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associated with liabilities accepted by
the State agency shall not be reimburs-
able.

(5) The State agency shall be strictly
liable for manual transactions that re-
sult in excess deductions from a house-
hold’s account.

(m) Ownership Rights and Procurement
Requirements. (1) The State agency
shall comply with the software and
automated data processing equipment
ownership rights prescribed under
§ 277.13 and § 277.18(l) of this chapter.

(2) The State agency shall comply
with the procurement standards pre-
scribed under § 277.18(j) of this chapter.
Under service agreements, the procure-
ment of equipment and services which
will be utilized in a Food Stamp EBT
system shall be conducted in accord-
ance with the provisions set forth
under § 277.18(f) of this chapter.

[57 FR 11249, Apr. 1, 1992; 57 FR 44791, Sept.
29, 1992]

PART 275—PERFORMANCE
REPORTING SYSTEM

Subpart A—Administration

Sec.
275.1 General scope and purpose.
275.2 State agency responsibilities.
275.3 Federal monitoring.
275.4 Record retention.

Subpart B—Management Evaluation (ME)
Reviews

275.5 Scope and purpose.
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gram performance.

AUTHORITY: 7 U.S.C. 2011–2032.

EDITORIAL NOTE: OMB control numbers re-
lating to this part 275 are contained in § 271.8.

Subpart A—Administration

§ 275.1 General scope and purpose.

(a) Under the Food Stamp Act, each
State agency is responsible for the ad-
ministration of the Food Stamp Pro-
gram in accordance with the Act, Reg-
ulations, and the State agency’s plan
of operation. To fulfill the require-
ments of the Act, each State agency
shall have a system for monitoring and
improving its administration of the
program. The State agency is also re-
sponsible for reporting on its adminis-
tration to FCS. These reports shall
identify program deficiencies and the
specific administrative action proposed
to meet the program requirements es-
tablished by the Secretary. If it is de-
termined, however, that a State has
failed without good cause to meet any
of the program requirements estab-
lished by the Secretary, or has failed to
carry out the approved State plan of
operation, the Department shall sus-
pend and/or disallow from the State
such funds as are determined to be ap-
propriate in accordance with part 276 of
this chapter.

(b)(1) The Food Stamp Act authorizes
the Secretary to pay each State agency
an amount equal to 50 percent of all ad-
ministrative costs involved in each
State agency’s operation of the pro-
gram. The Act further authorizes the
Secretary to increase the percentage
share if:

(i) The State agency’s payment error
rate is less than or equal to 5.90 per-
cent, and

(ii) The State agency’s negative case
error rate is less than the national
weighted mean negative case error rate
for the prior fiscal year.
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(2) If a State agency qualifies for an
increased percentage share, the
amount of increase will be an addi-
tional percentage point for each full
tenth of a percentage point by which
the payment error rate is less than six
percent, up to a maximum of 60 percent
of administrative costs. Those State
agencies not receiving the increased
share of funding shall develop and im-
plement corrective action plans to re-
duce payment errors. Corrective action
shall be completed as required in sub-
part E of this section.

[Amdt. 160, 45 FR 15898, Mar. 11, 1980, as
amended by Amdt. 266, 52 FR 3407, Feb. 4,
1987; Amdt. 328, 56 FR 60051, Nov. 27, 1991]

§ 275.2 State agency responsibilities.
(a) Establishment of the performance re-

porting system. (1) The State agency
shall establish a continuing perform-
ance reporting system to monitor pro-
gram administration and program op-
erations. The method for establishing
each component of the system is iden-
tified and explained in subparts B
through F of this part. The components
of the State agency’s performance re-
porting system shall be:

(i) Data collection through manage-
ment evaluation (ME) reviews and
quality control (QC) reviews;

(ii) Analysis and evaluation of data
from all sources;

(iii) Corrective action planning;
(iv) Corrective action implementa-

tion and monitoring; and
(v) Reporting to FCS on program per-

formance.
(2) The State agency must ensure

corrective action is effected at the
State and project area levels.

(b) Staffing standards. The State
agency shall employ sufficient State
level staff to perform all aspects of the
Performance Reporting System as re-
quired in this part of the regulations.
The staff used to conduct QC reviews
shall not have prior knowledge of ei-
ther the household or the decision
under review. Where there is prior
knowledge, the reviewer must dis-
qualify her/himself. Prior knowledge is
defined as having:

(1) Taken any part in the decision
that has been made in the case; (2) any
discussion of the case with staff who
participated in the decision; or (3) any

personal knowledge of or acquaintance
with persons in the case itself. To en-
sure no prior knowledge on the part of
QC or ME reviewers, local project area
staff shall not be used to conduct QC or
ME reviews; exceptions to this require-
ment concerning local level staff may
be granted with prior approval from
FCS. However, local personnel shall
not, under any circumstances, partici-
pate in ME reviews of their own project
areas.

[Amdt. 160, 45 FR 15898, Mar. 11, 1980, as
amended by Amdt. 266, 52 FR 3407, Feb. 4,
1987]

§ 275.3 Federal monitoring.
The Food and Consumer Service shall

conduct the review described in this
section to determine whether a State
agency is operating the Food Stamp
Program and the Performance Report-
ing System in accordance with pro-
gram requirements. The Federal re-
viewer may consolidate the scheduling
and conduct of these reviews to reduce
the frequency of entry into the State
agency. FCS regional offices will con-
duct additional reviews to examine
State agency and project area oper-
ations, as considered necessary to de-
termine compliance with program re-
quirements. FCS shall notify the State
agency of any deficiencies detected in
program or system operations. Any de-
ficiencies detected in program or sys-
tem operations which do not neces-
sitate long range analytical and eval-
uative measures for corrective action
development shall be immediately cor-
rected by the State agency. Within 60
days of receipt of the findings of each
review established below, State agen-
cies shall develop corrective action ad-
dressing all other deficiencies detected
in either program or system operations
and shall ensure that the State agen-
cy’s own corrective action plan is
amended and that FCS is provided this
information at the time of the next for-
mal semiannual update to the State
agency’s Corrective Action Plan, as re-
quired in § 275.17.

(a) Reviews of State Agency’s Adminis-
tration/Operation of the Food Stamp Pro-
gram. FCS shall conduct an annual re-
view of certain functions performed at
the State agency level in the adminis-
tration/operation of the program. FCS
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will designate specific areas required
to be reviewed each fiscal year.

(b) Reviews of State Agency’s Manage-
ment Evaluation System. FCS will review
each State agency’s management eval-
uation system on a biennial basis; how-
ever, FCS may review a State agency’s
management evaluation system on a
more frequent basis if a regular review
reveals serious deficiencies in the ME
system. The ME review will include but
not be limited to a determination of
whether or not the State agency is
complying with FCS regulations, an as-
sessment of the State agency’s meth-
ods and procedures for conducting ME
reviews, and an assessment of the data
collected by the State agency in con-
ducting the reviews.

(c) Validation of State Agency error
rates. FCS shall validate each State
agency’s payment error rate and
underissuance error rate, as described
in § 275.23(c), during each annual qual-
ity control review period. Federal vali-
dation reviews shall be conducted by
reviewing against the Food Stamp Act
and the regulations, taking into ac-
count any FCS-authorized waivers to
deviate from specific regulatory provi-
sions. FCS shall validate the State
agency’s negative case error rate, as
described in § 275.23(d), only when the
State agency’s payment and
underissuance error rates for an annual
review period appear to entitle it to an
increased share of Federal administra-
tive funding for that period as outlined
in § 277.4(b)(2), and its reported negative
case error rate for that period is less
than the national weighted mean nega-
tive case error rate for the prior fiscal
year. Any deficiencies detected in a
State agency’s QC system shall be in-
cluded in the State agency’s corrective
action plan. The findings of validation
reviews shall be used as outlined in
§ 275.23(e)(8).

(1) Payment error rate. The validation
review of each State agency’s payment
error rate shall consist of the following
actions:

(i) FCS will select a subsample of a
State agency’s completed active cases.
The Federal review sample for com-
pleted active cases is determined as
follows:

State annual active case
sample size Federal annual sample size

1,200 and over ...................... n=400.
300–1,199 .............................. n=150+0.277 (N–300).
Under 300 .............................. n=150

(A) In the above formula, n is the
minimum number of Federal review
sample cases which must be selected
when conducting a validation review,
except that FCS may select a lower
number of sample cases if:

(1) The State agency does not report
a change in sampling procedures asso-
ciated with a revision in its required
sample size within 10 days of effecting
the change; and/or

(2) The State agency does not com-
plete the number of case reviews speci-
fied in its approved sampling plan.

(B) The reduction in the number of
Federal cases selected will be equal to
the number of cases that would have
been selected had the Federal sampling
interval been applied to the State
agency’s shortfall in its required sam-
ple size. This number may not be exact
due to random starts and rounding.

(C) In the above formula, N is the
State agency’s minimum active case
sample size as determined in accord-
ance with § 275.11(b)(1).

(ii) FCS Regional Offices will conduct
case record reviews to the extent nec-
essary to determine the accuracy of
the State agency’s findings using the
household’s certification records and
the State agency’s QC records as the
basis of determination. The FCS Re-
gional Office may choose to verify any
aspects of a State agency’s QC findings
through telephone interviews with par-
ticipants or collateral contacts. In ad-
dition, the FCS Regional Office may
choose to conduct field investigations
to the extent necessary.

(iii) Upon the request of a State
agency, the appropriate FCS Regional
Office will assist the State agency in
completing active cases reported as not
completed due to household refusal to
cooperate.

(iv) FCS will also review the State
agency’s sampling procedures, esti-
mation procedures, and the State agen-
cy’s system for data management to
ensure compliance with § 275.11 and
§ 275.12.

(v) FCS validation reviews of the
State agency’s active sample cases will
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be conducted on an ongoing basis as
the State agency reports the findings
for individual cases and supplies the
necessary case records. FCS will begin
the remainder of each State agency’s
validation review as soon as possible
after the State agency has supplied the
necessary information regarding its
sample and review activity.

(2) Underissuance error rate. The vali-
dation review of each State agency’s
underissuance error rate shall occur as
a result of the Federal validation of the
State agency’s payment error rate as
outlined in paragraph (c)(1) of this sec-
tion.

(3) Negative case error rate. The valida-
tion review of each State agency’s neg-
ative case error rate shall consist of
the following actions:

(i) FCS will select a subsample of a
State agency’s completed negative
cases. The Federal review sample for
completed negative cases is determined
as follows:

State annual negative case
sample size Federal annual sample size

800 and over ......................... n=160.
150–799 ................................. n=75 + 0.130 (N–150).
Under 150 .............................. n=75.

(A) In the above formula, n is the
minimum number of Federal review
sample cases which must be selected
when conducting a validation review,
except that FCS may select a lower
number of sample cases if:

(1) The State agency does not report
a change in sampling procedures asso-
ciated with a revision in its required
sample size within 10 days of effecting
the change; and/or

(2) The State agency does not com-
plete the number of case reviews speci-
fied in its approved sampling plan.

(B) The reduction in the number of
Federal cases selected will be equal to
the number of cases that would have
been selected had the Federal sampling
interval been applied to the State
agency’s shortfall in its required sam-
ple size. This number may not be exact
due to random starts and rounding.

(C) In the above formula, N is the
State agency’s minimum negative case
sample size as determined in accord-
ance with § 275.11(b)(2).

(ii) FCS Regional Offices will conduct
case record reviews to the extent nec-

essary to determine whether the house-
hold case record contained sufficient
documentation to justify the State
agency’s QC findings of the correctness
of the State agency’s decision to deny
or terminate a household’s participa-
tion.

(iii) FCS will also review each State
agency’s negative case sampling and
review procedures against the provi-
sions of §§ 275.11 and 275.13.

(iv) FCS will begin each State agen-
cy’s negative sample case validation
review as soon as possible after the
State agency has supplied the nec-
essary information, including case
records and information regarding its
sample and review activity.

(4) Arbitration. (i) Whenever the State
agency disagrees with the FCS regional
office concerning individual QC case
findings and the appropriateness of ac-
tions taken to dispose of an individual
case, the State agency may request
that the dispute be arbitrated on a
case-by-case basis by an FCS Arbitra-
tor, subject to the following limita-
tions.

(A) The State agency may only re-
quest arbitration when the State agen-
cy’s and FCS regional office’s findings
or disposition of an individual QC case
disagree.

(B) The arbitration review shall be
limited to the point(s) within the Fed-
eral findings or disposition that the
State agency disputes. However, if the
arbitrator in the course of the review
discovers a mathematical error in the
computational sheet, the arbitration
shall correct the error while calculat-
ing the allotment.

(ii) The FCS Arbitrator(s) shall be an
individual or individuals who are not
directly involved in the validation ef-
fort.

(iii) With the exception of the re-
strictions contained in paragraph
(c)(4)(iii), for an arbitration request to
be considered, it must be received by
the appropriate FCS regional office
within 20 calendar days of the date of
receipt by the State agency of the re-
gional office case findings. In the event
the last day of this time period falls on
a Saturday, Sunday, or Federal or
State holiday, the period shall run to
the end of the next work day. The
State agency shall be restricted in its
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eligibility to request arbitration of an
individual case if that case was not dis-
posed of and the findings reported in
accordance with the timeframes speci-
fied in § 275.21(b)(2). For each day late
that a case was disposed of and the
findings reported, the State agency
shall have one less day to request arbi-
tration of the case.

(iv) When the State agency requests
arbitration, it shall submit all required
documentation to the appropriate FCS
regional office addressed to the atten-
tion of the FCS Arbitrator. The FCS
regional office QC staff may submit an
explanation of the Federal position re-
garding a case to the FCS Arbitrator.

(A) A complete request is one that
contains all information necessary for
the arbitrator to render an accurate,
timely decision.

(B) If the State agency’s request is
not complete the arbitrator shall make
a decision based solely on the available
documents.

(v) The FCS Arbitrator shall have 20
calendar days from the date of receipt
of a State agency’s request for arbitra-
tion to review the case and make a de-
cision.

(5) Household cooperation. Households
are required to cooperate with Federal
QC reviewers. Refusal to cooperate
shall result in termination of the
household’s eligibility. The Federal re-
viewer shall follow the procedures in
§ 275.12(g)(1)(ii) in order to determine
whether a household is refusing to co-
operate with the Federal QC reviewer.
If the Federal reviewer determines that
the household has refused to cooperate,
as opposed to failed to cooperate, the
household shall be reported to the
State agency for termination of eligi-
bility.

(d) Assessment of Corrective Action. (1)
FCS will conduct will conduct a com-
prehensive annual assessment of a
State agency’s corrective action proc-
ess by compiling all information rel-
ative to that State agency’s corrective
action efforts, including the State
agency’s system for data analysis and
evaluation. The purpose of this assess-
ment and review is to determine if:
identified deficiencies are analyzed in
terms of causes and magnitude and are
properly included in either the State or
Project Area/Management Unit correc-

tive action plan; the State agency is
implementing corrective actions ac-
cording to the appropriate plan; target
completion dates for reduction or
elimination of deficiencies are being
met; and, corrective actions are effec-
tive. In addition, FCS will examine the
State agency’s corrective action mon-
itoring and evaluative efforts. The as-
sessment of corrective action will be
conducted at the State agency, project
area, and local level offices, as nec-
essary.

(2) In addition, FCS will conduct on-
site reviews of selected corrective ac-
tions as frequently as considered nec-
essary to ensure that State agencies
are implementing proposed corrective
actions within the timeframes speci-
fied in the State agency and/or Project
Area/Management Unit corrective ac-
tion plans and to determine the effec-
tiveness of the corrective action. The
on-site reviews will provide State agen-
cies and FCS with a mechanism for
early detection of problems in the cor-
rective action process to minimize
losses to the program, participants, or
potential participants.

[Amdt. 160, 45 FR 15898, Mar. 11, 1980, as
amended by Amdt. 237, 47 FR 57669, Dec. 28,
1982; Amdt. 260, 49 FR 6303, Feb. 17, 1984;
Amdt. 266, 52 FR 3407, Feb. 4, 1987; 53 FR 1604,
Jan. 21, 1988; 54 FR 23951, June 5, 1989; Amdt.
309, 55 FR 1672, Jan. 18, 1990; Amdt. 328, 56 FR
60051, Nov. 27, 1991; Amdt. 366, 62 FR 29658,
June 2, 1997]

EFFECTIVE DATE NOTE: At 62 FR 29658, June
2, 1997, § 275.3(c)(4) was amended by revising
paragraph (c)(4). This section contains infor-
mation collection and recordkeeping require-
ments and will not become effective until ap-
proval has been given by the Office of Man-
agement and Budget.

