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- The Pell ‘Grant Quality Control Study of 1982{83, the third stage of a

contract with¥ the Department of Education, is designed to identify-

' program-error fate, to measure the impact of increased validation activity,

and to propose corrective aétions that might further alleviate the misallo-
cation of program, funds. '

A nationally ‘representative sample of approximately 4,000 students was
drawn from a stratified random sample of 317 participating institutions.
The upward trend in error between 1978-79 and 1980-81 has been turned
around. However, findings suggest that overall error in the Pell Grant.
program remains high. Pell Grant recipients in 1982-383 were granted $129,
or 13 percent, more than they should have ‘been. Both student and
institutional error dropped between 1980-81 and 1982-83. Net overall error
per recipient, net student error per recipient, and net institutional error
* per recipient were down 24, 9, and.49 percent respectively froth the 1980-
31 levels. The conclusion is that one or more of the elements of corrective
action and regulatory change implemented by the Department of Education
since 1980-21 have been successful in reducing but nq& eliminating error.

Thip study confirmed that institutions did a relatively’ go'gd job of carrying
out the revised validation requirements for the Pell Grant program in 1982-
83. That work is reflected in a significant reduction (58 petcent or $22 .
million) in the amount of net AGI error when the application accurately .
represented dependency status and produced validation of income from the
proper person(s). Further, students selected for validation showed a
markedly higher likelihood to.change their application in ways that would
decrease their - eligibility than did those not selected for validation.
Savings in addition tq those measured by the  study accrue from the
deterrent effect of the threa®™f validation on the false filing of applica-
tions by ineligible students. However, the data also show that the revised
validation requirements, whighy/did not adequately address cases where the
dependency status was incorrect, failed to alleviate the® problem of
improper self-classification of students as independent.

. Several corrective action altem;s are'pr_esem;ed"as a means of further
- reducing program-wide error in general and student error in particular.
These corrective actions are focused on reducing the $129 average error.
Resulting savimgs and benefits can be reprogrammed to increase thegi;
maximum grant size, to provide for more reasonable levels of administsa-
tive allowances, or to reduce the Federal deficit..’
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‘ and the Executive Branch

‘U.S. Department of Educatipn contracted with Advanced Technology, Inc., of .Vchean

- T - . y % - EY
Background . o 5 S,

Since its 1nceptlon in the 1973- 7# academlc year, the Pell Grant Program--known
as the Basic Educational Opportunlty Grant (BEQG) Program until 1981--has
expenenced significant growth in the number of students served and dollars expended,
gomg from 185,000 recipients of $50 million .in the initial year to an estimated 2.53
million rec1p1ents and $2 425 billion m 1982- 83 Along w1th that growth has come an -
}ncreasmg concern about the 1ntegr1ty of the program Pell Gra.nts represent a
substantlal portlon of the Departinent of Education's. budget, are received by a large
"number of participants, and thus have a high degree of VlSlblllty in both the. Congress

Over the years, a number of steps have been taken by the Offlce of Student

Financial Assistance to enhance the quality of Pell Grant delivery, including: .

° Comprehensive co'nputer edits of application data

e Selective validation of appucatlon data by financial aid admnustrators

e  Data matches with other Federal sources of fmanc1al 1nformatxon ’

e . Expanded use of program rewews and fmanmal aud1ts |

g Continued, training opportunlt:es for 1nst1tutlonal imancné‘l aid and fle"al\
personnel R : . . :

e  Periodic rede51gn of the Pell Grant apphcatxon form and 1nstructlons, |

including extensive field testing

° Several studies of program admlnxstratlon (“tarvets of opportumty") both
internal and exterpal to the Department of Educat1on )

® - Increased awarehess of the 1mportance of quahty control among Depart-
ment of Education employees . ) . Lo

° The inclusion of quality control requ1rement§ in contracted work reTatxng
to the Pell Grant Program . .

®.

Expanded use of technology to 1mprove both the speed and accuracy of -
proceSsxng. . _ _ .

]

. . . .v ' . . ; ! )
In September, 1980, the Office of Student Financial Assjstance (OSFA) of the

< . \
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" to determine ehglblhty and award calculation @

Westat, lnc., of vakvrlle, ‘

‘Vlaryland, has served as a subcontraCtor to Adva i ‘Technology throughout the study.”

