REVIEW THE OPERATIONS OF THE
FOOD STAMP PROGRAM

HEARING

BEFORE THE

SUBCOMMITTEE ON DEPARTMENT OPERATIONS,
OVERSIGHT, NUTRITION, AND FORESTRY

OF THE

COMMITTEE ON AGRICULTURE
HOUSE OF REPRESENTATIVES

ONE HUNDRED EIGHTH CONGRESS

FIRST SESSION

JULY 24, 2003

Serial No. 108-16

&R

Printed for the use of the Committee on Agriculture
agriculture.house.gov

U.S. GOVERNMENT PRINTING OFFICE
89-235 PDF WASHINGTON : 2003

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



COMMITTEE ON AGRICULTURE
BOB GOODLATTE, Virginia, Chairman

JOHN A. BOEHNER, Ohio
Vice Chairman

RICHARD W. POMBO, California
NICK SMITH, Michigan
TERRY EVERETT, Alabama
FRANK D. LUCAS, Oklahoma
JERRY MORAN, Kansas
WILLIAM L. JENKINS, Tennessee
GIL GUTKNECHT, Minnesota
DOUG OSE, California
ROBIN HAYES, North Carolina
CHARLES W. “CHIP” PICKERING,

Mississippi
TIMOTHY V. JOHNSON, Illinois
TOM OSBORNE, Nebraska
MIKE PENCE, Indiana
DENNIS R. REHBERG, Montana
SAM GRAVES, Missouri
ADAM H. PUTNAM, Florida
WILLIAM J. JANKLOW, South Dakota
MAX BURNS, Georgia
JO BONNER, Alabama
MIKE ROGERS, Alabama
STEVE KING, Iowa
CHRIS CHOCOLA, Indiana
MARILYN N. MUSGRAVE, Colorado
DEVIN NUNES, California
RANDY NEWGEBAUER, Texas

CHARLES W. STENHOLM, Texas,
Ranking Minority Member

COLLIN C. PETERSON, Minnesota

CALVIN M. DOOLEY, California

TIM HOLDEN, Pennsylvania

BENNIE G. THOMPSON, Mississippi

MIKE MCcINTYRE, North Carolina

BOB ETHERIDGE, North Carolina

BARON P. HILL, Indiana

JOE BACA, California

RICK LARSEN, Washington

MIKE ROSS, Arkansas |

ANIBAL ACEVEDO-VILA, Puerto Rico

ED CASE, Hawaii

RODNEY ALEXANDER, Louisiana

FRANK W. BALLANCE, JRr., NORTH

CAROLINA

DENNIS A. CARDOZA, California

DAVID SCOTT, Georgia

JIM MARSHALL, Georgia

EARL POMEROQY, North Dakota

LEONARD L. BOSWELL, Iowa

KEN LUCAS, Kentucky

MIKE THOMPSON, California

MARK UDALL, Colorado

RICK LARSEN, Washington

LINCOLN DAVIS, Tennessee

PROFESSIONAL STAFF

WiLLiam E. O’CONNER, JR., Staff Director
KEVIN KrAMP, Chief Counsel
STEPHEN HATERIUS, Minority Staff Director
ELYSE BAUER, Communications Director

SUBCOMMITTEE ON DEPARTMENT OPERATIONS, OVERSIGHT, NUTRITION, AND
FORESTRY

GIL GUTKNECHT, Minnesota, Chairman

RICHARD W. POMBO, California CALVIN M. DOOLEY, California

NICK SMITH, Michigan Ranking Minority Member

DOUG OSE, California JOE BACA, California |

DENNIS R. REHBERG, Montana ANIBAL ACEVEDO-VILA, Puerto Rico
Vice Chairman DENNIS A. CARDOZA, California

ADAM H. PUTNAM, Florida TIM HOLDEN, Pennsylvania

WILLIAM J. JANKLOW, South Dakota BARON P. HILL, Indiana

JO BONNER, Alabama FRANK W. BALLANCE, JR., NORTH

STEVE KING, Iowa CAROLINA

DEVIN NUNES, California MIKE THOMPSON, California

LINCOLN DAVIS, Tennessee

(1)



CONTENTS

Page
Gutknecht, Hon. Gil, a Representative in Congress from the State of Min-
nesota, opening StatemMeNt ..........cccvveeiiiiiiriiieeiiiieeeeee e 1
WITNESSES
Bost, Eric, M., Under Secretary, Food, Nutrition, and Consumer Services,

U.S. Department of AGriculture ........cccccveeeciiieeriieeeiee e ve e esaee e 2
Prepared statement ....................... . 15
Answers to submitted questions 24

Fong, Phyllis K., Inspector General, U.S. Department of Agriculture, state-

INIETIE weiinitieieitee ettt ettt e e ettt e e ettt e et e e et e e e s bt e e e ab bt e e bt e e e bt e e e a bt e e e aabeeeeabeeeeanaen 20

(I1D)



REVIEW THE OPERATIONS OF THE FOOD
STAMP PROGRAM

THURSDAY, JULY 24, 2003

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON DEPARTMENT OPERATIONS,
OVERSIGHT, NUTRITION, AND FORESTRY,
COMMITTEE ON AGRICULTURE,
Washington, DC.