§ 275.4 Record retention.

(a) The State agency shall maintain
Performance Reporting System records
to permit ready access to, and use of,
these records. Performance Reporting
System records include information
used in data analysis and evalution,
corrective action plans, corrective ac-
tion monitoring records in addition to
ME review records and QC review
records as explained in paragraphs (b)
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and (c) of this section. To be readily ac-
cessible, system records shall be re-
tained and filed in an orderly fashion.
Precautions should be taken to ensure
that these records are retained without
loss or destruction for the 3-year period
required by these regulations. Informa-
tion obtained on individual households
for Performance Reporting System
purposes shall be safeguarded in ac-
cordance with FCS policies on disclo-
sure of information for the Food Stamp
Program.

(b) ME review records consist of thor-
ough documentation of review findings,
sources from which information was
obtained, procedures used to review
Food Stamp Program requirements in-
cluding sampling techniques and lists,
and ME review plans. The State agency
must submit documented evidence of
review findings to the FCS Regional
Office upon request for purposes of
evaluating State corrective action
plans.

(c) QC review records consist of
Forms FCS–380, Worksheet for Inte-
grated AFDC, Food Stamps and Medic-
aid Quality Control Reviews, FCS–380–
1, Integrated Review Schedule, FCS–
245, Negative Quality Control Review
Schedule, and Form FCS–248, Status of
Sample Selection and Completion;
other materials supporting the review
decision; sample lists; sampling
frames; tabulation sheets; and reports
of the results of all quality control re-
views during each review period.

[Amdt. 160, 45 FR 15898, Mar. 11, 1980, as
amended by Amdt. 260, 49 FR 6304, Feb. 17,
1984; Amdt. 262, 49 FR 50597, Dec. 31, 1984]

Subpart B—Management
Evaluation (ME) Reviews

§ 275.5 Scope and purpose.
(a) Objectives. Each State agency

shall ensure that project areas operate
the Food Stamp Program in accord-
ance with the Act, regulations, and
FCS-approved State Plan of Operation.
To ensure compliance with program re-
quirements, ME reviews shall be con-
ducted to measure compliance with the
provisions of FCS regulations. The ob-
jectives of an ME review are to:

(1) Provide a systematic method of
monitoring and assessing program op-
erations in the project areas;

(2) Provide a basis for project areas
to improve and strengthen program op-
erations by identifying and correcting
deficiencies; and

(3) Provide a continuing flow of infor-
mation between the project areas, the
States, and FCS, necessary to develop
the solutions to problems in program
policy and procedures.

(b) Frequency of review. (1) State
agencies shall conduct a review once
every year for large project areas, once
every two years for medium project
areas, and once every three years for
small project areas, unless an alternate
schedule is approved by FCS. The most
current and accurate information on
active monthly caseload available at
the time the review schedule is devel-
oped shall be used to determine project
area size.

(2) A request for an alternate review
schedule shall be submitted for ap-
proval in writing with a proposed
schedule and justification. In any al-
ternate schedule, each project area
must be reviewed at least once every
three years. Approval of an alternate
schedule is dependent upon a State
agency’s justification that the project
areas that will be reviewed less fre-
quently than required in paragraph
(b)(1) of this section are performing
adequately and that previous reviews
indicate few problems or that known
problems have been corrected. FCS re-
tains the authority for approving any
alternate schedule and may approve a
schedule in whole or in part. Until FCS
approval of an alternate schedule is ob-
tained, the State agency shall conduct
reviews in accordance with paragraph
(b)(1) of this section.

(3) FCS may require the State agency
to conduct additional on-site reviews
when a serious problem is detected in a
project area which could result in a
substantial dollar or service loss.

(4) State agencies shall also establish
a system for monitoring those project
areas’ operations which experience a
significant influx of migratory workers
during such migrations. This require-
ment may be satisfied by either sched-
uling ME reviews to coincide with such
migrations or by conducting special re-
views. As part of the review the State
agency shall contact local migrant
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councils, advocate groups, or other or-
ganizations in the project area to en-
sure that migrants are receiving the
required services.

[Amdt. 160, 45 FR 15900, Mar. 11, 1980, as
amended by Amdt. 262, 49 FR 50597, Dec. 31,
1984; Amdt. 266, 52 FR 3408, Feb. 4, 1987]

§ 275.6 Management units.

(a) Establishment of management units.
For the purpose of ME reviews, State
agencies may, subject to FCS approval,
establish ‘‘management units’’ which
are different from project areas des-
ignated by FCS for participation in the
program. For example, State-estab-
lished welfare districts, regions or
other administrative structures within
a State may be so designated. Manage-
ment units can be designated as either
large, medium, or small for purposes of
frequency of review. However, estab-
lishment of management units solely
for the purpose of reducing the fre-
quency of review will not be approved
by FCS.

(b) FCS approval of management units.
State agencies shall submit requests
for establishment of management units
to FCS, which shall have final author-
ity for approval of such units as well as
any changes in those previously ap-
proved by FCS.

(1) The following minimum criteria
must be met prior to requesting FCS
approval:

(i) The proposed management unit
must correspond with existing State-
established welfare districts, regions,
or other administrative structures; and

(ii) The unit must have supervisory
control over Food Stamp Program op-
erations within that geographic area
and have authority for implementation
of corrective action.

(2) In submitting the request for FCS
approval, the State agency shall in-
clude the following information regard-
ing the proposed management unit:

(i) That the proposed management
unit meets the minimum criteria de-
scribed in paragraphs (b)(1) (i) and (ii)
of this section;

(ii) Geographic coverage, including
the names of the counties/project areas
within the unit and the identification
(district or region number) and loca-
tion (city) of the office which has su-

pervisory control over the management
unit;

(iii) Food Stamp Program participa-
tion, including the number of persons
and number of households;

(iv) The number of certification of-
fices;

(v) The number of issuance units;
(vi) The dollar value of allotments

issued as reflected in the most recent
available data; and

(vii) Any other relevant information.

[Amdt. 160, 45 FR 15900, Mar. 11, 1980; 45 FR
23637, Apr. 8, 1980, as amended by Amdt. 266,
52 FR 3408, Feb. 4, 1987]

§ 275.7 Selection of sub-units for re-
view.

(a) Definition of sub-units. Sub-units
are the physical locations of organiza-
tional entities within project areas re-
sponsible for operating various aspects
of the Food Stamp Program, exclusive
of Post Offices which may issue cou-
pons. Sub-units shall be classified
based upon functional responsibility as
one or more of the following.

(1) Certification office. Any sub-unit
which has the responsibility for accept-
ing applications, conducting inter-
views, determining eligibility, main-
taining (or having easy access to)
casefiles, and transmitting information
to the data management unit shall be
designated as a certification office.

(2) Issuance office. Any sub-unit which
has the responsibility for issuing cou-
pons to participating households and
storing coupons shall be designated as
an issuance office.

(3) Data management unit (DMU). Any
sub-unit which has the responsibility
for maintaining the household issuance
record (HIR) masterfile shall be des-
ignated as a DMU.

(4) Bulk storage point. Any sub-unit
which has the responsibility for accept-
ing and storing supplies of coupons
prior to shipment to issuance sites
shall be designated as a bulk storage
point.

(5) Reporting point. Any sub-unit
which has the responsibility for prepa-
ration and submittal of Form FCS–250
for more than one issuance unit shall
be designated as a reporting point, re-
gardless of whether or not the unit ac-
tually issues coupons.
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(b) Reviewing Issuance Offices and
Bulk Storage Points. The issuance office
and bulk storage point review required
by § 274.1(c)(2) of this chapter may be
satisfied through the ME review sys-
tem.

(c) Combined responsibilities. (1) When
a sub-unit has more than one of the
areas of functional responsibility speci-
fied in paragraph (a) of this section, it
shall be included in each applicable
classification and if selected for re-
view, all functions performed shall be
examined. For example, if a sub-unit
has an organizational entity which cer-
tifies households and also has an entity
which regularly issues coupons, the
sub-unit shall be designated as both a
certification and an issuance office.
Thus, in an HIR issuance system, sub-
units designated as issuance offices
would usually also be designated as
DMU’s since the HIR masterfile is usu-
ally maintained at the issuance site in
this system.

(2) Certain sub-units shall not be des-
ignated as having combined respon-
sibilities, even though they may per-
form certain functions related to more
than one of the areas. For example,
coupon issuers must maintain a level
of coupon inventory to ensure that par-
ticipants’ needs are met on a daily
basis but do not supply other issuance
sites with bulk supplies of coupons.
Such a sub-unit would not be classified
as a bulk storage point. Certification
offices may issue coupons in emer-
gency situations or to meet the re-
quirements of expedited service but do
not routinely issue coupons to house-
holds under standard certifications. In
these and similar situations, the sub-
unit would be classified based upon its
primary function exclusively. However,
when any sub-unit is selected, all pro-
gram requirements specified in § 275.8
which the sub-unit has responsibility
for, shall be reviewed.

(d) Itinerant issuance and certification
points. Units which certify households
and/or issue coupons as satellites of a
central sub-unit shall not be classified
as independent sub-units. Units may be
identified as itinerant when they do
not operate on a regular basis, retain
certification records, store coupons,
transmit information directly to the
DMU and/or develop FCS–250 reports

independently. Examples of such units
include mobile units, short term or
seasonal operations, and units which
may operate on a regular basis but do
not meet the criteria for a sub-unit de-
scribed in paragraph (a) of this section.
However, when a sub-unit is selected
for review which acts as a parent unit
for itinerant service points, at least
one itinerant point per sub-unit shall
be reviewed if operational at the time
of the review.

(e) Selection of Sub-units for Review.
State agencies shall select a represent-
ative number of sub-units of each cat-
egory for on-site review in order to de-
termine a project area’s compliance
with program standards.

[Amdt. 160, 45 FR 15900, Mar. 11, 1980; 45 FR
23638, Apr. 8, 1980; 45 FR 46784, July 11, 1980,
as amended by Amdt. 266, 52 FR 3408, Feb. 4,
1987]

§ 275.8 Review coverage.
(a) During each review period, State

agencies shall review the national tar-
get areas of program operation speci-
fied by FCS. FCS will notify State
agencies of the minimum program
areas to be reviewed at least 90 days
before the beginning of each annual re-
view period, which is the Federal fiscal
year. FCS may add additional areas
during the review period if deemed nec-
essary. The FCS headquarters office
will add national target areas during
the review period only for deficiencies
of national scope. State agencies have
60 days in which to establish a plan
schedule for such reviews.

(b) State agencies shall be respon-
sible for reviewing each national target
area or other program requirement
based upon the provisions of the regu-
lations governing the Food Stamp Pro-
gram and the FCS-approved Plan of Op-
eration. If FCS approves a State agen-
cy’s request for a waiver from a pro-
gram requirement, any different policy
approved by FCS would also be re-
viewed. When, in the course of a re-
view, a project area is found to be out
of compliance with a given program re-
quirement, the State agency shall iden-
tify the specifics of the problem includ-
ing: the extent of the deficiency, the
cause of the deficiency, and, as applica-
ble, the specific procedural require-
ments the project area is misapplying.
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[Amdt. 266, 52 FR 3408, Feb. 4, 1987, as amend-
ed by Amdt. 356, 59 FR 29713, June 9, 1994]

§ 275.9 Review process.
(a) Review procedures. State agencies

shall review the program requirements
specified for review in § 275.8 of this
part using procedures that are ade-
quate to identify problems and the
causes of those problems. As each
project area’s operational structure
will differ, State agencies shall review
each program requirement applicable
to the project area in a manner which
will best measure the project area’s
compliance with each program require-
ment.

(b) ME review plan. (1) State agencies
shall develop a review plan prior to
each ME review. This review plan shall
specify whether each project area is
large, medium, or small and shall con-
tain:

(i) Identification of the project area
to be reviewed, program areas to be re-
viewed, the dates the review will be
conducted, and the period of time that
the review will cover;

(ii) Information secured from the
project area regarding its caseload and
organization;

(iii) Identification of the certifi-
cation offices, issuance offices, bulk
storage points, reporting points, and
data management units selected for re-
view and the techniques used to select
them;

(iv) Identification of whether the
State agency is using the ME review to
monitor coupon issuers and bulk stor-
age points as discussed § 274.1(c)(2). At
State agency option it may also indi-
cate whether the State agency is using
the ME review process to perform non-
discrimination reviews; and

(v) A description of the review meth-
od(s) the State agency plans to use for
each program area being reviewed.

(2) ME review plans shall be main-
tained in an orderly fashion and be
made available to FCS upon request.

(c) Review methods. (1) State agenices
shall determine the method of review-
ing the program requirements associ-
ated with each program area. For some
areas of program operation it may be
necessary to use more than one method
of review to determine if the project
area is in compliance with program re-

quirements. The procedures used shall
be adequate to identify any problems
and the causes of those problems.

(2) State agencies shall ensure that
the method used to review a program
requirement does not bias the review
findings. Bias can be introduced
through leading questions, incomplete
reviews, incorrect sampling tech-
niques, etc.

(d) Review worksheet. (1) State agen-
cies shall use a review worksheet to
record all review findings. For each
sub-unit reviewed the State agency
shall, on the worksheet, identify:

(i) The sub-unit being reviewed;
(ii) Each program requirement re-

viewed in the sub-unit;
(iii) The method used to review each

program requirement;
(iv) A description of any deficiency

detected;
(v) The cause(s) of any deficiency de-

tected, if known;
(vi) The number of casefiles and/or

program records selected and examined
within the sub-unit, identification of
those selected (record case number,
household name, etc.), the proportion
which were not subject to review, as
well as the method used to select the
sample;

(vii) Where applicable, the numerical
extent of any deficiency detected
through examination of program rec-
ords; and

(viii) Any pertinent comments con-
cerning the sub-unit’s operation.

(2) State agencies shall promptly for-
ward review findings to the appropriate
State office for analysis, evaluation,
and corrective action planning. Review
worksheets shall be retained in an or-
derly fashion and made available to
FCS upon request.

[Amdt. 160, 45 FR 15900, Mar. 11, 1980; 45 FR
25375, Apr. 15, 1980, as amended by Amdt. 266,
52 FR 3409, Feb. 4, 1987; Amdt. 356, 59 FR
29713, June 9, 1994]

Subpart C—Quality Control (QC)
Reviews

§ 275.10 Scope and purpose.
(a) As part of the Performance Re-

porting System, each State agency is
responsible for conducting quality con-
trol reviews. For food stamp quality
control reviews, a sample of households
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shall be selected from two different
categories: Households which are par-
ticipating in the Food Stamp Program
(called active cases) and households for
which participation was denied or ter-
minated (called negative cases). Re-
views shall be conducted on active
cases to determine if households are el-
igible and receiving the correct allot-
ment of food stamps. The determina-
tion of whether the household received
the correct allotment will be made by
comparing the eligibility data gathered
during the review against the amount
authorized on the master issuance file.
Reviews of negative cases shall be con-
ducted to determine whether the State
agency’s decision to deny or terminate
the household, as of the review date,
was correct. Quality control reviews
measure the validity of food stamp
cases at a given time (the review date)
by reviewing against the Food Stamp
Program standards established in the
Food Stamp Act and the Regulations,
taking into account any FCS author-
ized waivers to deviate from specific
regulatory provisions. FCS and the
State agency shall analyze findings of
the reviews to determine the incidence
and dollar amounts of errors, which
will determine the State agency’s li-
ability for payment errors and eligi-
bility for enhanced funding in accord-
ance with the Food Stamp Act of 1977,
as amended, and to plan corrective ac-
tion to reduce excessive levels of errors
for any State agency that is not enti-
tled to enhanced funding.

(b) The objectives of quality control
reviews are to provide:

(1) A systematic method of measur-
ing the validity of the food stamp case-
load;

(2) A basis for determining error
rates;

(3) A timely continuous flow of infor-
mation on which to base corrective ac-
tion at all levels of administration; and

(4) A basis for establishing State
agency liability for errors that exceed
the National standard and State agen-
cy eligibility for enhanced funding.

(c) The review process is the activity
necessary to complete reviews and doc-
ument findings of all cases selected in
the sample for quality control reviews.
The review process shall consist of: (1)
Case assignment and completion mon-

itoring; (2) case reviews; (3) supervisory
review of completed worksheets and
schedules; and (4) transmission of com-
pleted worksheets and schedules to the
State agency for centralized data com-
pilation and analysis.

[Amdt. 149, 44 FR 45893, Aug. 3, 1979, as
amended by Amdt. 260, 49 FR 6304, Feb. 17,
1984; 54 FR 7016, Feb. 15, 1989; Amdt. 328, 56
FR 60051, Nov. 27, 1991]

§ 275.11 Sampling.
(a) Sampling plan. Each State agency

shall develop a quality control sam-
pling plan which demonstrates the in-
tegrity of its sampling procedures.

