectiveness of the FSP in accomplishing its nutritional objectives. In addition, food
stamp participants preferred receiving their benefits in the form of checks rather than coupons.
However, Alabama differs from much of the rest of the United States along a number of

important dimensions, and these differences reduce the degree to which the results of this
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demonstration can be generalized to other areas of the United States. Unique features of the way
in which cash-out was implemented in this demonstration, such as the brief (eight months) duration
of cash-issuance, may also limit the extent to which these results can be generalized. The findings
from the Alabama Food Stamp Cash-Out Demonstration should be considered in conjunction with
findings from a similar demonstration in San Diego County, California. In San Diego, cash-out
resulted in reductions in several measures of household food use ranging from 5 percent to 8 percent.
(The analysis of cash-out’s impact on administrative costs and benefit losses in San Diego has not
been completed.) Together, the results of the two demonstrations suggest that the impact of cash-out
on recipients depends, at least in part, on the context in which cash-out is introduced and on the

precise way that it is implemented.
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