The subcommittee met, pursuant to call, at 1:28 p.m., in room
1302 of the Longworth House Office Building, Hon. Gil Gutknecht
(chairman of the subcommittee) presiding.

Present: Representatives Smith and Dooley.

Staff Present: Sam Diehl, Lynn Gallagher, Stephanie Myers,
Kellie Rogers, and Tony Jackson.

OPENING STATEMENT OF HON. GIL GUTKNECHT, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MIN-
NESOTA

Mr. GUTKNECHT. Good afternoon. I went to auction college in
1978, and one of the things they taught us was to start on time,
and so in this subcommittee, we will try always to start on time.
The subcommittee on the Department Operations Oversight, Nutri-
tion, and Forestry will come to order. I do have a brief opening
statement.

On May 13, 2002, President Bush signed the Farm Security and
Rural Investment Act into law. The farm bill made significant
changes to the Food Stamp Program and provided $6.4 billion in
new funding for food and nutrition programs at the Department of
Agriculture.

Over 21 million people from 9 million households will participate
in the Food Stamp Program this month, and the program will pro-
vide more than $20 billion in benefits this year. Since 1961, the
Food Stamp Program has served as an integral part of America’s
safety net. In a country with the world’s most wholesome, economi-
cal, safe, and abundant food supply, no one should go hungry.

The purpose of this hearing is to review the operations of the
Food Stamp Program. I hope to cover many aspects of the oper-
ations of the program, including the implementation of the 2002
farm bill, completion of the implementation of the electronic bene-
fits transfer delivery for food stamp benefits to all families receiv-
ing benefits under the program, and the error rate, and continuing
efforts to combat fraud and abuse in the Food Stamp Program.

I have seen the Food and Nutrition Program’s State Options Re-
port, and I am pleased to see that States are taking up the options
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available to them under the farm bill. I have also talked to State
agencies administering the program. States seem generally pleased
with the increased flexibility provided by the farm bill. I am hoping
to hear what tangible effects the farm bill is producing, both in pro-
gram administration and program outcomes.

I hope the subcommittee will gain a better understanding of how
the farm bill has affected Federal and State administration of this
program, as well as the program participants. I would also like to
know how we may continue to improve the program’s performance
and its service to individuals and families.

I appreciate the Department’s efforts to improve the program’s
performance, but we have an obligation to taxpayers and individ-
uals, and to families who need the program, to continue to improve
the national error rate. I believe that both the over and underpay-
ments remain too high, particularly, in some States that had per-
sistently high error rates. While there will always be efforts to de-
fraud the Government, Congress and the Department must take
advantage of measures that are available to minimize fraud. I be-
lieve electronic benefits transfer, EBT, is a tremendous tool in this
effort. But EBT has not eliminated abuses and FNS and the In-
spector General must continue to monitor and police the program.

In conclusion, with so many taxpayer dollars at stake, I believe
it is important for this subcommittee to continue to exercise its
oversight responsibilities. I hope we can work with the administra-
tion and the States to ensure a well run program that meets the
needs of program participants. We have a short but important list
today of witnesses. I look forward to hearing their testimony.

As soon as he arrives, I will welcome the subcommittee’s ranking
member, Mr. Dooley, but I think we will go right, if we can, to the
testimony of the Under Secretary—I am going to make sure I get
the title right—the Under Secretary of Food, Nutrition, and Con-
sumer Services at the U.S. Department of Agriculture, Mr. Eric
Bost. We welcome you to the subcommittee and you may proceed.

STATEMENT OF ERIC M. BOST, UNDER SECRETARY, FOOD, NU-
TRITION, AND CONSUMER SERVICES, U.S. DEPARTMENT OF
AGRICULTURE

Mr. BosT. Good afternoon, Mr. Chairman. I am Eric M. Bost,
Under Secretary for Food, Nutrition, and Consumer Services at the
U.S. Department of Agriculture. I appreciate the opportunity to
join you today to discuss our progress implementing the food stamp
provisions of the Farm Security and Rural Investment Act of 2002,
commonly referred to as the farm bill.