(1) Content. The sampling plan shall
include a complete description of the
frame, the method of sample selection,
and methods for estimating character-
istics of the population and their sam-
pling errors. The description of the
sample frames shall include: source,
availability, accuracy, completeness,
components, location, form, frequency
of updates, deletion of cases not sub-
ject to review, and structure. The de-
scription of the methods of sample se-
lection shall include procedures for: es-
timating caseload size, overpull, com-
putation of sampling intervals and ran-
dom starts (if any), stratification or
clustering (if any), identifying sample
cases, correcting over-or undersam-
pling, and monitoring sample selection
and assignment. A time schedule for
each step in the sampling procedures
shall be included. If appropriate, the
sampling plan shall include a descrip-
tion of its relationship, to other Feder-
ally-mandated quality control samples
(e.g., Aid to Families with Dependent
Children or Medicaid).

(2) Criteria. Sampling plans proposing
non-proportional integrated sampling,
or other alternative designs shall docu-
ment compliance with the approval cri-
teria in paragraph (b)(4) of this section.
All sampling plans shall:

(i) Conform to principles of prob-
ability sampling;

(ii) Specify and explain the basis for
the sample sizes chosen by the State
agency;

(iii) Specify and explain the basis for
the approximate number of sample
cases to be selected each month if
other than one-twelfth of the active
and negative sample sizes; and
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(iv) If the State agency has chosen an
active sample size as specified in para-
graph (b)(1)(iii) of this section, include
a statement that, whether or not the
sample size is increased to reflect an
increase in participation as discussed
in paragraph (b)(3) of this section, the
State agency will not use the size of
the sample chosen as a basis for chal-
lenging the resulting error rates.

(3) Design. FCS generally rec-
ommends a systematic sample design
for both active and negative samples
because of its relative ease to admin-
ister, its validity, and because it yields
a sample proportional to variations in
the caseload over the course of the an-
nual review period. (To obtain a sys-
tematic sample, a State agency would
select every kth case after a random
start between 1 and k. The value of k is
dependent upon the estimated size of
the universe and the sample size.) A
State agency may, however, develop an
alternative sampling design better
suited for its particular situation.

(4) FCS review and approval. The
State agency shall submit its sampling
plan to FCS for approval as a part of
its State Plan of Operation in accord-
ance with § 272.2(e)(4). In addition, all
sampling procedures used by the State
agency, including frame composition,
construction, and content shall be fully
documented and available for review
by FCS.

(b) Sample size. There are two samples
for the food stamp quality control re-
view process, an active case sample and
a negative case sample. The size of
both these samples is based on the
State agency’s average monthly case-
load during the annual review period.
Costs associated with a State agency’s
sample sizes are reimbursable as speci-
fied in § 277.4.

(1) Active cases. (i) All active cases
shall be selected in accordance with
standard procedures, and the review
findings shall be included in the cal-
culation of the State agency’s payment
error and underissuance error rates.

(ii) Unless a State agency chooses to
select and review a number of active
cases determined by the formulas pro-
vided in paragraph (b)(1)(iii) of this sec-
tion and has included in its sampling
plan the reliability certification re-
quired by paragraph (a)(2)(viii) of this

section, the minimum number of active
cases to be selected and reviewed by a
State agency during each annual re-
view period shall be determined as fol-
lows:

Average monthly active
households Required annual sample size

60,000 and over ..................... n=2400.
10,000 to 59,999 .................... n=300+0.042(N–10,000).
Under 10,000 ......................... n=300.

(iii) A State agency which includes in
its sampling plan the statement re-
quired by paragraph (a)(2)(viii) of this
section may determine the minimum
number of active cases to be selected
and reviewed during each annual re-
view period as follows:

Average monthly active
households Required annual sample size

60,000 and over ..................... n=1200.
10,000 to 59,999 .................... n=300+0.018 (N–10,000).
Under 10,000 ......................... n=300.

(iv) In the formulas in paragraphs
(b)(1)(ii) and (iii) of this section n is the
required active case sample size. This
is the minimum number of active cases
subject to review which must be se-
lected each review period. Also in the
formulas, N is the anticipated average
monthly participating caseload subject
to quality control review (i.e., house-
holds which are included in the active
universe defined in paragraph (e)(1) of
this section) during the annual review
period.

(2) Negative cases. The minimum num-
ber of negative cases to be selected and
reviewed during each annual review pe-
riod shall be determined as follows:

Average monthly negative
households Required annual sample size

5,000 and over ....................... n=800.
500 to 4,999 ........................... n=150+0.144 (N–500).
Under 500 .............................. n=150.

(i) In the above formula, n is the re-
quired negative sample size. This is the
minimum number of negative cases
subject to review which must be se-
lected each review period.

(ii) In the above formula, N is the an-
ticipated average monthly number of
negative cases which are subject to
quality control review (i.e., households
which are part of the negative universe
defined in paragraph (e)(2) of this sec-
tion) during the annual review period.
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(3) Unanticipated changes. Since the
average monthly caseloads (both active
and negative) must be estimated at the
beginning of each annual review period,
unanticipated changes can result in the
need for adjustments to the sample
size. Recognizing the difficulty of fore-
casting caseloads, State agencies will
not be penalized if the actual caseload
during a review period is less than 20
percent larger than the estimated case-
load used to determine sample size. If
the actual caseload is more than 20 per-
cent larger than the estimated case-
load, the larger sample size appropriate
for the actual caseload will be used in
computing the sample completion rate.

(4) Alternative designs. The active and
negative sample size determinations
assume that State agencies will use a
systematic or simple random sample
design. State agencies able to obtain
results of equivalent reliability with
smaller samples and appropriate design
may use an alternative design with
FCS approval. To receive FCS ap-
proval, proposals for any type of alter-
native design must:

(i) Demonstrate that the alternative
design provides payment error rate es-
timates with equal-or-better predicted
precision than would be obtained had
the State agency reviewed simple ran-
dom samples of the sizes specified in
paragraphs (b)(1) and (b)(2) of this sec-
tion.

(ii) Describe all weighting, and esti-
mation procedures if the sample design
is non-self-weighted, or uses a sampling
technique other than systematic sam-
pling.

(iii) Demonstrate that self-weighting
is actually achieved in sample designs
claimed to be self-weighting.

(c) Sample selection. The selection of
cases for quality control review shall
be made separately for active and neg-
ative cases each month during the an-
nual review period. Each month each
State agency shall select for review ap-
proximately one-twelfth of its required
sample, unless FCS has approved other
numbers of cases specified in the sam-
pling plan.

(1) Substitutions. Once a household
has been identified for inclusion in the
sample by a predesigned sampling pro-
cedure, substitutions are not accept-
able. An active case must be reviewed

each time it is selected for the sample.
If a household is selected more than
once for the negative sample as the re-
sult of separate and distinct instances
of denial or termination, it shall be re-
viewed each time.

(2) Corrections. Excessive undersam-
pling must be corrected during the an-
nual review period. Excessive oversam-
pling may be corrected at the State
agency’s option. Cases which are
dropped to compensate for oversam-
pling shall be reported as not subject
to review. Because corrections must
not bias the sample results, cases
which are dropped to compensate for
oversampling must comprise a random
subsample of all cases selected (includ-
ing those completed, not completed,
and not subject to review). Cases which
are added to the sample to compensate
for undersampling must be randomly
selected from the entire frame in ac-
cordance with the procedures specified
in paragraphs (b), (c)(1), and (e) of this
section. All sample adjustments must
be fully documented and available for
review by FCS.

(d) Required sample size. A State agen-
cy’s required sample size is the larger
of either the number of cases selected
which are subject to review or the
number of cases chosen for selection
and review according to paragraph (b)
of this section.

(e) Sample frame. The State agency
shall select cases for quality control
review from a sample frame. The
choice of a sampling frame shall de-
pend upon the criteria of timeliness,
completeness, accuracy, and adminis-
trative burden. Complete coverage of
the sample universes, as defined in
paragraph (f) of this section, must be
assured so that every household sub-
ject to quality control review has an
equal or known chance of being se-
lected in the sample. Since the food
stamp quality control review process
requires an active and negative sample,
two corresponding sample frames are
also required.

(1) Active cases. The frame for active
cases shall list all households which
were: (i) Certified prior to, or during,
the sample month; and (ii) issued bene-
fits for the sample month, except for
those households excluded from the
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universe in paragraph (f)(1) of this sec-
tion. State agencies may elect to use
either a list of certified eligible house-
holds or a list of households issued an
allotment. If the State agency uses a
list of certified eligible households,
those households which are issued ben-
efits for the sample month after the
frame has been compiled shall be in-
cluded in a supplemental list. If the
State agency uses an issuance list, the
State agency shall ensure that the list
includes those households which do not
actually receive an allotment because
the entire amount is recovered for re-
payment of an overissuance in accord-
ance with the allotment reduction pro-
cedures in § 273.18.

(2) Negative cases. The frame for nega-
tive cases shall list all households
whose application for food stamps was
denied or whose certification was ter-
minated effective for the sample month
except those excluded from the uni-
verse in paragraph (f)(2) of this section.

(3) Unwanted cases. A frame may in-
clude cases for which information is
not desired (e.g., households which
have been certified but did not actually
participate during the sample month).
When such cases cannot be eliminated
from the frame beforehand and are se-
lected for the sample, they must be ac-
counted for and reported as being not
subject to review in accordance with
the provisions in §§ 275.12(g) and
275.13(e).

(f) Sample universe. The State agency
shall ensure that its active and nega-
tive case frames accurately reflect
their sample universes. There are two
sample universes for the food stamp
quality control review process, an ac-
tive case universe and a negative case
universe. The exceptions noted below
for both universes are households not
usually amenable to quality control re-
view.

(1) Active cases. The universe for ac-
tive cases shall include all households
certified prior to, or during, the sample
month and receiving food stamps for
the sample month, except for the fol-
lowing:

(i) A household in which all the mem-
bers had died or had moved out of the
State before the review could be under-
taken or completed;

(ii) A household receiving food
stamps under a disaster certification
authorized by FCS;

(iii) A household which is under in-
vestigation for intentional Program
violation, including a household with a
pending administrative disqualifica-
tion hearing;

(iv) A household appealing an adverse
action when the review date falls with-
in the time period covered by contin-
ued participation pending the hearing;
or

(v) A household receiving restored
benefits in accordance with § 273.17 but
not participating based upon an ap-
proved application. Other households
excluded from the active case universe
during the review process are identified
in § 275.12(g).

(2) Negative cases. The universe for
negative cases shall include all house-
holds whose application for food
stamps was denied or whose certifi-
cation was terminated effective for the
sample month except the following:

(i) A household which had its case
closed due to expiration of the certifi-
cation period;

(ii) A household denied food stamps
under a disaster certification author-
ized by FCS;

(iii) A household which withdrew an
application prior to the agency’s deter-
mination;

(iv) A household which is under in-
vestigation for intentional Program
violation. Other households excluded
from the negative case universe during
the review process are identified in
§ 275.13(e). The negative case universe
shall not include negative actions
taken against the household which do
not result in the household actually
being denied or terminated.

(g) Demonstration projects/SSA process-
ing. Households correctly classified for
participation under the rules of an
FCS-authorized demonstration project
which FCS determines to significantly
modify the rules for determining
households’ eligibility or allotment
level, and households participating
based upon an application processed by
Social Security Administration person-
nel shall be included in the selection
and review process. They shall be in-
cluded in the universe for calculating
sample sizes and included in the sample
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frames for sample selection as specified
in paragraphs (b) through (e) of this
section. In addition, they shall be in-
cluded in the quality control review re-
ports as specified in § 275.21(e) and in-
cluded in the calculation of a State
agency’s completion rate as specified
in § 275.25(e)(8). However, all results of
reviews of active and negative dem-
onstration project/SSA processed cases
shall be excluded from the determina-
tion of State agencies’ active and nega-
tive case error rates, payment error
rates, and underissuance error rates as
described in § 275.23(c). The review of
these cases shall be conducted in ac-
cordance with the provisions specified
in §§ 275.12(h) and 275.13(f).

[Amdt. 260, 49 FR 6304, Feb. 17, 1984; 49 FR
14495, Apr. 12, 1984, as amended by Amdt. 262,
49 FR 50598, Dec. 31, 1984; Amdt. 266, 52 FR
3409, Feb. 4, 1987; Amdt. 328, 56 FR 60051, Nov.
27, 1991; Amdt. 366, 62 FR 29658, June 2, 1997]

§ 275.12 Review of active cases.
(a) General. A sample of households

which were certified prior to, or dur-
ing, the sample month and issued food
stamp benefits for the sample month
shall be selected for quality control re-
view. These active cases shall be re-
viewed to determine if the household is
eligible and, if eligible, whether the
household is receiving the correct al-
lotment. The determination of a house-
hold’s eligibility shall be based on an
examination and verification of all ele-
ments of eligibility (i.e., basic program
requirements, resources, income, and
deductions). The elements of eligibility
are specified in §§ 273.1 and 273.3
through 273.9. The verified cir-
cumstances and the resulting benefit
level determined by the quality control
review shall be compared to the bene-
fits authorized by the State agency as
of the review date. When changes in
household circumstances occur, the re-
viewer shall determine whether the
changes were reported by the partici-
pant and handled by the agency in ac-
cordance with the rules set forth in
§§ 273.12, 273.13 and 273.21, as appro-
priate. For active cases, the review
date shall always fall within the sam-
ple month, either the first day of a cal-
endar or fiscal month or the day of cer-
tification, whichever is later. The re-
view of active cases shall include: a

household case record review; a field
investigation, except as provided in
paragraph (b) of this section; the iden-
tification of any variances; an error
analysis; and the reporting of review
findings.

(b) Household case record review. The
reviewer shall examine the household
case record to identify the specific
facts relating to the household’s eligi-
bility and basis of issuance. If the re-
viewer is unable to locate the house-
hold case record, the reviewer shall
identify as many of the pertinent facts
as possible from the household issuance
record. The case record review shall in-
clude all information applicable to the
case as of the review month, including
the application and worksheet in effect
as of the review date. Documentation
contained in the case record can be
used as verification if it is not subject
to change and applies to the sample
month. If during the case record review
the reviewer can determine and verify
the household’s ineligibility the review
can be terminated at that point, pro-
vided that if the determination is based
on information not obtained from the
household then the correctness of that
information must be confirmed as pro-
vided in paragraph (c)(2) of this sec-
tion. The reviewer shall utilize infor-
mation obtained through the case
record review to complete column (2) of
the Integrated Worksheet, Form FCS–
380, and to tentatively plan the content
of the field investigation.

(c) Field investigation. A full field in-
vestigation shall be conducted for all
active cases selected in the sample
month except as provided in paragraph
(b) of this section. A full field inves-
tigation shall include a review of any
information pertinent to a particular
case which is available through the
State Income and Eligibility Verifica-
tion System (IEVS) as specified in
§ 272.8. If during the field investigation
the reviewer determines and verifies
the household’s ineligibility, the re-
view can be terminated at that point,
provided that if the determination is
based on information not obtained
from the household then the correct-
ness of that information must be con-
firmed as provided in paragraph (c)(2)
of this section. In Alaska an exception
to this requirement can be made in
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those isolated areas not reachable by
regularly scheduled commercial air
service, automobile, or other public
transportation provided one fully docu-
mented attempt to contact the house-
hold has been made. Such cases may be
completed through casefile review and
collateral contact. The field investiga-
tion will include interviews with the
head of household, spouse, or author-
ized representative; contact with col-
lateral sources of information; and any
other materials and activity pertinent
to the review of the case. The scope of
the review shall not extend beyond the
examination of household cir-
cumstances which directly relate to
the determination of household eligi-
bility and basis of issuance status. The
reviewer shall utilize information ob-
tained through the field investigation
to complete column (3) of the Inte-
grated Worksheet, Form FCS–380.