“ e = ’ . ¢
o

During, Stage, One of the study--the fx year of the contract (1980-81)--

Advanced Technology and Westat examined agg nal sample of Pell Grant recipients

e Westat drew the national sample
of 4,500 recipients and interviewed them and the1r parents about their ehgrblhty and
financial situation, examining documentation at the same time. ‘Advanced Technology
staff visited the institutions attended by these students, gxamined the records on the
students and any supporting documents on file, and interviewad the financial "aid
administrators. This same data collection procedure ‘was followed in Stage Three--the

third year of the contract (1982-83)-~and is described below. ' ”
- ' <

The Stage One study determined program-widea_rates of discrepancy between

" actual awards and what should have been awarded according to program rules and the

documents examined. - These discrepancies were then allocated to institutions,

recipients or the1r parents, and application processors. Qnv' the basis of these

. discrepancy rates, the study identified error-prone groups of rec1p1e\nts. Finally, Stage,

One suggested feasible corrective management activities to reduce error rates for

\

every area in which error rates were excessive.
AR

N—

During Stage Two (October, 1981 to December, 1982), Advanced Technology
began'the design of a quality control system for the Pell Progra\m and performed some

error analyses and prepared corrective action recommendations for specific features

»

of related student aid programs. . - ’ C ' -

- . . H

] -

' Stage Three of the study (1982-83) has essentially been a replication w1th
slgmhcant improvements of Stage One, with the addmonal objectlve of determmmg
changes in program error over time, especially changes potentially brought about by
the expanded validation requirement. Stage Three also included an assessment of the
degree to which institutions were fulfilling their responslblhtles with regard to—that
expanded vahdatlon requirement. . : : e
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COPIES of the threE-volume, firal report for Stage Tht-ee "will be avallable

through Educational Resaurces Informatxon Clearinghouse (EQIC) as was done for the
three-volum)e, final report from Stage One.
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. ‘ .2 _
ER METHODOLOGY
’Sources of Data o ‘ _ .

“In the fall of l982 Advanced Technolog)/ and Westat selecte 317 1nst1tutxons
partxcxpatmg in the Regular Disbursement System for inclusion in the study. A random -
sample of 1nst1tutions, stratified by type and control and geographxcally clustered, was
used for the study. The geographxc cluster .technique was used to expedite data:
collectxon and mlmmxze study costs. An additional sample of students attending
Alternate Disbursement System 1nst‘ltutions was also selected on a simple random
sample basis. Upon selection of the institutions, Advanced Technology field staff
visited each institution during a .four week period and selected the student sample and
assessed 1nst1tutlonal compliance with new val1datxon requxrements.

.

.

*Two control groups, one from among only sampled institutions and totaling about
- 800 recipients, and ‘one from among all 1nst1tutxons and ‘totaling about 10,000
recipients, were drawn to test for experimental bias. The ﬁrst group was used to
" determine ‘if :the correctxons behavior of unsampled reciplents at sampled institutions
was any different than that of sampled recipients. The second group was used both to
'augment the first' group and to determine if ‘the corrections behavior of recipients at
sampled 1nst1tutxons was any different than *that 6f recipients at unsampled
1nst1tutxons. : . : : ~ . ) -

4 N\ »
4 i
-

The data.for Stage Three were collected from several sources, including:

¢ .

-

Institutional Questionnaires
e  Student: Record Abstracts '

° Instxtutxon Control Group Forms ’ . , A .
e Student Interviews S - o _. .
o . Parent Interviews ’ ' ‘ , _

j ‘ [ . . 2-1 — % - ‘d'mf ;
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< - .

*,



student and parent interview data during a comparable, but somewhat longer, period.

- . . . . | : »@'
; . IRS Tax Returns o o . ) ) ‘;‘ ~ o
‘ o F1nanc1al Instltutlon Records - " . ‘ . o T .
g e Tax Assessor Records ) N\J. ’ - ' 3 1

° Computed Applicant Records of Student Aid Report
. . - N * )

. - "
- y

. .

Advanced Technongy field staff collected the first three documents during v151ts to
each sampled institution durmg the spring of 1983. Westat interviewers collected the

"I addmon, they collected the needed releases for the tax. returns, financial institution

records, . aid ‘tax assessor records at the t1me 'of interview. The computed applicant
records were obtalned d1rectly from the Pell Grant central processor. . .