The Food Stamp Program stands as a testament to our country’s
compassion. For over 30 years, it has served as a first line of de-
fense against hunger in America, a powerful tool to improve nutri-
tion and health among low income people. Over the years, the Food
Stamp Program has demonstrated its responsiveness to economic
changes, expanding to meet increased need when the economy is in
a slowdown, and contracting when the economy is growing. Be-
cause benefits automatically flow into communities, the economic
benefit is not only to low income families, but also to the commu-
nity at large.
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A couple of statistics that I would like to share: It is important
to note that every $5 in Federal food stamps issued generates $9.20
in local and State economic activity. The vast majority, 80 percent
of food stamp benefits, go to households with children. In 2002,
more food stamp households relied on a paycheck than received a
Welfare check. Approximately 95 percent of food stamp benefits are
delivered by EBT, or electronic benefits transfer, and food stamps
effectively targets resources; 98 percent of food stamp benefits go
to someone who is entitled to them. And one that really surprises
everyone is the fact that approximately 57 percent of people that
currently receive food stamps usually stay on the rolls for less than
a year.

With a commitment to sustaining and improving this critical pro-
gram, the administration worked with the committee and the Con-
gress to craft farm bill provisions that would enhance access, sim-
plification, and integrity in the program. The President and the
Secretary were clear in setting the goals of reauthorizing the Food
Stamp Program. We were to: (1) improve access; (2) streamline and
simplify the administrative process for both those who operate the
program and those who receive benefits; and (3) ensure account-
ability and program integrity.

Implementation: As soon as the President signed the new law,
the Secretary formed a special farm bill Task Force within USDA
to oversee and expedite its implementation and provide for a
smooth transition. To illustrate Food and Nutrition’s response to
the Secretary’s charge, only one day after the bill signing, we post-
ed a summary of the food stamp provisions on our website. Within
a month of the bill’s enactment, we had trained 160 State staff
from 52 State agencies, issue general implementation guidance,
and sent letters to all State welfare commissioners notifying them
of the changes and urging them to take advantage of the farm bill’s
flexibility. I am pleased, I am very pleased, to report to you this
afternoon that all the mandatory provisions that have been imple-
mented, except for the provision affecting immigrant children, that,
by law, becomes effective October 1.

Simplifying administration: The farm bill’s primary focus is on
providing States with increased flexibility, rather than new re-
quirements. Provisions also reflected the Congress’s and the admin-
istration’s commitment of making it easier for low income Ameri-
cans to apply for and receive the benefits for which they are enti-
tled, less red tape. The Department has worked closely with States
to encourage their consideration of many of the new policy options
now available to them.

The new simplification and administrative reforms offer a wide
variety of policy options and provide each State with greater flexi-
bility to customize Food Stamp Program operations and facilitate
access to benefits. Within the first month of the farm bill’s enact-
ment, I sent two letters to all State commissioners, informing them
about our implementation plans and encouraging them to take full
advantage of the flexibility provided them in terms of the options
that were available. FNS also provided technical assistance in the
form of guidance and training for all States on these major provi-
sions.
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Our most recent report indicates that 48 States have imple-
mented one or more of the eight program simplification options
available to them in the farm bill. One State, New York, has imple-
mented all eight.

One of the most popular program simplification options imple-
mented has been aligning food stamp policy on income with policy
in State TANF and/or Medicaid programs. Another important op-
tion for better serving low income working households, the transi-
tional benefits alternative provides an uninterrupted stable food
stamp benefit amount to families, leaving TANF for up to five
months after their time on Public Assistance.

Improving access: The farm bill’s nutrition title mandated three
new access-related food stamp provisions for all States: (1) a partial
restoration of eligibility to legal immigrants; (2) a higher standard
deduction for a larger households; and (3) an increase in the asset
limit for households with a disabled member. Restoring benefits to
legal immigrants was a top priority of the administration and the
need to ensure understanding of these provisions at the State level
was crucial to the implementation of the provision. Hence, we pro-
vided guidance in June 2002, the following October, and also, Janu-
ary of this past year. As of April 1, 2003, immigrants who have
lived in the United States for 5 years as qualified aliens and who
are otherwise eligible, may apply for and receive food stamp bene-
fits.

Integrity: A crucial part of the President’s and Secretary
Veneman’s commitment to delivering nutrition assistance to needy
families is ensuring the integrity of the program by protecting it
from those who misuse it or abuse it. The Food Stamp Program de-
livers billions of dollars with a high degree of accuracy. In fact, in
2002, the national food stamp payment error rate is the lowest it
has been in the history of the program, 8.26, down from 8.66 per-
cent in 2001. This is outstanding news. Thirteen states received ap-
proximately $77 million in enhanced funding because of the out-
standing job that they did.