(1) Personal interviews. Personal inter-
views shall be conducted in a manner
that respects the rights, privacy, and
dignity of the participants. Prior to
making a home visit, the reviewer
shall notify the household that it has
been selected, as part of an ongoing re-
view process, for review by quality con-
trol and that a home visit will be made
in the future. The method of notifying
the household and the specificity of the
notification shall be determined by the
State agency, in accordance with appli-
cable State and Federal laws. Most
interviews will be held in the home;
however, interviews can be held else-
where when circumstances warrant.
Under no circumstances shall the
interview with the household be con-
ducted by phone, except in Alaska
when an exception to the field inves-
tigation is made in accordance with
this section. During the interview with
the participant, the reviewer shall:

(i) Explore with the head of the
household, spouse, authorized rep-
resentative, or any other responsible
household member, household cir-
cumstances as they affect each factor
of eligibility and basis of issuance;

(ii) Establish the composition of the
household;

(iii) Review the documentary evi-
dence in the household’s possession and
secure information about collateral
sources of verification; and

(iv) Elicit from the participant
names of collateral contacts. The re-
viewer shall use, but not be limited to,
these designated collateral contacts. If
required by the State, the reviewer
shall obtain consent from the head of
the household to secure collateral in-
formation. If the participant refuses to
sign the release of information form,
the reviewer shall explain fully the
consequences of this refusal to cooper-
ate (as contained in paragraph (g)(1)(ii)
of this section), and continue the re-
view to the fullest extent possible.

(2) Collateral contacts. The reviewer
shall obtain verification from collat-
eral contacts in all instances when ade-
quate documentation was not available
from the participant. This second party
verification shall cover each element of
eligibility as it affects the household’s
eligibility and coupon allotment. The
reviewer shall make every effort to use
the most reliable second party verifica-
tion available (for example, banks,
payroll listings, etc.), in accordance
with FCS guidelines, and shall thor-
oughly document all verification ob-
tained. If any information obtained by
the QC reviewer differs from that given
by the participant, then the reviewer
shall resolve the differences to deter-
mine which information is correct be-
fore an error determination is made.
The manner in which the conflicting
information is resolved shall include
recontacting the participant unless the
participant cannot be reached. When
resolving conflicting information re-
viewers shall use their best judgement
based on the most reliable data avail-
able and shall document how the dif-
ferences were resolved.

(d) Variance identification. The re-
viewer shall identify any element of a
basic program requirement or the basis
of issuance which varies (i.e., informa-
tion from review findings which indi-
cates that policy was applied incor-
rectly and/or information verified as of
the review date that differs from that
used at the most recent certification
action). For each element that varies,
the reviewer shall determine whether
the variance was State agency or par-
ticipant caused. The results of these
determinations shall be coded and re-
corded in column (5) of the Integrated
Worksheet, Form FCS–380.
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(1) Variances included in error analysis.
Except for those variances in an ele-
ment resulting from one of the situa-
tions described in paragraph (d)(2) of
this section, any variance involving an
element of eligibility or basis of
issuance shall be included in the error
analysis. Such variances shall include
but not be limited to those resulting
from a State agency’s failure to take
the disqualification action related to
SSN’s specified in § 273.6(c), and related
to work requirements, specified in
§ 273.7(g).

(2) Variances excluded from error anal-
ysis. The following variances shall be
excluded from the determination of a
household’s eligibility and basis of
issuance for the sample month:

(i) Any variance resulting from the
nonverified portion of a household’s
gross nonexempt income where there is
conclusive documentation (a listing of
what attempts were made to verify and
why they were unsuccessful) that such
income could not be verified at the
time of certification because the
source of income would not cooperate
in providing verification and no other
sources of verification were available.
If there is no conclusive documentation
as explained above, then the reviewer
shall not exclude any resulting vari-
ance from the error determination.
This follows certification policy out-
lined in § 273.2(f)(1)(i).

(ii) Any variance in cases certified
under expedited certification proce-
dures resulting from postponed ver-
ification of an element of eligibility as
allowed under § 273.2(i)(4)(i). Verifica-
tion of gross income, deductions, re-
sources, household composition, alien
status, or tax dependency may be post-
poned for cases eligible for expedited
certification. However, if a case cer-
tified under expedited procedures con-
tains a variance as a result of a resi-
dency deficiency, a mistake in the
basis of issuance computation, a mis-
take in participant identification, or
incorrect expedited income accounting,
the variance shall be included in the
error determination. This exclusion
shall only apply to those cases which
are selected for QC review in the first
month of participation under expedited
certification.

(iii) Any variance subsequent to cer-
tification in an element of eligibility
or basis of issuance which was not re-
ported and was not required to have
been reported as of the review date.
The elements participants are required
to report and the time requirements
for reporting are specified in §§ 273.12(a)
and 273.21(h) and (i), as appropriate. If,
however, a change in any element is re-
ported, and the State agency fails to
act in accordance with §§ 273.12(c) and
273.21(j), as appropriate, any resulting
variance shall be included in the error
determination.

(iv) Any variance in deductible ex-
penses which was not provided for in
determining a household’s benefit level
in accordance with § 273.2(f)(3)(i)(B).
This provision allows households to
have their benefit level determined
without providing for a claimed ex-
pense when the expense is questionable
and obtaining verification may delay
certification. If such a household sub-
sequently provides the needed verifica-
tion for the claimed expense and the
State agency does not redetermine the
household’s benefits in accordance with
§ 273.12(c), any resulting variance shall
be included in the error determination.

(v) Any variance resulting from use
by the State agency of information
concerning households or individuals
from an appropriate Federal source,
provided that such information is cor-
rectly processed by the State agency.
An appropriate Federal source is one
which verifies: Income that it provides
directly to the household; deductible
expenses for which it directly bills the
household; or other household cir-
cumstances which it is responsible for
defining or establishing. To meet the
provisions for correct processing, the
eligibility worker must have appro-
priately acted on timely information.
In order to be timely, information
must be the most current that was
available to the State agency at the
time of the eligibility worker’s action.

(vi) Two variances relating to the Im-
migration and Naturalization Service’s
(INS) Systematic Alien Verification for
Entitlements (SAVE) Program.

(A) A variance based on a verification
of alien documentation by INS. The re-
viewer shall exclude such variance only
if the State agency properly used
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SAVE and the State agency provides
the reviewer with:

(1) The alien’s name;
(2) The alien’s status; and
(3) Either the Alien Status Verifica-

tion Index (ASVI) Query Verification
Number or the INS Form G–845, as an-
notated by INS.

(B) A variance based on the State
agency’s wait for the response of INS
to the State agency’s request for offi-
cial verification of the alien’s docu-
mentation. The reviewer shall exclude
such variance only if the State agency
properly used SAVE and the State
agency provides the reviewer with ei-
ther:

(1) The date of request, if the State
agency was waiting for an automated
response; or

(2) A copy of the completed Form G–
845, if the State agency was waiting for
secondary verification from INS.

(vii) Subject to the limitations pro-
vided in paragraphs (d)(2)(vii)(A)
through (d)(2)(vii)(F) of this section
any variance resulting from applica-
tion of a new Program regulation or
implementing memorandum (if one is
sent to advise State agencies of a
change in Federal law, in lieu of regu-
lations during the first 120 days from
the required implementation date.

(A) When a regulation allows a State
agency an option to implement prior to
the required implementation date, the
date on which the State agency choos-
es to implement may, at the option of
the State, be considered to be the re-
quired implementation date for pur-
poses of this provision. The exclusion
period would be adjusted to begin with
this date and end on the 120th day that
follows. States choosing to implement
prior to the required implementation
date must notify the appropriate FCS
Regional Office, in writing, prior to im-
plementation that they wish the 120
day variance exclusion to commence
with actual implementation. Absent
such notification, the exclusionary pe-
riod will commence with the required
implementation date.

(B) A State agency shall not exclude
variances which occur prior to the
States implementation.

(C) A State agency which did not im-
plement until after the exclusion pe-

riod shall not exclude variances under
this provision.

(D) Regardless of when the State
agency actually implemented the regu-
lation, the variance exclusion period
shall end on the 120th day following the
required implementation date, includ-
ing the required implementation date
defined in paragraph (d)(2)(vii)(A) of
this section.

(E) For purposes of this provision,
implementation occurs on the effective
date of State agency’s written state-
wide notification to its eligibility
workers.

(F) This variance exclusion applies to
changes occasioned by final regula-
tions or interim regulations. In the
case of a final regulation issued follow-
ing an interim regulation, the exclu-
sion applies only to significant changes
made to the earlier interim regulation.
A significant change is one which the
final regulation requires the State
agency to implement on or after publi-
cation of a final rule.

(viii) Any variance resulting from in-
correct written policy that a State
agency acts on that is provided by a
Departmental employee authorized to
issue Food Stamp Program policy and
that the State agency correctly ap-
plies. For purposes of this provision,
written Federal policy is that which is
issued in regulations, notices, hand-
books, category three and four Policy
Memoranda under the Policy Interpre-
tation Response System, and regional
policy memoranda issued pursuant to
these. Written Federal policy is also a
letter from the Food and Consumer
Service to a State agency which con-
tains comments on the State agency’s
food stamp manual or instructions.

(ix) Any variance in a child support
deduction which was the result of an
unreported change subsequent to the
most recent certification action shall
be excluded from the error determina-
tion.

(3) Other findings. Findings other
than variances made during the review
which are pertinent to the food stamp
household or the case record may be
acted on at the discretion of the State
agency. Examples of such findings are:
an incorrect age of a household mem-
ber which is unrelated to an element of
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eligibility; an overdue subsequent cer-
tification; no current application on
file; insufficient documentation; incor-
rect application of the verification re-
quirements specified in part 273; and
deficiencies in work registration proce-
dural requirements. Such deficiencies
include: inadequate documentation of
each household member’s exempt sta-
tus; work registration form for each
nonexempt household member not
completed at the time of application
and every six months thereafter; and
the household not advised of its respon-
sibility to report any changes in the
exempt status of any household mem-
ber.

(e) Error analysis. The reviewer shall
analyze all appropriate variances in
completed cases, in accordance with
paragraph (d) of this section, which are
based upon verified information and
determine whether such cases are ei-
ther eligible, eligible with a basis of
issuance error, or ineligible. The re-
view of an active case determined ineli-
gible shall be considered completed at
the point of the ineligibility deter-
mination. For households determined
eligible, the review shall be completed
to the point where the correctness of
the basis of issuance is determined, ex-
cept in the situations outlined in para-
graph (g) of this section. In the event
that a review is conducted of a house-
hold which is receiving restored or ret-
roactive benefits for the sample month,
the portion of the allotment which is
the restored or retroactive benefit
shall be excluded from the determina-
tion of the household’s eligibility and/
or basis of issuance. A food stamp case
in which a household member(s) re-
ceives public assistance shall be re-
viewed in the same manner as all other
food stamp cases, using income as re-
ceived. The determination of a house-
hold’s eligibility and the correctness of
the basis of issuance shall be deter-
mined based on data entered on the
computation sheet as well as other in-
formation documented on other por-
tions of the Integrated Worksheet,
Form FCS–380, as appropriate.

(f) Reporting of review findings. All in-
formation verified to be incorrect dur-
ing the review of an active case shall
be reported to the State agency for ap-
propriate action on an individual case

basis. This includes information on all
variances in elements of eligibility and
basis of issuance in both error and
nonerror cases. In addition, the re-
viewer shall report the review findings
on the Integrated Review Schedule,
Form FCS–380–1, in accordance with
the following procedures:

(1) Eligibility errors. If the reviewer de-
termines that a case is ineligible, the
occurrence and the total allotment
issued in the sample month shall be
coded and reported. Whenever a case
contains a variance in an element
which results in an ineligibility deter-
mination and there are also variances
in elements which would cause a basis
of issuance error, the case shall be
treated as an eligibility error. The re-
viewer shall also code and report any
variances that directly contributed to
the error determination. In addition, if
the State agency has chosen to report
information on all variances in ele-
ments of eligibility and basis of
issuance, the reviewer shall code and
report any other such variances which
were discovered and verified during the
course of the review.

(2) Basis of issuance errors. If the re-
viewer determines that food stamp al-
lotments were either overissued or
underissued to eligible households in
the sample month, in an amount ex-
ceeding $5.00, the occurrence and the
amount of the error shall be coded and
reported. The reviewer shall also code
and report any variances that directly
contributed to the error determination.
In addition, if the State agency has
chosen to report information on all
variances in elements of eligibility and
basis of issuance, the reviewer shall
code and report any other such
variances which were discovered and
verified during the course of the re-
view.

(3) Automated Federal Information Ex-
change System Errors. Variances result-
ing from the use by the State agency of
information received from automated
Federal information exchange systems,
which are excluded in accordance with
§ 275.12(d)(2)(v), shall be coded and re-
ported as variances. They shall not,
however, be used in determining a
State’s error rates.

(g) Disposition of case reviews. Each
case selected in the sample of active
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cases must be accounted for by
classifying it as completed, not com-
pleted, or not subject to review. These
case dispositions shall be coded and re-
corded on the Integrated Review
Schedule, Form FCS–380–1.

(1) Cases reported as not complete. Ac-
tive cases shall be reported as not com-
pleted if the household case record can-
not be located and the household itself
is not subsequently located; if the
household case record is located but
the household cannot be located unless
the reviewer attempts to locate the
household as specified in this para-
graph; or if the household refuses to co-
operate, as discussed in this paragraph.
All cases reported as not complete
shall be reported to the State agency
for appropriate action on an individual
case basis. Without FCS approval, no
active case shall be reported as not
completed solely because the State
agency was unable to process the case
review in time for it to be reported in
accordance with the timeframes speci-
fied in § 275.21(b)(2).

(i) If the reviewer is unable to locate
the participant either at the address
indicated in the case record or in the
issuance record and the State agency is
not otherwise aware of the partici-
pant’s current address, the reviewer
shall attempt to locate the household
by contacting at least two sources
which the State agency determines are
most likely to be able to inform the re-
viewer of the household’s current ad-
dress. Such sources include but are not
limited to:

(A) The local office of the U.S. Postal
Service;

(B) The State Motor Vehicle Depart-
ment;

(C) The owner or property manager of
the residence at the address in the case
record; and

(D) Any other appropriate sources
based on information contained in the
case record, such as public utility com-
panies, telephone company, employers,
or relatives. Once the reviewer has at-
tempted to locate the household and
has documented the response of each
source contacted, if the household still
cannot be located and the State agency
has documented evidence that the
household did actually exist, the State
agency shall report the active case as

not subject to review. In these situa-
tions documented evidence shall be
considered adequate if it either docu-
ments two different elements of eligi-
bility or basis of issuance, such as a
copy of a birth certificate for age and
pay status for income; or documents
the statement of a collateral contact
indicating that the household did exist.
FCS Regional Offices will monitor the
results of the contacts which State
agencies make in attempting to locate
households.

(ii) If a household refuses to cooper-
ate with the quality control reviewer
and the State agency has taken other
administrative steps to obtain that co-
operation without obtaining it, the
household shall be notified of the
penalities for refusing to cooperate
with respect to termination and re-
application, and of the possibility that
its case will be referred for investiga-
tion for willful misrepresentation. If a
household refuses to cooperate after
such notice, the reviewer may attempt
to complete the case and shall report
the household’s refusal to the State
agency for termination of its participa-
tion without regard for the outcome of
that attempt. For a determination of
refusal to be made, the household must
be able to cooperate, but clearly dem-
onstrate that it will not take actions
that it can take and that are required
to complete the quality control review
process. In certain circumstances, the
household may demonstrate that it is
unwilling to cooperate by not taking
actions after having been given every
reasonable opportunity to do so, even
though the household or its members
do not state that the household refuses
to cooperate. Instances where the
household’s unwillingness to cooperate
in completing a quality control review
has the effect of a refusal to cooperate
shall include the following:

(A) The household does not respond
to a letter from the reviewer sent Cer-
tified Mail-Return Receipt Requested
within 30 days of the date of receipt;

(B) The household does not attend an
agreed upon interview with the re-
viewer and then does not contact the
reviewer within 10 days of the date of
the scheduled interview to reschedule
the interview; or
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(C) The household does not return a
signed release of information state-
ment to the reviewer within 10 days of
either agreeing to do so or receiving a
request from the reviewer sent Cer-
tified Mail-Return Receipt Requested.
However, in these and other situations,
if there is any question as to whether
the household has merely failed to co-
operate, as opposed to refused to co-
operate, the household shall not be re-
ported to the State agency for termi-
nation.

(2) Cases not subject to review. Cases
which are not subject to review, if they
have not been eliminated in the sam-
pling process, shall be eliminated dur-
ing the review process. These cases
shall be as follows:

(i) Death of all members of a house-
hold if they died before the review
could be undertaken or completed;

(ii) The household moved out of State
before the review could be undertaken
or completed;

(iii) The household, at the time of the
review, is under active investigation
for intentional Food Stamp Program
violation, including a household with a
pending administrative disqualifica-
tion hearing;

(iv) A household receiving restored
benefits in accordance with § 273.17 but
not participating based upon an ap-
proved application for the sample
month;

(v) A household dropped as a result of
correction for oversampling;

(vi) A household participating under
disaster certification authorized by
FCS for a natural disaster;

(vii) A case incorrectly listed in the
active frame;

(viii) A household appealing an ad-
verse action when the review date falls
within the time period covered by con-
tinued participation pending the hear-
ing;

(ix) A household that did not receive
benefits for the sample month; or

(x) A household that still cannot be
located after the reviewer has at-
tempted to locate it in accordance with
paragraph (g)(1)(i) of this section.