Data from all ning¢ sources were cleaned through a series’ of manual apd
computer edits and "marginal" tabulations to identify 1llog1cal values. The seven files °
with student and parent *data (all except the Instltuhonal Questlonnalre and the

~Institution Control Group) were then merged by ‘a complex process to prepare for "best -

value" selectlon. After determ1n1ng the most appropriate dependency status for each

- case, the computer program developed for thlS purpose selected the best available

]

value for each data element used to determlne the Pell Grant. "Best value" was
determlned by a detalled set of priorities agreed to in advance. In each instance, the
most highly documented source of that. partlcular data element available to the study

was assigned the hlghest priority. o . . b

-

The best value selections were then used to. recompute the Student Aid Index for
each case. That index was then used, in conjunction with the best values for cost of

“attendance, eli ibility, and enrollment status, to co ute the most correcs Pell Grant _
g "lP

award. -That most correct award was then compared to the award amount pa1d or
scheduled to be paid, with any difference being labeled as the paﬁment error-for that

Mean error per recipient and mean error per recipient with error were then

particular case.

. 3 .
A\ ] -

calculated for the sampled recipients and program-wide error was ext«rfpolated from
these mean values. All data were adjusted for nonresponse.

: 1
Further analysis was performed to ide‘tify.specific sources of error reflected in

- - 2-2 B
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sources of error were also made. o -

- /// 5

.
a

" the aggreéafe data. Specifically, progr\am error was categorized»intc;\:\'. {

. .

» . Al s,
" - Student error . J
o * Institutional error

Each of these was. in turn decomposed into types or sources of error-that contribute to

‘the total. Program-wide estimates of error attributable to the various types and

AN

-

, A more detailed description bf the methodology. used is found in Quality in the .
Pell Grant Delivérx System: Volume 3, Procedures and Methods. - - N
. . * S i

Limitations o ] ' PR

]
. ’ ~ N
There will undoubtedly be a great temptation to attempt direct comparisons
between the results of the 1982-83 Pell Grant Study and the findings of studies which
preceded it, espegially the 1980-81 assessment it was designed to replicate. Such -

comparisons should\be done with extreme cautioh, however, for a number df reasons, _.

The first limitation to comparison is that the program legislation/regulations

underwent some changes between the two years under study. Those aspects of change

that could, and probably did, influence the reslts to some unknown degree are as

' -~

follows: L. .

° Social Security and VA Educational Benefits becarne, for 1982-33 only, a
: direct adjustment to the Pell award, rather than being used as elements in
*  the Student Aid (formerly Eligibility) Index computations. .
|
A e - For 1982-83, deperdent student estimated®ncome was used instead of the
- previoys year's incofme when the estimate was less than 60 percent of the
_previous year's reported income.

° The maximum award for each 1982-83 was $1,800, compared to $1,750 in
1980-81, thus expanding the potential impact of error in maximum grant

cases by $50 each. - _ ' L (

® Thg Student Aid Index computation formul® was chanéed ‘with regard to
Standard Parental Contribution from Income, moving from a flat 10.5
pTrcent "taxation" rate in '1980-81 to . a progressive "taxation" rate

{ - : Lo

p ‘ . e .
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. j\. * “+_ ranging from 11 to’25 percent in 1982-83; this increased the impact of ’

misreported income on the Aid Index and, consequently, on the Pell Grant
award amount determmed to be in error.

e Institutions were permltted td use average costs for tuition, fees, and
-, 1nst1tutlon-prov1ded rdom and board, rather than the actual charges
required in 1980-81. : . - :

) The Statemeht .of Educatignal Purpose (SEP) was prlnted directly on the
institutional copy of the Student Aid Report, to lessen the hkehhood of
overlooking the submlsslon of that required document.

The second' limitation to comparison results from continued exoansion of the
program funding and participation. All-aggregate dollar differences must be viewed
carefully because there is a different base for the two years. For example, program-
wide estimates of error for 1982-83 are based upon 2.53 million Pell recipients, 7
percent more than the 2.36 million in the 1980-81 stqu. Thus, the $650 million
estimated absolute case'error (the sum of the absolute values of both overawards and
underawards of more than %2 per case) for 1980-81 would have been approximately
$695 million had the number of recipients in 1980-81 been comparable to the 1982-83
participant level. For this reason, mean error per re'cipientv and mean error per
recipient with error, along with the‘percent ‘of cases with error, are the most

‘ meaningful and accurate bases for comparisons with results of previous studies.