There will be changes next year, and with that, USDA will be
awarding $48 million in performance bonuses next year based on
four criteria: issuing benefits accurately, achieving the most im-
proved combined payment error rate, achieving the lowest negative
error rate. With it in mind, we believe that States are doing an ex-
cellent job. However, in spite of this, there are some States that
could improve. For example, in 8 of the last 10 years, California’s
error rate has exceeded the national average. And in the last 2
years, California’s error rate has been the highest in the Nation.
While California did reduce its error rate from 17.37 percent last
year, fiscal year 2001, to 14.8 percent this year, fiscal year 2002,
and I applaud what they have been able to accomplish, it is still
unacceptably high.

Let me break this down into dollars. California’s 14.84 error rate
essentially means this, that the Federal Government lost $172 mil-
lion in overpayments and almost $80 million in underpayments.
Over the course of the last two fiscal years, California has
overissued $371 million and underissued $153 million. We continue
to work with them to improve the integrity of their program.
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EBT: Over 92 percent of all households now receive their benefits
electronically. Fifty-two State agencies, including the District of Co-
lumbia and the Virgin Islands, have operating EBT systems; 49 are
statewide.

Trafficking: food stamps are intended for food. When individuals
sell their benefits for cash, it violates the spirit of the law. I am
glad to report that the program integrity has improved substan-
tially. To control trafficking, FNS conducts undercover investiga-
tions of authorized food stores. Ten years ago, USDA developed a
method to estimate the extent of food stamp trafficking. Earlier
this month, we released the latest prevalence estimate. We have
improved the estimate to take advantage of new EBT based re-
sults. It is based on 14,000 undercover investigations.

The new estimate shows important improvements. About $359
million per year was diverted from food stamp benefits by traffick-
ing 1999 to 2002. That is down from a high of $660 million diverted
between 1996 and 1998, and it is less than half of the $815 million
diverted in 1993.

In conclusion, Mr. Chairman, I am proud of the efforts that we
have made to ensure that the provisions this committee and the
administration worked so hard on a year ago have been imple-
mented, and ensuring that all eligible individuals, families, and es-
pecially, our children have access to the nutrition assistance they
need as a top priority for the Bush administration.

We have worked very hard with our staff, and your staff, and ad-
vocates to ensure that the intent and the spirit of the law has been
met and opportunities for enhancing the program are embraced,
particularly, in the areas of program simplification, access, and in-
tegrity. Thank you so very much for your time. I would be happy
to answer any questions that you may have.

[The prepared statement of Mr. Bost appears at the conclusion
of the hearing.]

Mr. GUTRNECHT. Well, thank you very much, Mr. Bost. Now, I
have to preface this by saying we haven’t heard from Ms. Fong yet,
but I think based on your testimony and the other evidence we
have had so far, let me say that we are very proud of you.

Mr. BosT. Thank you.

Mr. GUTKNECHT. You are clearly taking your job very seriously,
and that is, I think, what the intent of the legislation was, and we
appreciate your efforts and the efforts of your staff. I think it is
probably too early to know whether this be the case, but you stated
in your testimony that the farm bill changes to the quality control
and sanction system will affect your ability to make States improve
their program performance. What tools do you have now and what
would you like to have us do that might help us to encourage
States to improve their performance?

Mr. Bost. I think the issue for us, and it is real important to
know that during the farm bill delayed last year, this was an issue
that was discussed several days, and evenings, and weekends over
the course of several months, and we put forth a position that we
believed would go a long way toward holding the States account-
able. Of course, Congress didn’t agree, and as a result, we believe
that our position in terms of holding the States accountable has
been weakened.
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Let me give you a very specific example of what I am talking
about. Since I became Under Secretary, we have collected approxi-
mately $14 to $15 million in terms of monies that were due us.
Prior to me becoming Under Secretary, I think the agency before
that time had collected a little less than $1 million in many, many
years. We have worked with the States. The issue for us is not,
necessarily, about sanctions. The issue for us, very clearly, is en-
suring an accurate determination of benefits to those persons that
are eligible to participate in the program. When that does not
occur, we are interested in holding the States accountable. We pro-
vide technical assistance, we send staff out to work with them. We
give them money so that they are able to send staff to other States
so that they can learn how to improve the quality of their program.

Some of the tools that we currently have available to us are not
going to be there with some of the new provisions. And a very spe-
cific example that I am talking about is the fact that we will not
really be able to look at holding some States accountable until
those States have 3 consecutive years of poor performance before
they would be required to repay any liability. And so they would
have to be very poor for 3 years, as opposed to us being able to look
at holding them accountable now. And we believe that that is a
concern given the fact that we have made some significant im-
provements over the course of the last several years.

It is my opinion, it is my professional opinion, that because of
this, I think that we are going to see error rates rise as opposed
to continue to go down. And with the chairman’s indulgence, I
would like to pass out to the committee a chart that shows a listing
of all the States for the last two fiscal years, and the last chart
shows the food stamp error rates for all of the States since fiscal
year 1998.