(h) Demonstration projects/SSA process-
ing. Households correctly classified for
participation under the rules of a dem-
onstration project which establishes
new FCS-authorized eligibility criteria

or modifies the rules for determining
households’ eligibility or allotment
level shall be reviewed following stand-
ard procedures provided that FCS does
not modify these procedures to reflect
modifications in the treatment of ele-
ments of eligibility or basis of issuance
in the case of a demonstration project.
If FCS determines that information ob-
tained from these cases would not be
useful, then they may be excluded from
review. A household whose most recent
application for participation was proc-
essed by Social Security Administra-
tion personnel shall be reviewed follow-
ing standard procedures. This includes
applications for recertification, pro-
vided such an application is processed
by the SSA as allowed in
§ 273.2(k)(2)(ii).

[Amdt. 260, 49 FR 6306, Feb. 17, 1984; 49 FR
14495, Apr. 12, 1984, as amended by Amdt. 264,
51 FR 7207, Feb. 28, 1986; Amdt. 295, 52 FR
29658, Aug. 11, 1987; 53 FR 39443, Oct. 7, 1988;
53 FR 44172, Nov. 2, 1988; Amdt. 324, 55 FR
48834, Nov. 23, 1990; Amdt. 362, 61 FR 54292,
Oct. 17, 1996; Amdt. 366, 62 FR 29659, June 2,
1997]

§ 275.13 Review of negative cases.

(a) General. A sample of households
denied certification to receive food
stamps or which had their participa-
tion in the Food Stamp Program ter-
minated during a certification period
effective for the sample month shall be
selected for quality control review.
These negative cases shall be reviewed
to determine whether the State agen-
cy’s decision to deny or terminate the
household, as of the review date, was
correct. For negative cases, the review
date shall be the date of the agency’s
decision to deny or terminate program
benefits. The review of negative cases
shall include a household case record
review; an error analysis; and the re-
porting of review findings.

(b) Household case record review. The
reviewer shall examine the household
case record and verify through docu-
mentation in it whether the reason
given for the denial or termination is
correct or whether the denial or termi-
nation is correct for any other reason
documented in the casefile. When the
case record alone does not prove ineli-
gibility, the reviewer may attempt to
verify the element(s) of eligibility in
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question by telephoning either the
household and/or a collateral con-
tact(s). Through the review of the
household case record, the reviewer
shall complete the household case
record sections and document the rea-
sons for denial or termination on the
Negative Quality Control Review
Schedule, Form FCS–245.

(c) Error analysis. (1) A negative case
shall be considered correct if the re-
viewer is able to verify through docu-
mentation in the household case record
or collateral contact that a household
was correctly denied or terminated
from the program. Whenever the re-
viewer is unable to verify the correct-
ness of the State agency’s decision to
deny or terminate a household’s par-
ticipation through such documentation
or collateral contact, the negative case
shall be considered incorrect.

(2) The reviewer shall exclude a vari-
ance when the State agency erro-
neously denied or terminated a house-
hold’s participation based on an erro-
neous verification of alien documenta-
tion by the Immigration and National-
ization Services (INS) Systematic
Alien Verification for Entitlements
(SAVE) Program. The reviewer shall
exclude the variance only if the State
agency properly used SAVE, and the
State agency provides the reviewer
with:

(i) The alien’s name;
(ii) The alien’s status; and
(iii) Either the Alien Status Verifica-

tion Index (ASVI) Query Verification
Number or the INS Form G–845, as an-
notated by INS.

(d) Reporting of review findings. When
a negative case is incorrect, this infor-
mation shall be reported to the State
agency for appropriate action on an in-
dividual case basis, such as recomputa-
tion of the coupon allotment and res-
toration of lost benefits. In addition,
the reviewer shall code and record the
error determination on the Negative
Quality Control Review Schedule,
Form FCS–245.

(e) Disposition of case review. Each
case selected in the sample of negative
cases must be accounted for by
classifying it as completed, not com-
pleted, or not subject to review. These
case dispositions shall be coded and re-

corded on the Negative Quality Control
Review Schedule, Form FCS–245.

(1) Negative cases shall be reported
as not completed if the reviewer, after
all reasonable efforts, is unable to lo-
cate the case record. In no event, how-
ever, shall any negative case be re-
ported as not completed solely because
the State agency was unable to process
the case review in time for it to be re-
ported in accordance with the time-
frames specified in § 275.21(b)(2), with-
out prior FCS approval. This informa-
tion shall be reported to the State
agency for appropriate action on an in-
dividual case basis.

(2) Negative cases shall be reported
as not subject to review when the
household, at the time of the review:

(i) Withdrew an application prior to
the State agency’s determination;

(ii) Is under active investigation for
intentional Food Stamp Program vio-
lation;

(iii) Had its case closed due to expira-
tion of the certification period; or

(iv) Was dropped as a result of correc-
tion for oversampling.

(f) Demonstration projects/SSA process-
ing. A household whose application has
been denied or whose participation has
been terminated under the rules of an
FCS-authorized demonstration project
shall be reviewed following standard
procedures unless FCS provides modi-
fied procedures to reflect the rules of
the demonstration project. If FCS de-
termines that information obtained
from these cases would not be useful,
then these cases may be excluded from
review. A household whose application
has been processed by SSA personnel
and is subsequently denied participa-
tion shall be reviewed following stand-
ard procedures.

[Amdt. 260, 49 FR 6309, Feb. 17, 1984, as
amended at 53 FR 39443, Oct. 7, 1988]

§ 275.14 Review processing.
(a) General. Each State agency shall

use FCS handbooks, worksheets, and
schedules in the quality control review
process.

(b) Handbooks. The reviewer shall fol-
low the procedures outlined in the
Quality Control Review Handbook,
FCS Handbook 310, to conduct quality
control reviews. In addition, the sam-
ple of active and negative cases shall
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be selected in accordance with the
sampling techniques described in the
Quality Control Sampling Handbook,
FCS Handbook 311.

(c) Worksheets. The Integrated Review
Worksheet, Form FCS–380, shall be
used by the reviewer to record required
information from the case record, plan
and conduct the field investigation,
and record findings which contribute to
the determination of eligibility and
basis of issuance in the review of active
cases. In some instances, reviewers
may need to supplement Form FCS–380
with other forms. The State forms for
appointments, interoffice communica-
tions, release of information, etc.,
should be used when appropriate.

(d) Schedules. Decisions reached by
the reviewer in active case reviews
shall be coded and recorded on the In-
tegrated Review Schedule, Form FCS–
380–1. Such active case review findings
must be substantiated by information
recorded on the Integrated Review
Worksheet, Form FCS–380. In negative
case reviews, the review findings shall
be coded and recorded on the Negative
Quality Control Review Schedule,
Form FCS–245, and supplemented as
necessary with other documentation
substantiating the findings.

[Amdt. 260, 49 FR 6310, Feb. 17, 1984, as
amended by Amdt. 262, 49 FR 50598, Dec. 31,
1984]

Subpart D—Data Analysis and
Evaluation

§ 275.15 Data management.

(a) Analysis. Analysis is the process
of classifying data, such as by areas of
program requirements or use of error-
prone profiles, to provide a basis for
studying the data and determining
trends including significant character-
istics and their relationships.

(b) Evaluation. Evaluation is the
process of determining the cause(s) of
each deficiency, magnitude of the defi-
ciency, and geographic extent of the
deficiency, to provide the basis for
planning and developing effective cor-
rective action.

(c) Each State agency must analyze
and evaluate at the State and project
area levels all management informa-
tion sources available to:

(1) Identify all deficiencies in pro-
gram operations and systems;

(2) Identify causal factors and their
relationships;

(3) Identify magnitude of each defi-
ciency, where appropriate (This is the
frequency of each deficiency occurring
based on the number of program
records reviewed and where applicable,
the amount of loss either to the pro-
gram or participants or potential par-
ticipants in terms of dollars. The State
agency shall include an estimate of the
number of participants or potential
participants affected by the existence
of the deficiency, if applicable);

(4) Determine the geographic extent
of each deficiency (e.g., Statewide/indi-
vidual project area or management
unit); and,

(5) Provide a basis for management
decisions on planning, implementing,
and evaluating corrective action.

(d) In the evaluation of data, situa-
tions may arise where the State agency
identifies the existence of a deficiency,
but after reviewing all available man-
agement information sources sufficient
information is not available to make a
determination of the actual causal fac-
tor(s), magnitude, or geographic extent
necessary for the development of ap-
propriate corrective action. In these
situations, the State agency shall be
responsible for gathering additional
data necessary to make these deter-
minations. This action may include,
but is not limited to, conducting addi-
tional full or partial ME reviews in one
or more project areas/management
units or discussions with appropriate
officials.

(e) Deficiencies identified from all
management information sources must
be analyzed and evaluated together to
determine their causes, magnitude, and
geographic extent. Causes indicated
and deficiencies identified must be ex-
amined to determine if they are attrib-
utable to a single cause and can be ef-
fectively eliminated by a single action.
Deficiencies and causes identified must
also be compared to the results of past
corrective action efforts to determine
if the new problems arise from the
causal factors which contributed to the
occurrence of previously identified de-
ficiencies.
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(f) Data analysis and evaluation must
be an ongoing process to facilitate the
development of effective and prompt
corrective action. The process shall
also identify when deficiencies have
been eliminated through corrective ac-
tion efforts, and shall provide for the
reevaluation of deficiencies and causes
when it is determined that corrective
action has not been effective.

(g) Identification of High Error Project
Areas/Counties/Local Offices. FCS may
use quality control information to de-
termine which project areas/counties/
local offices have reported payment
error rates that are either significantly
greater than the State agency average
or greater than the national error
standard of the Program. When FCS
notifies a State agency that a ‘‘high
error’’ area exists, the State agency
shall ensure that corrective action is
developed and reported in accordance
with the provisions of § 275.17. If FCS
identifies a ‘‘high error’’ locality which
a State agency has previously identi-
fied as error-prone and taken appro-
priate action, no further State agency
shall be required. If a State agency’s
corrective action plan fails to address
problems in FCS-identified ‘‘high
error’’ areas, FCS may require a State
agency to implement new or modified
cost-effective procedures for the cer-
tification of households.

[Amdt. 160, 45 FR 15909, Mar. 11, 1980, as
amended by Amdt. 266, 52 FR 3409, Feb. 4,
1987; Amdt. 320, 55 FR 6240, Feb. 22, 1990]

Subpart E—Corrective Action
§ 275.16 Corrective action planning.

(a) Corrective action planning is the
process by which State agencies shall
determine appropriate actions to re-
duce substantially or eliminate defi-
ciencies in program operations and pro-
vide responsive service to eligible
households.

(b) The State agency and project
area(s)/management unit(s), as appro-
priate, shall implement corrective ac-
tion on all identified deficiencies. Defi-
ciencies requiring action by the State
agency or the combined efforts of the
State agency and the project area(s)/
management unit(s) in the planning,
development, and implementation of
corrective action are those which:

(1) Result from evaluation of yearly
targets (actions to correct errors in in-
dividual cases however, shall not be
submitted as part of the State agency’s
corrective action plan);

(2) Are the cause for non-entitlement
to enhanced funding for any reporting
period (actions to correct errors in in-
dividual cases however, shall not be
submitted as part of the State agency’s
corrective action plan);

(3) Are the causes of other errors/defi-
ciencies detected through quality con-
trol, including error rates of 1 percent
or more in negative cases (actions to
correct errors in individual cases, how-
ever, shall not be submitted as part of
the State agency’s corrective action
plan);

(4) Are identified by FCS reviews,
GAO audits, contract audits, or USDA
audits or investigations at the State
agency or project area level (except de-
ficiencies in isolated cases as indicated
by FCS); and,

(5) Result from 5 percent or more of
the State agency’s QC sample being
coded ‘‘not complete’’ as defined in
§ 275.12(g)(1) of this part. This standard
shall apply separately to both active
and negative samples.

(6) Result in under issuances, im-
proper denials, or improper termi-
nations of benefits to eligible house-
holds where such errors are caused by
State agency rules, practices or proce-
dures.

(c) The State agency shall ensure
that appropriate corrective action is
taken on all deficiencies including each
case found to be in error by quality
control reviews and those deficiencies
requiring corrective action only at the
project area level. Moreover, when a
substantial number of deficiencies are
identified which require State agency
level and/or project area/management
unit corrective action, the State agen-
cy and/or project area/management
unit shall establish an order of priority
to ensure that the most serious defi-
ciencies are addressed immediately and
corrected as soon as possible. Primary
factors to be considered when deter-
mining the most serious deficiencies
are:

(1) Magnitude of the deficiency as de-
fined in § 275.15(c)(3) of this part;
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(2) Geographic extent of the defi-
ciency (e.g., Statewide/project area or
management unit);

(3) Anticipated results of corrective
actions; and

(4) High probability of errors occur-
ring as identified through all manage-
ment evaluation sources.

(d) In planning corrective action, the
State agency shall coordinate actions
in the areas of data analysis, policy de-
velopment, quality control, program
evaluation, operations, administrative
cost management, civil rights, and
training to develop appropriate and ef-
fective corrective action measures.

[Amdt. 160, 45 FR 15909, Mar. 11, 1980, as
amended by Amdt. 169, 46 FR 7263, Jan. 23,
1981; Amdt. 262, 49 FR 50598, Dec. 31, 1984;
Amdt. 266, 52 FR 3409, Feb. 4, 1987; Amdt. 328,
56 FR 60052, Nov. 27, 1991]

§ 275.17 State corrective action plan.

(a) State agencies shall prepare cor-
rective action plans addressing those
deficiencies specified in § 275.16(b) re-
quiring action by the State agency or
the combined efforts of the State agen-
cy and the project area(s)/management
unit(s). This corrective action plan is
an open-ended plan and shall remain in
effect until all deficiencies in program
operations have been reduced substan-
tially or eliminated. State agencies
shall provide updates to their correc-
tive action plans through regular,
semiannual updates. These semiannual
updates shall be received by FCS by
May 1st and November 1st respectively.
Such updates must contain:

(1) Any additional deficiencies identi-
fied since the previous corrective ac-
tion plan update;

(2) Documentation that a deficiency
has been corrected and is therefore
being removed from the plan; and

(3) Any changes to planned corrective
actions for previously reported defi-
ciencies.

(b) Content. State corrective action
plans shall contain, but not necessarily
be limited to, the following, based on
the most recent information available:

(1) Specific description and identi-
fication of each deficiency;

(2) Source(s) through which the defi-
ciency was detected;

(3) Magnitude of each deficiency, if
appropriate, as defined in § 275.15(c)(3)
of this part;

(4) Geographic extent of the defi-
ciency (e.g., Statewide/project area or
management unit—specific project
areas in which the deficiency occurs);

(5) Identification of causal factor(s)
contributing to the occurrence of each
deficiency;

(6) Identification of any action al-
ready completed to eliminate the defi-
ciency;

(7) For each deficiency, an outline of
actions to be taken, the expected out-
come of each action, the target date for
each action, and the date by which
each deficiency will have been elimi-
nated; and

(8) For each deficiency, a description
of the manner in which the State agen-
cy will monitor and evaluate the effec-
tiveness of the corrective action in
eliminating the deficiency.

(c) FCS will provide technical assist-
ance in developing corrective action
plans when requested by State agen-
cies.

(d) State agencies will be held ac-
countable for the efficient and effective
operation of all areas of the program.
FCS is not precluded from issuing a
warning as specified in part 276 because
a deficiency is included in the State
agency’s corrective action plan.

[Amdt. 160, 45 FR 15909, Mar. 11, 1980, as
amended by Amdt. 266, 52 FR 3409, Feb. 4,
1987]

§ 275.18 Project area/management unit
corrective action plan.

(a) The State agency shall ensure
that corrective action plans are pre-
pared at the project area/management
unit level, addressing those defi-
ciencies not required to be included in
the State corrective action plan. State
agencies may elect to prepare these
plans for or in cooperation with the
project area. These project area/man-
agement unit corrective action plans
shall be open-ended and shall remain in
effect until all deficiencies in program
operations have been reduced substan-
tially or eliminated. Any deficiencies
detected through any source not pre-
viously reported to the State agency
which require incorporation into the
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Project Area/Management Unit Correc-
tive Action Plan shall be submitted to
the State agency within 60 days of
identification. As deficiencies are re-
duced substantially or eliminated, the
project area/management unit shall no-
tify the State agency in writing. The
project area/management unit shall be
responsible for documenting why each
deficiency is being removed from the
Plan. The removal of any deficiency
from the Plan will be subject to State
agency and FCS review and validation.

(b) Content. Project area/management
unit corrective action plans shall con-
tain all the information necessary to
enable the State agency to monitor
and evaluate the corrective action
properly. Also, State agencies shall es-
tablish requirements for project area/
management units in planning, imple-
menting and reporting corrective ac-
tion to assist the State agency’s efforts
to fulfill its responsibilities for deter-
mining which deficiencies must be ad-
dressed in the State corrective action
plan. States should consider requiring
project area/management unit plans to
include the following, based on the
most recent information available:

(1) Specific description and identi-
fication of each deficiency;

(2) Source(s) through which the defi-
ciency was detected;

(3) Magnitude of each deficiency, if
appropriate, as defined in § 275.15(c)(3)
of this part;

(4) Geographic extent of the defi-
ciency (throughout the project area/
management unit or only in specific of-
fices);

(5) Identification of causal factor(s)
contributing to the occurrence of each
deficiency;

(6) Identification of any action al-
ready completed to eliminate the defi-
ciency;

(7) For each deficiency, an outline of
actions to be taken, the expected out-
come of each action, the target date for
each action, the date by which each de-
ficiency will have been eliminated; and

(8) For each deficiency, a description
of the manner in which the project
area/management unit will monitor
and evaluate the effectiveness of the
corrective action in eliminating the de-
ficiency.

[Amdt. 160, 45 FR 15909, Mar. 11, 1980]

§ 275.19 Monitoring and evaluation.
(a) The State agency shall establish a

system for monitoring and evaluating
corrective action at the State and
project area levels. Monitoring and
evaluation shall be an ongoing process
to determine that deficiencies are
being substantially reduced or elimi-
nated in an efficient manner and that
the program provides responsive serv-
ice to eligible households.

(b) The State agency shall ensure
that corrective action on all defi-
ciencies identified in the State Correc-
tive Action Plan and Project Area/
Management Unit Corrective Action
Plan is implemented and achieves the
anticipated results within the specified
time frames. The State agency shall
monitor and evaluate corrective action
at the State and project levels through
a combination of reports, field reviews,
and examination of current data avail-
able through program management
tools and other sources.

(c) In instances where the State
agency and/or the project area/manage-
ment unit determines that the pro-
posed corrective action is not effective
in reducing substantially or eliminat-
ing deficiencies, the State agency and/
or the project area/management unit
shall promptly reevaluate the defi-
ciency, causes, and the corrective ac-
tion taken, and develop and implement
new corrective actions.

[Amdt. 160, 45 FR 15909, Mar. 11, 1980]

Subpart F—Responsibilities for Re-
porting on Program Perform-
ance

§ 275.20 ME review schedules.
(a) Each State agency shall submit

its review schedule to the appropriate
FCS regional office at least 60 days
prior to the beginning of the next
year’s review period (the Federal fiscal
year). These schedules must ensure
that all project areas/management
units will be reviewed within the re-
quired time limits. Each schedule shall
identify the project areas/management
units in each classification and list
each project area to be reviewed by
month or by quarter. A State agency
may submit a request to use an alter-
nate review schedule at any time. The
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alternate schedule shall not be effec-
tive until approved by FCS in accord-
ance with § 275.5(b)(2).

(b) State agencies shall notify the ap-
propriate FCS regional office of all
changes in review schedules.

[Amdt. 266, 52 FR 3410, Feb. 4, 1987]

§ 275.21 Quality control review re-
ports.

(a) General. Each State agency shall
submit reports on the performance of
quality control reviews in accordance
with the requirements outlined in this
section. These reports are designed to
enable FCS to monitor the State agen-
cy’s compliance with Program require-
ments relative to the Quality Control
Review System. Every case selected for
review during the sample month must
be accounted for and reflected in the
appropriate report(s).

(b) Individual cases. The State agency
shall report the review findings on each
case selected for review during the
sample month. For active cases, the
State agency shall submit the edited
findings of the Integrated Review
Schedule, Form FCS–380–1. For nega-
tive cases, the State agency shall sub-
mit a summary report which is pro-
duced from the edited findings on indi-
vidual cases which are coded on the
Negative Quality Control Review
Schedule, Form FCS–245. The review
findings shall be reported as follows:

(1) The State agency shall input and
edit the results of each active and neg-
ative case into the FCS supplied com-
puter terminal and transmit the data
to the host computer. For State agen-
cies that do not have FCS supplied ter-
minals, the State agency shall submit
the results of each QC review in a for-
mat specified by FCS. Upon State
agency request, FCS will consider ap-
proval of a change in the review results
after they have been reported to FCS.

(2) The State agency shall dispose of
and report the findings of 90 percent of
all cases selected in a given sample
month so that they are received by
FCS within 75 days of the end of the
sample month. All cases selected in a
sample month shall be disposed of and
the findings reported so that they are
received by FCS within 95 days of the
end of the sample month.

(3) The State agency shall supply the
FCS Regional Office with individual
household case records and the perti-
nent information contained in the indi-
vidual case records, or legible copies of
that material, as well as legible hard
copies of individual Forms FCS–380,
FCS–380–1, and FCS–245 or other FCS-
approved report forms, within 10 days
of receipt of a request for such infor-
mation.

(4) For each case that remains pend-
ing 95 days after the end of the sample
month, the State agency shall imme-
diately submit a report that includes
an explanation of why the case has not
been disposed of, documentation de-
scribing the progress of the review to
date, and the date by which it will be
completed. If FCS determines that the
above report does not sufficiently jus-
tify the case’s pending status, the case
shall be considered overdue. Depending
upon the number of overdue cases, FCS
may find the State agency’s QC system
to be inefficient or ineffective and sus-
pend and/or disallow the State agency’s
Federal share of administrative funds
in accordance with the provisions of
§ 276.4.

(c) Monthly status. The State agency
shall report the monthly progress of
sample selection and completion on the
Form FCS–248, Status of Sample Selec-
tion and Completion or other format
specified by FCS. This report shall be
submitted to FCS so that it is received
no later than 105 days after the end of
the sample month. Each report shall
reflect sampling and review activity
for a given sample month.

(d) Annual results. The State agency
shall annually report the results of all
quality control reviews during the re-
view period. For this report, the State
agency shall submit the edited results
of all QC reviews on the Form FCS–247,
Statistical Summary of Sample Dis-
tribution or other format specified by
FCS. This report shall be submitted to
FCS so that it is received no later than
105 days from the end of the annual re-
view period. Every case selected in the
active or negative sample must be ac-
counted for and reported to FCS, in-
cluding cases not subject to review, not
completed, and completed.

(e) Demonstration projects/SSA process-
ing. The State agency shall identify the
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monthly status of active and negative
demonstration project/SSA processed
cases (i.e., those cases described in
§ 275.11(g)) on the Form FCS–248, de-
scribed in paragraph (c) of this section.
In addition, the State agency shall
identify the annual results of such
cases on the Form FCS–247, described
in paragraph (d) of this section.

[Amdt. 260, 49 FR 6310, Feb. 17, 1984, as
amended by Amdt. 262, 49 FR 50598, Dec. 31,
1984; Amdt. 266, 52 FR 3410, Feb. 4, 1987]

§ 275.22 Administrative procedure.
Reports on program performance are

intended to provide the State an oppor-
tunity to determine compliance with
program requirements, identify and re-
solve emerging problems, and assess
the effectiveness of actions that have
been taken to correct existing prob-
lems. States’ reports enable FCS to as-
sess the nationwide status of eligibility
and basis of issuance determinations,
to ensure State compliance with Fed-
eral requirements, to assist States in
improving and strengthening their pro-
grams, and to develop Federal policies.
Reports must be submitted in duplicate
to the appropriate FCS Regional Office
according to the time frames estab-
lished in §§ 275.20, 275.21, and 275.22 of
this part.

[Amdt. 160, 45 FR 15911, Mar. 11, 1980. Redes-
ignated at 52 FR 3410, Feb. 4, 1987]

Subpart G—Program Performance

§ 275.23 Determination of State agency
program performance.

(a) FCS shall determine the effi-
ciency and effectiveness of a State’s
administration of the Food Stamp Pro-
gram by measuring:

(1) State compliance with the stand-
ards contained in the Food Stamp Act,
regulations, and the State Plan of Op-
eration; and

(2) State efforts to improve program
operations through corrective action.

(b) This determination shall be made
based on:

(1) Reports submitted to FCS by the
State;

(2) FCS reviews of State agency oper-
ations;

(3) State performance reporting sys-
tems and corrective action efforts; and

(4) Other available information such
as Federal audits and investigations,
civil rights reviews, administrative
cost data, complaints, and any pending
litigation.

(c) State agency error rates. FCS shall
estimate each State agency’s error
rates based on the results of quality
control review reports submitted in ac-
cordance with the requirements out-
lined in § 275.21. The State agency’s ac-
tive case error, payment error,
underissuance error, and negative case
error rates shall be estimated as fol-
lows:

(1) Active case error rate. The active
case error rate shall include the pro-
portion of active sample cases which
were reported as ineligible or as receiv-
ing an incorrect allotment (as de-
scribed in § 275.12(e)) based upon certifi-
cation policy as set forth in part 273.

(2) Payment error rate. (i) For fiscal
years prior to Fiscal Year 1986, the
payment error rate shall include the
value of the allotments overissued, in-
cluding overissuances to ineligible
cases, for those cases included in the
active error rate.

(ii) For Fiscal Year 1986 and subse-
quent fiscal years, the payment error
rate shall include the value of the al-
lotments overissued, including those to
ineligible cases, and the value of allot-
ments underissued for those cases in-
cluded in the active error rate.

(3) Underissuance error rate. Prior to
Fiscal Year 1986, the underissuance
error rate shall include the value of the
allotments reported as underissued for
those cases included in the active case
error rate.

(4) Negative case error rate. The nega-
tive case error rate shall be the propor-
tion of negative sample cases which
were reported as having been eligible
at the time of denial or termination (as
described in § 275.13(c)) based upon cer-
tification policy as set forth in part
273.

(5) Demonstration projects/SSA process-
ing. The reported results of reviews of
active and negative demonstration
project/SSA processed cases, as de-
scribed in § 275.11(g), shall be excluded
from the estimate of the active case
error rate, payment error rate,
underissuance error rate, and negative
case error rate.
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(d) Federal enhanced funding. (1) Be-
fore making enhanced funding avail-
able to a State agency, as described in
§ 277.4(b), FCS will:

(i) Validate the State agency’s esti-
mated payment error rate,
underissuance error rate, and negative
case error rate, as provided for in
§ 275.3(c);

(ii) Ensure that the sampling tech-
niques used by the State agency are
FCS-approved procedures, as estab-
lished in § 275.11; and

(iii) Validate the State agency’s
quality control completion rate to en-
sure that all of the minimum required
sample cases, of both active and nega-
tive quality control samples, have been
completed. This completion standard is
applied separately to the active and
negative case samples, and the State
agency’s estimated payment and
underissuance error rates will be ad-
justed separately, if necessary, to ac-
count for those required cases not com-
pleted, in accordance with the proce-
dures described in paragraph (e)(8)(iii)
of this section for adjustment of the
payment error rate.

(2) After validation and any nec-
essary adjustment of estimated error
rates:

(i) A State agency with a combined
payment error rate and underissuance
error rate of less than five percent for
an annual review period for Fiscal Year
1983 through Fiscal Year 1985, or a pay-
ment error rate of less than five per-
cent for an annual review period for
Fiscal Year 1986 through Fiscal Year
1988, shall be eligible for a 60 percent
Federally funded share of administra-
tive costs, provided that the State
agency’s negative case error rate for
that period is less than the national
weighted mean negative case error rate
for the prior fiscal year;

(ii) Beginning with Fiscal Year 1989,
a State agency with a payment error
rate less than or equal to 5.90 percent
and with a negative case error rate less
than the national weighted mean nega-
tive case rate for the prior fiscal year
will have its Federally funded share of
administrative costs increased by one
percentage point to a maximum of 60
percent for each full one-tenth of a per-
centage point by which the payment
error rate is less than six percent.

(3) State agencies entitled to en-
hanced funding shall receive the addi-
tional funding on a retroactive basis
only for the review period in which
their error rates are less than the lev-
els described in paragraph (d)(2) of this
section.

(e) State agencies’ liabilities for pay-
ment error rates. (1) At the end of each
fiscal year, each State agency’s pay-
ment error rate over the entire fiscal
year will be computed, as described in
paragraph (e)(8) of this section, and
evaluated to determine whether the
payment error rate goals established in
the following paragraphs have been
met.

(2) Establishment of payment error rate
goals—Fiscal Year 1983 through Fiscal
Year 1985. (i) Each State agency’s pay-
ment error rate goal for Fiscal Year
1983 shall be nine percent. Each State
agency’s payment error rate goal for
Fiscal Year 1984 shall be seven percent.
Each State agency’s payment error
rate goal for Fiscal Year 1985 shall be
five percent. State agencies’ payment
error rates for any fiscal year shall be
derived from the review period cor-
responding to the fiscal year.

(ii) If a State agency fails to achieve
a nine percent payment error rate in
Fiscal Year 1983 but reduces its pay-
ment error rate for Fiscal Year 1983 by
33.3 percent (or more) of the difference
between its payment error rate during
the period of October 1980 through
March 1981 and a five percent payment
error rate, the State agency shall bear
no fiscal liability for its payment error
rate. If a State agency fails to achieve
a seven percent payment error rate in
Fiscal Year 1984, but reduces its pay-
ment error rate for Fiscal Year 1984 by
66.7 percent (or more) of the difference
between its payment error rate during
the period of October 1980 through
March 1981 and a five percent payment
error rate, the State agency shall bear
no fiscal liability for its payment error
rate.

(iii) State agencies’ payment error
rates shall be rounded to the nearest
one hundredth of a percent with .005
and above being rounded up to the next
highest one-hundredth and .004 and
below being rounded to the next lowest
one-hundredth.
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(3) State agencies failing to achieve
payment error rate goals—Fiscal Year
1983 through Fiscal Year 1985. Each
State agency which fails to achieve its
payment error rate goal during a fiscal
year shall be liable as specified in the
following paragraphs.

(i) For every percentage point, or
fraction thereof, by which a State
agency’s payment error rate exceeds
the goal for a fiscal year, FCS shall re-
duce the money it pays for the State
agency’s Food Stamp Program admin-
istrative costs by five percent for that
fiscal year; provided that for every per-
centage point, or fraction thereof, by
which a State agency’s payment error
rate exceeds its goal by more than
three percentage points, FCS shall re-
duce the Federally funded share of
Food Stamp Program administrative
costs by ten percent for the applicable
fiscal year. Thus, if a State agency’s
reported error rate in Fiscal Year 1983
is 10.5 percent, its Federal administra-
tive funding could be reduced by ten
percent. A 13.1 percent error rate, or 4.1
percentage points above the goal,
would result in a reduction of 5 percent
for each of the three first points, 10
percent for the fourth point and an-
other 10 percent for the fraction above
4 percentage points. This would
amount to a 35 percent reduction in
Federal administrative funds unless
the provisions of paragraph (e)(3)(ii)
are applicable to the State agency’s
circumstances.

(ii) If a State agency fails to reach its
payment error rate goal but reduces its
error rate as explained in paragraph
(e)(2)(ii) for a given fiscal year it will
bear no liability for its error rates. If,
however, a State agency fails to reach
the established goal and fails to meet
the reduction percentage for Fiscal
Year 1983 and/or 1984, its Federally
funded share of program administra-
tive costs shall be reduced by five per-
cent for every percentage point, or
fraction thereof, (with a 10 percent re-
duction applied for every percentage
point or fraction above 3 percentage
points) by which its error rate exceeds
the payment error rate it would have
achieved had it met the 33.3 or 66.7 per-
cent reduction percentage for the ap-
plicable fiscal year. Thus, if a State
agency’s payment error rate during the

October through March 1981 period was
13 percent and its error rate for Fiscal
Year 1983 is 11 percent, it will have
failed to achieve a 33.3 percent reduc-
tion (13¥(13¥5)(33.3)=10.34 percent),
i.e., the rate the State agency would
have achieved had it met the reduction
percentage) and incurred a liability
equal to five percent of its Federal ad-
ministrative funding. If the State agen-
cy’s payment error rate increased to 13
percent in Fiscal Year 1984, it will have
missed a 66.7 percent reduction by 5.34
percentage points (13¥(13¥5)(66.7)=7.66
percent) and incurred a liability equal
to 45 percent of its Federal administra-
tive funding. In the latter example, the
45 percent funding reduction results
from a 15 percent reduction for the
first three percentage points and 30
percent for the additional 2.34 percent-
age points by which the State agency
exceeded a 7.66 percent error rate.