Mr. GUTKNECHT. Without objection, this shall be made part of
the committee’s record.

Mr. BosT. Mr. Chairman, could you go to the last page first, the
chart that my staff calls the “Christmas tree”?

The red shows a sanction amount, which essentially says that
they didn’t do very well and that they owe us money. The green
for that year indicates that they did exceptionally well and that
they got a bonus from us. And the white, the clear white, just indi-
cates that they were just kind of doing OK. At the bottom, it shows
you the national average and where all of the States rank com-
pared to that national average over the course of the last 5 years.

I don’t want to be picking on California, but they are just easy
to make a point of. If you look at California, you will see in fiscal
year 2000, they were at 13.9; fiscal year 2001, they were at 17.3;
and at fiscal year 2002, they were at 14.8. They were almost twice
the national average over the course of the last couple of years.
They owe us probably close to almost $500 million, and they have
paid the taxpayers of this country zero back.

Mr. GUTKNECHT. So you have levied fines, if you will—I am not
sure that is a term you use—but you

Mr. BoST. Sanctions.

Mr. GUTRNECHT. You have levied sanctions of over $500 million,
and they are in arrears to the tune of $500 million?
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Mr. BosT. Well, a significant amount of money when you look at
the over and the under. And we have worked with them, and in
looking at fiscal year 2001, we afforded them an opportunity to
take some of the money that they owed us to reinvest back into the
program to improve it, on the promise that they would improve,
and as a result, they didn’t improve significantly. Michigan is an-
other example of owing us, I think, over the course of the last cou-
ple of years when you take in consideration the adjustments that
we made, approximately, $16 million. There is at least some hope
on my part that they are going to step up to the plate and pay us
some of the money that they owe us so that we can look at holding
them and other States accountable.

With all of that said, though, however, the error rate is the low-
est that it has been in the history of the Food Stamp Program, and
that is something that I am very proud of in terms of the outstand-
ing work that my staff has done and that many other States have
done. One final point about California: Their Food Stamp Program
is so large, it is the largest in the country—Texas is second—Dbe-
cause of their error rate, that it affects the national error rate for
the entire country. Because they are so high, they bring everybody
else up, as opposed to bringing everybody else down.

Mr. GUTKNECHT. Mr. Bost, could you just, so I understand, and
you explained this to me, but I want to make sure I am clear.
When you talk about the error rate, that can be either high or low.
Isn’t that—can you talk just real briefly about that?

Mr. Bost. Essentially, the error rate is an analysis done on the
issuance of food stamp benefits. Either a person receives too much
or they don’t receive enough, and the error rate is based on a com-
bination of both of those factors. And if you look at California as
an example, they overissued—in fiscal year 2001 and 2002, they
overissued $371 million, which essentially means they gave $371
million too much to people in the State. However, the other side
of the coin is that they underissued those two fiscal years $153 mil-
lion. So there were people that were owed $153 million who were
eligible to receive it that didn’t receive it.

Mr. GUTKNECHT. Now, can you sort of explain to us, and perhaps
Ms. Fong can explain this even better. If they paid out $350 million
in benefits to—are we saying that those benefits went to people
who weren’t at least on the surface eligible for those benefits?

Mr. BosT. On the surface, they were probably eligible, but they
were getting too much, and so it wasn’t an accurate determination
of benefits. But the other side of the coin is that you had some peo-
ple that were eligible that didn’t get what they were supposed to.
Essentially, they were shortchanged. And we are interested in
both. The real basis for our commitment in terms of running this,
and managing, and providing some direction to the States, of this
program is very simple. We want every person in this country that
is eligible to participate in this program to participate, and we
want them to receive an accurate determination of what they are
due to receive. We don’t believe that that is too much to ask. And
when States fail to do that, we want them to: (1) a real serious
commitment of improving the integrity of their program or paying
the Federal Government its money back because I think that is
what the taxpayers of this country deserve. And part of my job is
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to provide them with those assurances, that we are going to be
good stewards of taxpayer dollars.

Mr. GUTKNECHT. Well, as I say, I feel very, very good that you
are taking this job extremely seriously, and I think on behalf of
members of this subcommittee, and frankly, the entire Congress,
we are very, very pleased that you are looking at it exactly as you
are.

I would yield to my ranking member, Mr. Dooley.

Mr. DooLEY. Thank you, Mr. Gutknecht, and thank you, Mr.
Bost, for your testimony. In terms of the liabilities that you identi-
fied, or the cost, now, are you netting out what were the overpay-
ments and the underpayments in terms of the figures that you are
touting as being in error?

Mr. BoST. Yes. It is a combination of both.

Mr. DOOLEY. So like in the figures that you have presented, I
don’t understand the potential liabilities that you have, $133 mil-
lion, and that would be 2002. Is that in the overpayments minus
the underpayments?