(iii) If a State agency is found liable
for an excessive payment error rate,
the amount of liability will be cal-
culated by: (A) Multiplying the percent
the Federal share is to be reduced by
the base Federal reimbursement rate of
50 percent; (B) subtracting the product
of (A) from 50 percent; and (C) mul-
tiplying the result of (B) by the State
agency’s costs covered under the base
Federal reimbursement rate for the fis-
cal year in which the State agency in-
curred the liability. For example, if the
total administrative costs (State and
Federal) in a State agency are
$4,000,000 for the fiscal year, and the
State agency’s Federal funding is to be
reduced by 25 percent, the State agency
would be reimbursed at a rate of 37.5
percent (i.e., 50 percent minus 25 per-
cent times 50 percent) or $1,500,000. The
State agency’s liability would be
$500,000 or 12.5 percent of its
administative costs.

(iv) A State’s federally funded share
of administrative costs shall not be re-
duced by an amount that exceeds the
difference between its payment error
rate goal (or what its error rate would
have been had it met the reduction cri-
teria of paragraph (ii) above) and its
actual error rates expressed as a per-
centage of its total issuance during the
fiscal year. Therefore, if the State
agency in the above example issued
$10,000,000 in food stamps in the fiscal
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year and exceeded its goal by four per-
centage points (as demonstrated by a
25 percent reduction in Federal fund-
ing), the State agency’s liability would
be capped at $400,000 ((.04)(10,000,000)),
even though the calculation based upon
administrative funds would result in a
liability of $500,000.

(4) State agencies’ liabilities for pay-
ment error—Fiscal Year 1986 through Fis-
cal Year 1991. Each State agency that
fails to achieve its payment error rate
goal during a fiscal year shall be liable
as specified in the following para-
graphs.

(i) For Fiscal Year 1986 through Fis-
cal Year 1991, FCS shall announce a na-
tional performance measure within
nine months following the end of each
fiscal year that is the sum of the prod-
ucts of each State agency’s payment
error rate times that State agency’s
proportion of the total value of na-
tional allotments issued for the fiscal
year using the most recent issuance
data available at the time the State
agency is initially notified of its pay-
ment error rate. Once announced, the
national performance measure for a
given fiscal year will not be subject to
change. This national performance
measure is used to establish a pay-
ment-error tolerance level. The pay-
ment-error tolerance level for any fis-
cal year shall be one percentage point
added to the lowest national perform-
ance measure ever announced up to and
including such fiscal year.

(ii) For any fiscal year in which a
State agency’s payment error rate ex-
ceeds the payment-error tolerance
level, the State agency shall pay or
have its share of administrative costs
reduced by an amount equal to the dif-
ference between its payment error rate
less such tolerance level as a quantity,
multiplied by the total value of the al-
lotments issued in the fiscal year by
that State agency.

(5) State agencies’ liabilities for pay-
ment error—Fiscal Year 1992 and beyond.
Each State agency that fails to achieve
its payment error rate goal during a
fiscal year shall be liable as specified
in the following paragraphs.

(i) For Fiscal Year 1992 and subse-
quent years, FCS shall announce a na-
tional performance measure within 30
days following the completion of the

case review and the arbitration proc-
esses for the fiscal year. The national
performance measure is the sum of the
products of each State agency’s pay-
ment error rates times that State
agency’s proportion of the total value
of national allotments issued for the
fiscal year using the most recent
issuance data available at the time the
State agency is notified of its payment
error rate. Once announced, the na-
tional performance measure for a given
fiscal year will not be subject to
change.

(ii) For any fiscal year in which a
State agency’s payment error rate ex-
ceeds the national performance meas-
ure for the fiscal year, the State agen-
cy shall pay or have its share of admin-
istrative funding reduced by an amount
equal to the product of:

(A) The value of all allotments issued
by the State agency in the fiscal year;
multiplied by

(B) The lesser of—
(1) The ratio of the amount by which

the payment error rate of the State
agency for the fiscal year exceeds the
national performance measure for the
fiscal year, to the national perform-
ance measure for the fiscal year, or

(2) One; multiplied by
(C) The amount by which the pay-

ment error rate of the State agency for
the fiscal year exceeds the national
performance measure for the fiscal
year.

(6) Relationship to warning process and
negligence. (i) States’ liability for pay-
ment error rates as determined above
are not subject to the warning process
of § 276.4(d). However, State agencies
shall be notified by certified mail, re-
turn receipt requested, at least sixty
days before any billing and shall have
sixty days following such notice to re-
quest a good cause waiver of part or all
of their potential liability. The billing
will not occur until after the expira-
tion of the sixty days and the Sec-
retary’s determination of good cause
when it is timely requested. If a deter-
mination is made that good cause did
not exist, FCS shall promptly issue the
billing. While the amount of a State’s
liability may be recovered through off-
sets to their letter of credit as identi-
fied in § 277.16(c), FCS shall also have
the option of billing a State directly or
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using other claims collection mecha-
nisms authorized under the Federal
Claims Collection Act, depending upon
the amount of the State’s liability.

(ii) FCS shall not determine neg-
ligence (as described in § 276.3) based on
the overall payment error rate for
issuances to ineligible households and
overissuances to eligible households in
a State or political subdivision thereof.
FCS may only establish a claim under
§ 276.3 for dollar losses from failure to
comply, due to negligence on the part
of the State agency (as defined under
§ 276.3), with specific certification re-
quirements. Thus, FCS will not use the
results of States’ QC reviews to deter-
mine negligence.

(iii) Whenever a State is assessed for
an excessive payment error rate, the
State shall have the right to request an
appeal in accordance with procedures
set forth in part 283 of this chapter.

(7) Good cause—(i) Events. When a
State agency with otherwise effective
administration exceeds the tolerance
level for payment errors as described in
this section, the State agency may
seek relief from liability claims that
would otherwise be levied under this
section on the basis that the State
agency had good cause for not achiev-
ing the payment error rate tolerance.
State agencies desiring such relief
must file an appeal with the Depart-
ment’s Administrative Law Judge
(ALJ) in accordance with the proce-
dures established under part 283 of this
chapter. The five unusual events de-
scribed below are considered to have a
potential for disputing program oper-
ations and increasing error rates to an
extent that relief from a resulting li-
ability or increased liability is appro-
priate. The occurrence of an event(s)
does not automatically result in a de-
termination of good cause for an error
rate in excess of the national perform-
ance measure. The State agency must
demonstrate that the event had an ad-
verse and uncontrollable impact on
program operations during the relevant
period, and the event caused an uncon-
trollable increase in the error rate.
Good cause relief will only be consid-
ered for that portion of the error rate/
liability attributable to the unusual
event. The following are unusual
events which State agencies may use

as a basis for requesting good cause re-
lief and specific information that must
be submitted to justify such requests
for relief:

(A) Natural disasters such as those
under the authority of the Stafford Act
of 1988 (Pub. L. 100–707), which amended
the Disaster Relief Act of 1974 (Pub. L.
93–288) or civil disorders that adversely
affect program operations.

(1) When submitting a request for
good cause relief based on this exam-
ple, the State agency shall provide the
following information:

(i) The nature of the disaster(s) (e.g.
a tornado, hurricane, earthquake,
flood, etc.) or civil disorder(s)) and evi-
dence that the President has declared a
disaster;

(ii) The date(s) of the occurrence;
(iii) The date(s) after the occurrence

when program operations were af-
fected;

(iv) The geographic extent of the oc-
currence (i.e. the county or counties
where the disaster occurred);

(v) The proportion of the food stamp
caseload whose management was af-
fected;

(vi) The reason(s) why the State
agency was unable to control the ef-
fects of the disaster on program admin-
istration and errors;

(vii) The identification and expla-
nation of the uncontrollable nature of
errors caused by the event (types of er-
rors, geographic location of the errors,
time period during which the errors oc-
curred, etc.).

(viii) The percentage of the payment
error rate that resulted from the occur-
rence and how this figure was derived;
and

(ix) The degree to which the payment
error rate exceeded the national per-
formance measure in the subject fiscal
year.

(2) The following criteria and meth-
odology will be used to assess and
evaluate good cause in conjunction
with the appeals process, and to deter-
mine that portion of the error rate/li-
ability attributable to the uncontrol-
lable effects of a disaster or civil dis-
order: Geographical impact of the dis-
aster; State efforts to control impact
on program operations; the proportion
of food stamp caseload affected; and/or
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the duration of the disaster and its im-
pact on program operations. Adjust-
ments for these factors may result in a
waiver of all, part, or none of the error
rate liabilities for the applicable pe-
riod. As appropriate, the waiver
amount will be adjusted to reflect
States’ otherwise effective administra-
tion of the program based upon the de-
gree to which the error rate exceeds
the national performance measure. For
example, a reduction in the amount
may be made when a State agency’s re-
cent error rate history indicates that
even absent the events described, the
State agency would have exceeded the
national performance measure in the
review period.

(3) If a State agency has provided in-
sufficient information to determine a
waiver amount for the uncontrollable
effects of a natural disaster or civil dis-
order using factual analysis, the waiver
amount shall be evaluated using the
following formula and methodology
which measures both the duration and
intensity of the event: Duration will be
measured by the number of months the
event had an adverse impact on pro-
gram operations. Intensity will be a
proportional measurement of the
issuances for the counties affected to
the State’s total issuance. This ratio
will be determined using issuance fig-
ures for the first full month imme-
diately preceding the disaster. This fig-
ure will not include issuances made to
households participating under disaster
certification authorized by FCS and al-
ready excluded from the error rate cal-
culations under § 275.12(g)(2)(vi). ‘‘Coun-
ties affected’’ will include counties
where the disaster/civil disorder oc-
curred, and any other county that the
State agency can demonstrate had pro-
gram operations adversely impacted
due to the event (such as a county that
diverted significant numbers of food
stamp certification or administrative
staff). The amount of the waiver of li-
ability will be determined using the
following linear equation: Ia/Ib × [M/12
or Mp/18] × L, where Ia is the issuance
for the first full month immediately
preceding the unusual event for the
county affected; Ib is the State’s total
issuance for the first full month imme-
diately preceding the unusual event; M/
12 is the number of months in the sub-

ject fiscal year that the unusual event
had an adverse impact on program op-
erations; Mp/18 is the number of
months in the last half (April through
September) of the prior fiscal year that
the unusual event had an adverse im-
pact on program operations; L is the
total amount of the liability for the
fiscal year. Mathematically this for-
mula could result in a waiver of more
than 100% of the liability, however, no
more than 100% of a State’s liability
will be waived for any one fiscal year.
Under this approach, unless the State
agency can demonstrate a direct un-
controllable impact on the error rate,
the effects of disasters or civil dis-
orders that ended prior to the second
half of the prior fiscal year will not be
considered.

(B) Strikes by State agency staff nec-
essary to determine Food Stamp Pro-
gram eligibility and process case
changes.

(1) When submitting a request for
good cause relief based on this exam-
ple, the State agency shall provide the
following information:

(i) Which workers (i.e. eligibility
workers, clerks, data input staff, etc.)
and how many (number and percentage
of total staff) were on strike or refused
to cross picket lines;

(ii) The date(s) and nature of the
strike (i.e., the issues surrounding the
strike);

(iii) The date(s) after the occurrence
when program operations were af-
fected;

(iv) The geographic extent of the
strike (i.e. the county or counties
where the strike occurred);

(v) The proportion of the food stamp
caseload whose management was af-
fected;

(vi) The reason(s) why the State
agency was unable to control the ef-
fects of the strike on program adminis-
tration and errors;

(vii) Identification and explanation of
the uncontrollable nature of errors
caused by the event (types of errors,
geographic location of the errors, time
period during which the errors oc-
curred, etc.);

(viii) The percentage of the payment
error rate that resulted from the strike
and how this figure was derived; and
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(ix) The degree to which the payment
error rate exceeded the national per-
formance measure in the subject fiscal
year.

(2) The following criteria shall be
used to assess, evaluate and respond to
claims by the State agency for a good
cause waiver of liability in conjunction
with the appeals process, and to deter-
mine that portion of the error rate/li-
ability attributable to the uncontrol-
lable effects of the strike: Geographical
impact of the strike; State efforts to
control impact on program operations;
the proportion of food stamp caseload
affected; and/or the duration of the
strike and its impact on program oper-
ations. Adjustments for these factors
may result in a waiver of all, part, or
none of the error rate liabilities for the
applicable period. For example, the
amount of the waiver might be reduced
for a strike that was limited to a small
area of the State. As appropriate, the
waiver amount will be adjusted to re-
flect States’ otherwise effective admin-
istration of the program upon the de-
gree to which the error rate exceeded
the national performance measure.

(3) If a State agency has provided in-
sufficient information to determine a
waiver amount for the uncontrollable
effects of a strike using factual analy-
sis, a waiver amount shall be evaluated
by using the formula described in para-
graph (e)(7)(i)(A) of this section. Under
this approach, unless the State agency
can demonstrate a direct uncontrol-
lable impact on the error rate, the ef-
fects of strikes that ended prior to the
second half of the prior fiscal year will
not be considered.

(C) A significant growth in food
stamp caseload in a State prior to or
during a fiscal year, such as a 15 per-
cent growth in caseload. Caseload
growth which historically increases
during certain periods of the year will
not be considered unusual or beyond
the State agency’s control.

(1) When submitting a request for
good cause relief based on this exam-
ple, the State agency shall provide the
following information:

(i) The amount of growth (both ac-
tual and percentage);

(ii) The time the growth occurred
(what month(s)/year);

(iii) The date(s) after the occurrence
when program operations were af-
fected;

(iv) The geographic extent of the
caseload growth (i.e. Statewide or in
which particular counties);

(v) The impact of caseload growth;
(vi) The reason(s) why the State

agency was unable to control the ef-
fects of caseload growth on program
administration and errors;

(vii) The percentage of the payment
error rate that resulted from the case-
load growth and how this figure was
derived; and

(viii) The degree to which the error
rate exceeded the national performance
measure in the subject fiscal year.

(2) The following criteria and meth-
odology shall be used to assess and
evaluate good cause in conjunction
with the appeals process, and to deter-
mine that portion of the error rate/li-
ability attributable to the uncontrol-
lable effects of unusual caseload
growth: Geographical impact of the
caseload growth; State efforts to con-
trol impact on program operations; the
proportion of food stamp caseload af-
fected; and/or the duration of the case-
load growth and its impact on program
operations. Adjustments for these fac-
tors may result in a waiver of all, part,
or none of the error rate liabilities for
the applicable period. As appropriate,
the waiver amount will be adjusted to
reflect States’ otherwise effective ad-
ministration of the program based
upon the degree to which the error rate
exceeded the national performance
measure. For example, a reduction in
the amount may be made when a State
agency’s recent error rate history indi-
cates that even absent the events de-
scribed, the State agency would have
exceeded the national performance
measure in the review period. Under
this approach, unless the State agency
can demonstrate a direct uncontrol-
lable impact on the error rate, the ef-
fects of caseload growth that ended
prior to the second half of the prior fis-
cal year will not be considered.

(3) If the State agency has provided
insufficient information to determine a
waiver amount for the uncontrollable
effects of caseload growth using factual
analysis, the waiver amount shall be
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evaluated using the following five-step
calculation:

(i) Step 1, determine the average
number of households certified to par-
ticipate statewide in the Food Stamp
Program for the base period consisting
of the twelve consecutive months end-
ing with March of the prior fiscal year;

(ii) Step 2, determine the percentage
of increase in caseload growth from the
base period (Step 1) using the average
number of households certified to par-
ticipate statewide in the Food Stamp
Program for any twelve consecutive
months in the period beginning with
April of the prior fiscal year and end-
ing with June of the current fiscal
year;

(iii) Step 3, determine the percentage
the error rate for the subject fiscal
year, as calculated under paragraph
(e)(5)(i) of this section, exceeds the na-
tional performance measure deter-
mined in accordance with paragraph
(e)(5)(i) of this section;

(iv) Step 4, divide the percentage of
caseload growth increase arrived at in
step 2 by the percentage the error rate
for the subject fiscal year exceeds the
national performance measure as de-
termined in step 3; and

(v) Step 5, multiply the quotient ar-
rived at in step 4 by the liability
amount for the current fiscal year to
determine the amount of waiver of li-
ability.