Mr. Bosrt. No. It is an analysis, Congressman Dooley. An analy-
sis is done of all of these figures, and it is overpayments, it is un-
derpayments, it is the negative error rate in terms of ensuring that
people that are eligible participate, and those that don’t receive—
it is a complete analysis that is done, and then we come up with
a potential liability. And we also provide the States with some
flexibility because the States have said, well, we have earners and
we have immigrants, and so we adjust the liabilities and even
bring it down further, and that is one of the things that we did for
California.

Mr. DoOLEY. I am trying to understand if, what some of us are
concerned with, we acknowledge we have some room for improve-
ments, especially, in California, which I am from, and I appreciate
the work that you are doing with the State. But I am also con-
cerned, though, in terms of making sure that we are—the number
that we are presenting in terms of what the actual taxpayer losses
were because of overpayments, that we are not inflating that num-
ber in terms of is this liability including the overpayments as well
as the underpayments, which isn’t the same as——

Mr. BosT. No. It is the overpayments, but Congressman

Mr. DOOLEY. Do you understand what I am trying to get to?

Mr. BosT. I understand where you are going, and let me answer
your question by essentially saying this, that under no cir-
cumstances at all do we overestimate the amount of money that
they owe us. We underestimate the amount of money they owe, be-
cause we adjust the liabilities because we take in consideration,
too, the factors that they say are difficult for them to operate the
program.

Mr. DOOLEY. I am not—I am talking about the total expendi-
tures. I am worried about maintaining the political support for this
program, and I don’t even want to even consider California. On the
total numbers that you are talking about as being overpayments,
nationally, are those numbers netting out the overpayments and
the underpayments?

Mr. BosT. They were telling me that what I was saying was
right, but I didn’t do a very good job of explaining it.
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Mr. DOOLEY. You might have. I didn’t——

Mr. Bosrt. No, I didn’t. Let me try one more time. The short an-
swer to your question is yes, there is a consideration for both the
overpayments and the underpayments in terms of making a deter-
mination of what the potential liabilities are. However, with that
in mind, another factor is concerned, because we do an analysis of
both of those numbers, and so it is not inflated.

Mr. GUTKNECHT. Mr. Bost, let me see if I can take a stab at it.
You have—I am using a hypothetical, and take a State, a hypo-
thetical State, had $300 million in overages and $200 million in un-
derpayments. Is that a total of $500 million or is it a net of $100
million? How do you measure that? I see someone shaking their
head behind you. Perhaps, I think that is the question you are try-
ing to ask. Right?

Mr. DooOLEY. Right, exactly.

Mr. BosT. OK. For your purposes and the purposes of this, it is
the net, it is $100 million, using his example. But there is still an
analysis that is done, because we can’t consider just the—you just
can’t consider the overpayments, because you have to give some
consideration to the underpayments, also, because a person didn’t
get what they were due.

Mr. DOOLEY. There seems to be maybe one of the people on your
staff was shaking their head when you were making your state-
ment there, and I don’t know if that was in agreement or disagree-
ment, but I didn’t say if she was shaking it this way or this way.

Mr. Bost. Well, how was she shaking it? In the affirmative or
the Under Secretary didn’t know what he was talking about?

Mr. DOOLEY. I guess I am still not certain, but the only issue—
both issues are important. I understand that. We need to under-
stand the problems with why we are making overpayments, and it
is equally as important to understand why we are making under-
payments, and how do we ensure that we reduce those. My issue
is more of a broader political issue in terms I want to make sure
that when Mr. Gutknecht and I are being advocates for this pro-
gram, and we have some opponents to this program that are saying
that we are—we have these errors that total this amount, is that
we are not adding the overpayments and the underpayments. That
that $300 million that Mr. Gutknecht talked about and the $200
million isn’t appearing in documents as a $500 million liability to
taxpayers.

Mr. BosT. No, you won’t see that.

Mr. DOOLEY. These numbers on these pages don’t reflect that?

Mr. BosT. No, that is correct.

Mr. DooLEY. OK. I guess the other, in your written testimony,
or not, I guess, in your written testimony, but somewhere I was
reading, they were saying that some States’ error rates are actually
high because they are trying to—when they are trying to bring
them down, they actually require their applicants for food stamps
to reapply more frequently in an effort to reduce their error rates.
But this over-administration actually increases the States’ error
rates, which in California, I have been a little bit frustrated be-
cause we do have people that have to apply, I think it is every
month, and I am trying to understand. I, quite frankly, wish they



10

didn’t. But is that, in part, contributing to some of the problems
we are seeing in California?

Mr. BosT. I think the short answer is yes. The long answer is
that they have so many other issues that even if you took that
away, they would still have major issues.

Mr. DooLEY. What would you say are their major issues?

Mr. BosT. I think there is a lack of commitment on their part
to improve the integrity of this program. It is all 100 percent Fed-
eral money; I don’t think they care.

Mr. DOOLEY. And in terms of—you are saying that they don’t
have a vested interest then in terms of making sure that they are
being more judicious in terms of determining the eligibility?

Mr. BosT. Yes, absolutely. And I think that over the course of the
last year, they have gotten much more serious about improving the
integrity of their program, but I think that they were slow to get
to that point.

Mr. DooLEY. Now, and just so—I mean, the number sounds
large, but we are obviously a large State and we have a lot of peo-
ple that are eligible for food stamp benefits. Have you also done,
basically, analyses in terms of the overpayments that were made,
the size of that overpayment per recipient?

Mr. BosT. No, not per recipient. I think the analysis that we did
was if there had been an accurate determination of benefits, they
would have been able to serve an additional 160,000 persons per
month.

Mr. DOOLEY. Say that again?

Mr. Bost. OK. We did not do an analysis based on the question
that you asked me. I did an analysis based on if the overpayments
had been computed appropriately, how many additional persons
would they have been able to serve. The number was approxi-
mately 160,000 persons per month.

Mr. DOOLEY. But then are you assuming then they are not serv-
ing everybody who is eligible today?

Mr. BosT. No, I know they aren’t.

Mr. DOOLEY. They are not?

Mr. BosT. No, they are not.

Mr. DOOLEY. And is that because of—why? I mean, do you think
if they had the additional money, do you think they would auto-
matically——

Mr. BosT. No, I don’t think it is a—I think there is several rea-
sons why they are probably not, and they are the basic reasons on
a national level. You have some people who don’t apply because
they don’t know that they are eligible. I think you have some peo-
ple that are eligible who say it is too much of a hassle to go in and
to apply. And when I was in Texas, when I went out and talked
to clients and I asked them why they didn’t apply, those are the
two reasons that they gave me. And the third reason that they
gave me was probably my all time favorite—they didn’t want to
apply. They just wanted to walk into an office and say, I need food
stamps, give them to me. And so you have some that have no moti-
vation to fill out any of the applications at all.

But I think that we have been taking some aggressive steps na-
tionally to address the access issue, and we have had some
progress because I think we have seen at least a 3 or 4 percentage
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point increase in terms of the number of eligibles participating in
the program over the course of the last couple of years. So we are
taking some very concrete steps to increase the number of eligibles
participating in this program.

Mr. DooLEY. Thank you. I know and I appreciate the work you
are doing with my colleagues in California because this needs to be
a partnership, and I appreciate the constructive approach that you
are taking.

Mr. Bost. Well, Congressman Dooley, I wanted to add to that
and essentially say I don’t want you to leave here thinking that we
are picking on California. There is a real commitment on our part.
Within a month of when I became Under Secretary, I met with the
staff in California, shared with them my concerns, and actually
provided them with resources to start to address this issue. So we
didn’t stand back and point the finger. We have worked with them.
I have been to California over the course of the last 2 years at least
seven or eight times to meet with the people who have the respon-
sibility for managing this program. I have met with the supervisors
in L.A. County. I have met with the staff. We have sent staff. We
have given them money so that they can send staff to other States.
We have sent other States to California to help them resolve this
issue. And so I want to make it real clear that this is not an in-
stance where we are saying, you have a problem, you need to go
somewhere and do something about it. We have been working with
them very diligently to help them address this issue because the
real issue here is meeting the needs of hungry people in your State.

Mr. DOOLEY. I appreciate it.

Mr. GUTKNECHT. Mr. Smith of Michigan.

Mr. SMITH. How many States have converted to a card system?

Mr. BosT. Essentially, all of the States have at least some form
of EBT. Iowa just started, was implemented June 2003, and should
be completed statewide October of this year. California just started
this year. In Delaware, it should be completed by September 2003.

Mr. SMITH. Mr. Secretary, give me a thumbnail description of
error in a percentage error rate.

Mr. BosT. For the Nation?

Mr. SMITH. Well, just what does it mean, error?

Mr. BosT. Oh, what does the error rate mean? The error rate is
a percentage based on an over and underissuance of food stamps
to

Mr. SMITH. I mean, what is an error?

Mr. Bost. Oh, what is an error? You go into an office to apply
for food stamps, you are supposed to get $83, and the worker com-
putes it and you end up getting $70. That is an error, because you
are really supposed to get $83.

Mr. SmiTH. And how about in terms of the GAO that has now
made estimates of lost revenue because of individuals getting food
stamps that weren’t entitled to food stamps?