(4) Under this methodology, caseload
growth of less than 15% and/or occur-
ring in the last three months of the
subject fiscal year will not be consid-
ered. Mathematically this formula
could result in a waiver of more than
100% of the liability however, no more
than 100% of a State’s liability will be
waived for any one fiscal year.

(D) A change in the Food Stamp Pro-
gram or other Federal or State pro-
gram that has a substantial adverse
impact on the management of the Food
Stamp Program of a State. Requests
for relief from errors caused by the un-
controllable effects of unusual program
changes other than those variances al-
ready excluded by § 275.12(d)(2)(vii) will
be considered to the extent the pro-
gram change is not common to all
States.

(1) When submitting a request for
good cause relief based on unusual

changes in the Food Stamp or other
Federal or State programs, the State
agency shall provide the following in-
formation:

(i) The type of change(s) that oc-
curred;

(ii) When the change(s) occurred;
(iii) The nature of the adverse effect

of the changes on program operations
and the State agency’s efforts to miti-
gate these effects;

(iv) Reason(s) the State agency was
unable to adequately handle the
change(s);

(v) Identification and explanation of
the uncontrollable errors caused by the
changes (types of errors, geographic lo-
cation of the errors, time period during
which the errors occurred, etc.);

(vi) The percentage of the payment
error rate that resulted from the ad-
verse impact of the change(s) and how
this figure was derived; and

(vii) The degree to which the pay-
ment error rate exceeded the national
performance measure in the subject fis-
cal year.

(2) The following criteria will be used
to assess and evaluate good cause in
conjunction with the appeals process,
and to determine that portion of the
error rate/liability attributable to the
uncontrollable effects of unusual
changes in the Food Stamp Program or
other Federal and State programs;
State efforts to control impact on pro-
gram operations; the proportion of food
stamp caseload affected; and/or the du-
ration of the unusual changes in the
Food Stamp Program or other Federal
and State programs and the impact on
program operations. Adjustments for
these factors may result in a waiver of
all, part, or none of the error rate li-
abilities for the applicable period. As
appropriate, the waiver amount will be
adjusted to reflect States’ otherwise ef-
fective administrative of the program
based upon the degree to which the
error rate exceeded the national per-
formance measure.

(E) A significant circumstance be-
yond the control of the State agency.
Requests for relief from errors caused
by the uncontrollable effect of the sig-
nificant circumstance other than those
specifically set forth in paragraphs
(e)(7)(i)(A) through (e)(7)(i)(D) of this
section will be considered to the extent

VerDate 20<JAN>98 09:00 Jan 29, 1998 Jkt 179017 PO 00000 Frm 00796 Fmt 8010 Sfmt 8010 Y:\SGML\179017.TXT 179017-3



803

Food and Consumer Service, USDA § 275.23

that the circumstance is not common
to all States, such as a fire in a certifi-
cation office.

(1) When submitting a request for
good cause relief based on significant
circumstances, the State agency shall
provide the following information:

(i) The significant circumstances
that the State agency believes uncon-
trollably and adversely affected the
payment error rate for the fiscal year
in question;

(ii) Why the State agency had no con-
trol over the significant cir-
cumstances;

(iii) How the significant cir-
cumstances had an uncontrollable and
adverse impact on the State agency’s
error rate;

(iv) Where the significant cir-
cumstances existed (i.e. Statewide or
in particular counties);

(v) When the significant cir-
cumstances existed (provide specific
dates whenever possible);

(vi) The proportion of the food stamp
caseload whose management was af-
fected;

(vii) Identification and explanation of
the uncontrollable errors caused by the
event (types of errors, geographic loca-
tion of the errors, time period during
which the errors occurred, etc.);

(viii) The percentage of the payment
error rate that was caused by the sig-
nificant circumstances and how this
figure was derived; and

(ix) The degree to which the payment
error rate exceeded the national per-
formance measure in the subject fiscal
year.

(2) The following criteria shall be
used to assess and evaluate good cause
in conjunction with the appeals proc-
ess, and to determine that portion of
the error rate/liability attributable to
the uncontrollable effects of a signifi-
cant circumstance beyond the control
of the State agency, other than those
set forth in paragraph (e)(7)(i)(E) of
this section: Geographical impact of
the significant circumstances; State ef-
forts to control impact on program op-
erations; the proportion of food stamp
caseload affected; and/or the duration
of the significant circumstances and
the impact on program operations. Ad-
justments for these factors may result
in a waiver of all, part, or none of the

error rate liabilities for the applicable
period. As appropriate, the waiver
amount will be adjusted to reflect
States’ otherwise effective administra-
tion of the program based upon the de-
gree to which the error rate exceeded
the national performance measure.

(ii) Adjustments. When good cause is
found under the criteria in paragraphs
(e)(7)(i)(A) through (e)(7)(i)(E) of this
section, the waiver amount may be ad-
justed to reflect States’ otherwise ef-
fective administration of the program
based upon the degree to which the
error rate exceeds the national per-
formance measure.

(iii) Evidence. When submitting a re-
quest to the ALJ for good cause relief,
the State agency shall include such
data and documentation as is nec-
essary to support and verify the infor-
mation submitted in accordance with
the requirements of paragraph (e)(7) of
this section so as to fully explain how
a particular significant cir-
cumstance(s) uncontrollable affected
its payment error rate.

(iv) Finality. The initial decision of
the ALJ concerning good cause shall
constitute the final determination for
purposes of judicial review without fur-
ther proceedings as established under
the provisions of § 283.17 and § 283.20 of
this chapter.

(8) Determination of payment error
rates. As specified in § 275.3(c), FCS will
validate each State agency’s estimated
payment error rate through rereview-
ing the State agency’s active case sam-
ple and ensuring that its sampling, es-
timation, and data management proce-
dures are correct.

(i) Once the Federal case reviews
have been completed and all differences
with the State agency have been iden-
tified, FCS shall calculate regressed
error rates using the following linear
regression equations.

(A) y1′=y1+b1(X1¥x1), where y1′ is the
average value of allotments overissued
to eligible and ineligible households; y1

is the average value of allotments
overissued to eligible and ineligible
households in the rereview sample ac-
cording to the Federal finding, b1 is the
estimate of the regression coefficient
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regressing the Federal findings of al-
lotments overissued to eligible and in-
eligible households on the correspond-
ing State agency findings, x1 is the av-
erage value of allotments overissued to
eligible and ineligible households in
the rereview sample according to State
agency findings, and X1 is the average
value of allotments overissued to eligi-
ble and ineligible households in the full
quality control sample according to
State agency’s findings. In stratified
sample designs Y1, X1, and x1 are
weighted averages and b1 is a combined
regression coefficient in which stratum
weights sum to 1.0 and are proportional
to the estimated stratum caseloads
subject to review.

(B) y2′=y2+b2(X2¥x2), where y2′ is the
average value of allotments
underissued to households included in
the active error rate, y2 is the average
value of allotments underissued to par-
ticipating households in the rereview
sample according to the Federal find-
ing, b2 is the estimate of the regression
coefficient regressing the Federal find-
ings of allotments underissued to par-
ticipating households on the cor-
responding State agency findings, x2 is
the average value of allotments
underissued to participating house-
holds in the rereview sample according
to State agency findings, and X2 is the
average value of allotments
underissued to participating house-
holds in the full quality control sample
according to the State agency’s find-
ings. In stratified sample designs y2,
X2, and x2 are weighted averages and b1

is a combined regression coefficient in
which stratum weights sum to 1.0 and
are proportional to the estimated stra-
tum caseloads subject to review.

(C) The regressed error rates are
given by r1′=y1′/u, yielding the re-
gressed overpayment error rate, and
r2′=y2′/u, yielding the regressed under-
payment error rate, where u is the av-
erage value of allotments issued to par-
ticipating households in the State
agency sample.

(D) After application of the adjust-
ment provisions of paragraph (e)(8)(iii)
of this section, the adjusted regressed
payment error rate shall be calculated
to yield the State agency’s payment
error rate for use in the reduced and
enhanced funding determinations de-

scribed in paragraphs (d) and (e) of this
section. Prior to Fiscal Year 1986, the
adjusted regressed payment error rate
is given by r1″. For Fiscal Year 1986 and
after, the adjusted regressed payment
error rate is given by r1″+r2″.

(ii) If FCS determines that a State
agency has sampled incorrectly, esti-
mated improperly, or has deficiencies
in its QC data management system,
FCS will correct the State agency’s
payment error rate based upon a cor-
rection to that aspect of the State
agency’s QC system which is deficient.
If FCS cannot accurately correct the
State agency’s deficiency, FCS will as-
sign the State agency a payment error
rate based upon the best information
available. After consultation with the
State agency, this assigned payment
error rate will then be used in the
above described liability determination
and in determinations for enhanced
funding under paragraph (d) of this sec-
tion. State agencies shall have the
right to appeal assignment of an error
rate in this situation in accordance
with the procedures of part 283.

(iii) Should a State agency fail to
complete all of its required sample
size, FCS shall adjust the State agen-
cy’s regressed error rates using the fol-
lowing equations:

(A) r1″=r1′+2(1–C)S1, where r1″ is the
adjusted regressed overpayment error
rate, r1′ is the regressed overpayment
error rate computed from the formula
in paragraph (e)(8)(i)(C) of this section,
C is the State agency’s rate of comple-
tion of its required sample size ex-
pressed as a decimal value, and S1 is
the standard error of the State agency
sample overpayment error rate. If a
State agency completes all of its re-
quired sample size, then r1″=r1′.

(B) r2″=r2′+2(1–C)S2, where r2″ is the
adjusted regressed underpayment error
rate, r2′ is the regressed underpayment
error rate computed from the formula
in paragraph (e)(8)(i)(C) of this section,
C is the State agency’s rate of comple-
tion of its required sample size ex-
pressed as a decimal value, and S2 is
the standard error of the State agency
sample underpayment error rate. If a
State agency completes all of its re-
quired sample size, then r2″=r2′.
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(9) FCS Timeframes. FCS shall deter-
mine, and announce the national aver-
age payment error rate for fiscal year
within 30 days following the comple-
tion of the case review process and all
arbitrations of State agency-Federal
difference cases for that fiscal year,
and at the same time FCS shall notify
all State agencies of their individual
payment error rates and payment error
rate liabilities, if any. The case review
process and the arbitration of all dif-
ference cases shall be completed not
later than 180 days after the end of fis-
cal year. FCS shall initiate collection
action on each claim for such liabil-
ities before the end of the fiscal year
following the end of the fiscal year re-
porting period in which the claim arose
unless an administrative appeal relat-
ing to the claim is pending. FCS is not
bound by the timeframes referenced in
this subparagraph in cases where a
State fails to submit QC data expedi-
tiously to FCS and FCS determines
that, as a result, it is unable to cal-
culate the State’s payment error rate
and payment error rate liability within
the prescribed timeframe.

(10) Interest charges. (i) To the extent
that a State agency does not pay a
claim established under § 275.23(e)(5)
within 30 days from the date on which
the bill for collection (after a deter-
mination on any request for a waiver
for good cause) is received by the State
agency, the State agency shall be lia-
ble for interest on any unpaid portion
of such claim accruing from the date
on which the bill for collection was re-
ceived by the State agency. This situa-
tion applies unless the State agency
appeals the claim under part 283 of the
regulations. If the State agency agrees
to pay the claim through reduction in
Federal financial participation for ad-
ministrative costs, this agreement
shall be considered to be paying the
claim. If the State agency appeals such
claim (in whole or in part), the interest
on any unpaid portion of the claim
shall accrue from the date of the deci-
sion on the administrative appeal, or
from a date that is one year after the
date the bill is received, whichever is
earlier, until the date the unpaid por-
tion of the payment is received.

(ii) If the State agency pays such
claim (in whole or in part) and the

claim is subsequently overturned
through administrative or judicial ap-
peal, any amounts paid by the State
agency above what is actually due
shall be promptly returned with inter-
est, accruing from the date the pay-
ment was received until the date the
payment is returned.

(iii) Any interest assessed under this
paragraph shall be computed at a rate
determined by the Secretary based on
the average of the bond equivalent of
the weekly 90-day Treasury bill auc-
tion rates during the period such inter-
est accrues. The bond equivalent is the
discount rate (i.e., the price the bond is
actually sold for as opposed to its face
value) determined by the weekly auc-
tion (i.e., the difference between the
discount rate and face value) converted
to an annualized figure. The Secretary
shall use the investment rate (i.e., the
rate for 365 days) compounded in sim-
ple interest for the period for which the
claim is not paid. Interest billings shall
be made quarterly with the initial bill-
ing accruing from the date the interest
is first due. Because the discount rate
for Treasury bills is issued weekly, the
interest rate for State agency claims
shall be averaged for the appropriate
weeks.

(11) Suspension and waiver of liabilities
for investments in program management
activities. In connection with the settle-
ment of all or a portion of a QC liabil-
ity for FY 1986 and subsequent QC re-
view periods, the Department may sus-
pend and subsequently waive all or
part of a State agency’s payment error
rate liability claim based on the State
agency’s offsetting investment in pro-
gram management activities intended
to reduce errors measured by the QC
system. A State agency may submit a
request to the Department for review
of planned investments in program
management activities intended to re-
duce error rates as part of a proposed
settlement of all or a portion of a QC
liability at any time during the QC li-
ability claim process.

(i) The State agency’s investment
plan activity or activities must meet
the following conditions to be accepted
by the Department:

(A) The activity or activities must be
directly related to error reduction in
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the ongoing program, with specific ob-
jectives regarding the amount of error
reduction, and type of errors that will
be reduced. The costs of demonstra-
tion, research, or evaluation projects
under sections 17 (a) through (c) of the
Act will not be accepted. The State
agency may direct the investment plan
to a specific project area or implement
the plan on a statewide basis. In addi-
tion, the Department will allow an in-
vestment plan to be tested in a limited
area, as a pilot project, if the Depart-
ment determines it to be appropriate.
A request by the State agency for a
waiver of existing rules will not be ac-
ceptable as a component of the invest-
ment plan. The State agency must sub-
mit any waiver request through the
normal channels for approval and re-
ceive approval of the request prior to
including the waiver in the investment
plan. Waivers that have been approved
for the State agency’s use in the ongo-
ing operation of the program may con-
tinue to be used.

(B) The program management activ-
ity must represent a new or increased
expenditure. The proposed activity
must also represent an addition to the
minimum program administration re-
quired by law for State agency admin-
istration including corrective action.
Therefore, basic training of eligibility
workers or a continuing corrective ac-
tion from a Corrective Action Plan
shall not be acceptable. The State
agency may include a previous initia-
tive in its plan; however, the State
agency would have to demonstrate that
the initiative is entirely funded by
State money, represents an increase in
spending and there are no remaining
Federal funds earmarked for the activ-
ity.

(C) Investment activities must be
funded in full by the State agency,
without any matching Federal funds
until the entire investment amount
agreed to is spent. Amounts spent in
excess of the settlement amount in-
cluded in the plan may be subject to
Federal matching funds.

(ii) The request shall include:
(A) a statement of the amount of

money that is a quality control liabil-
ity claim that is to be offset by invest-
ment in program improvements;

(B) a detailed description of the
planned program management activ-
ity;

(C) planned expenditures, including
time schedule and anticipated cost
breakdown;

(D) anticipated impact of the activ-
ity, identifying the types of errors ex-
pected to be affected;

(E) documentation that the funds
would not replace expenditures already
earmarked for an ongoing effort; and

(F) a statement that the expendi-
tures are not simply a reallocation of
resources.

(iii) The State’s and the Depart-
ment’s agreement to settle all, part, or
none of the QC liability claim under
this paragraph is final and not subject
to further appeal within the Depart-
ment. An agreement to settle all or
part of a State agency’s QC liability
claim will result in suspension of the
claim for the specified amount, pend-
ing the State’s satisfactory completion
of the initiative or action taken by the
Department under the provisions of
paragraph (e)(11)(vi) of this section.

(iv) The State agency shall submit
modifications to the plan to the De-
partment for approval, prior to imple-
mentation. Expenditures made prior to
approval by the Department may not
be used in offsetting the liability.

(v) Each State agency which has all
or part of a claim suspended under this
provision shall submit periodic docu-
mented reports according to a schedule
in its approved investment plan. At a
minimum, these reports shall contain:

(A) A detailed description of the ex-
penditure of funds, including the
source of funds and the actual goods
and services purchased or rented with
the funds;

(B) A detailed description of the ac-
tual activity; and

(C) An explanation of the activity’s
effect on errors, including an expla-
nation of any discrepancy between the
planned effect and the actual effect.

(vi) Any funds that the State agen-
cy’s reports do not document as spent
as specified in the investment plan
may be withdrawn by the Department
from the reduction in QC liability. Be-
fore the reduction is withdrawn, the
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