Mr. Bost. Well, but you have to compare that against the
underissuance, which is the example that I gave you, because in
many instances, you have people that were not getting exactly
what they should receive. And so you have to compare both the
over and the under.
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Mr. SmiTH. Well, my impression is that that would be a mistake
to compare them. I mean, we don’t want averages. We want fami-
lies that are being given food stamps in error because it is fraudu-
lent or it is a mistake in terms of the issuance of those food
stamps. Simply because, if you will, one foot is in boiling hot water
and one foot 1s in ice cold water, you can’t assume the averages
were comfortable. So it seems to me that we need to guard against
the abuses of the system and then look at it as totally different
tasks in trying to assure that those that are eligible know that they
are eligible and have access to the program.

Mr. BosT. And I think that is what we have attempted to do.

Mr. SMITH. Let me talk about Michigan just a little bit. Michigan
has performed in the red in terms of—that is my home State—in
terms of the error rate over the last 5 years. And even in the most
recent years, the error rate is almost twice the national average at
about a little over 14 percent compared to a national average of a
little over 8 percent.

Mr. Bosrt. That is correct.

Mr. SMITH. Why is that?

Mr. BosrT. I was in Lansing last week and I met with the leader-
ship to talk about Michigan’s error rate, and I think that there are
several reasons. Lack of training of their staff, issues directly relat-
ed to not a good understanding of the program, lack of commitment
on ensuring that an accurate determination of benefits are done.
They have also said because of staff shortages and an emphasis
placed on TANF as opposed to food stamps. And so I think it is a
combination of all of those reasons has contributed to why they
have a very high error rate. But there was also a commitment on
their part to address all of the concerns that I just shared with you
and to improve.

Mr. SMITH. Do we have a good evaluation—and Mr. Chairman,
I apologize—maybe some of these questions are already asked. Do
we have a good measurement of how many of these food stamps,
either with a card or with cash, are now still going into the black
market system, and the recipient decides that they want the money
to be able to buy something other than food?

Mr. BosT. Yes. In my oral testimony I spoke to the level of traf-
ficking, and I am sure the OIG will talk about it in much more de-
tail. But yes, we have been tracking that and it has significantly
improved over the course of the last several years.

Mr. SMITH. And how much does the card system help? Does the
card system help totally solve the problem or is it still a problem?

Mr. Bost. The EBT system has gone a long way toward helping
to address this issue, a significant rate.

Mr. SMITH. Does your staff or the GAO check food stores as to
the accuracy of stores, making sure that they don’t give cash for
the entitlement to the stamps or the card?

Mr. BosT. We have undercover operations. I think the number I
quoted was 14,000.

Mr. SMITH. Out of your shop?

Mr. BosT. Yes, that we do in concert with other staff to ascertain
an appropriate utilization of the EBT system and to ensure that
there is an appropriate utilization of food stamps or money at-
tached to it.
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Mr. SMmiTH. Mr. Secretary, thank you for being here and your in-
formation. Mr. Chairman, thank you.

Mr. BosT. Thank you.

Mr. GUTKNECHT. Mr. Smith, I may just clarify one thing, and I
don’t know if you caught this, because I think it is instructive, that
about 82 percent currently—and that percentage is going to go
up—of the benefits are now delivered through electronic transfer.
And the method of that is, in many respects, they are not subject
the way the old coupons were to becoming quite as much just—they
can be spent on a street corner. And so I think that is an important
step and we are appreciative for that technology.

How long do you think it is going to take to get the other States
that still are implementing electronic benefits transfer—is there a
timeline for getting them online with these

Mr. BosT. Yes. The preliminary information that we received,
and we are working with them, it is our hope that all of the States
except maybe California will be completely statewide by the end of
this year.

Mr. GUTKNECHT. Wow. That is very good.

Mr. BosT. But California is, of course, the exception. And hope-
fully, they will be statewide by September of next year.

Mr. GUTKNECHT. Have you thought about—you mentioned that
you are not particularly pleased with the three consecutive year
rule. Obviously, you have spent a little time thinking about this
issue; especially, if you are flying back and forth to California, you
will have a lot of time to think about these things. Can we come
up with a better system? We are hesitant to reopen the farm bill,
but we certainly are open to new ideas, at least I am, that might
improve the quality control system.

Mr. Bost. Well, we had put some proposals on the table. We
thought three years was too long, and one of the recommendations
that I think I put forth was that it would not be 3 years; even
maybe 2 is long enough for a State to kind of turn itself around
in terms of improving the integrity of this program. And so that
was just one of the things. The other issue was the options that are
currently available to us now in terms of how much they can rein-
vest, or how much they can hold at risk, or how much they would
have to repay. Those are things that we felt very strong about, but
the Congress did not agree. And so we have a system, and we are
going to try to make it work, and do the very best that we can with
it at this juncture. But it is my concern, and I had told my staff
this earlier today. 