The third limitation is the sto'dy design and methodology used. Although there
are many similarities in methodology, especially between 1980-58/1 and 1982-83, there :
were some important enhancements, made for 1982-83. More experienced and

knowledgeable persofnel were used to abstract student records at institutions, using an
s expanded data collectfon instr

ent. More effort was made to obtain official copies”
of IRS returns, especially from “the parents of applicants‘_ filing as independ'ent
students. Student and parent intervidwers were more experienced (many were
repeaters) and presumably more adept at erreting out confirmihg;or conflicting data
* during the course of the interview:. More sensitive best value selection methods were
A used. Thus, we were probably more successful in 1dent1fy1;’g dxscrepanc1es in 1982 83

| than in any previous study. ) ‘
Flnally,ﬁ:omparablhty is hmlted by env1ronmental changes beyond the boundaries
r»\of the Pell Grant program or the quality co@ol study. For example, tax law changes
between the two years created an exclusion for interest income in 1981, which made it

i

s = .
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. ‘

: (

more likely \for’ epplicants

application.

The reductions in

\o\u:derreport nentex‘able income on their 1982-83

cial -Security ®ducational benefits, and applicant

- yncertainities as to what their reduced benefits would be, may have caused fnore

apphcants to overstate the1r 3551stance from this source than they would . have
otherwise. Additionally, there may have been any number of economic conditions that
caused apphcants to behave differently ltL\_I 9§2 83 than in 1980-81. .

.

-*>

-

These points do not make the 1982-83 results any less meamngful but they do

. suggest the need for caution in interpreting any comparlson of those results with the

results of previous studies. ’ _ ,‘ ~o

‘One additional po{ht should be consid‘ered in interf)reting the findings. Estimates
of error are based on data collected during the spring. There is the possibility that
institutions will correct some errors during the normal end-of-the-year self-correction
However, the 1980-81 BEOG Quahty Control
Study suggested that the net effect of these self-correctxons on estimated program-

(reconcmatmn of accounts) process.

wide error is minimal.
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J FINDINGS
" The findings of the 1982-33 study will be cons1dered in three part,s, overall error,
student .error, and 1nst1tutlonal error. For purposes of this study, ‘error has been
defined as it was in 1980-81, i.e., a discrepancy of more than two dollars (m either
direction) between the award amount paid of scheduled to be paid at the time of data
collectlon and the award amount computed with the’ best values described in the
- methodology section. The Glossary of Terms prov1ded in the Appendlx defines all
- error terms used in th1s study. , . o L
Overall Error | ‘
. The followxngﬁ’statements ;ummarlze the flndlngs related to overall program- . )
wide estimate of error in the 1982-83 Pell Grant Program. :
- _ . 4
[ Absolute case’ error (adding underawards and ‘overawards: together) is.
) estimated to. be $605 million, or 25 percent of the dollars awarded in the,
y program. ¢ e
e  Absolute case error averages $239 per recipient. I
. Net case- error (allow1ng overawards to be offset by underawards) is
2 . . estimated to be $326 million, or 13 percent of the dollars awarded.
° Net case error averages $129 per rec1p1ent. |
) About 63 percent of all eases have award error\{eyond the §2 to\lerance
level.
. R ' J -
e °  Absolute (%\al error, which does not allow student and 1nstltutlonal errors
in the sam& case to offset each other, is 5649 mllllon, or 27 percent of -
total | program expenditures.
° Net total error, where student and 1nstltutlonal error can offset each ,
other, is $316 million, or, like net. case error, 13 percent of program
. expendltures., o ce -~ :
° Total veraward error - is est1mated to be $482 mllllon, whlle total- _, .
underaward error is-$166 mllllon. - - .

‘ | T 31 w\b‘- CoAL ' ™ Advanced ) :
\‘l\‘ .‘ }, ; - . lzi'” Ak‘fﬂm\‘ = .
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. Case rows of each grid. =~ ., -

L

Case overaward error is estimated to be. $465 million, while case
underaward error is $139 million. ' : .

[

:These and other overall error find‘%ngs are preéen‘ted in Table 3-1, on the Total and
[ s

Y

&

Student Error

-

o In deye_loping corrective actions, it is imp,ortant 10 identify the source of the
error. The student component of overall error is that which is atfributable to
discrepancies in application values submitted by students and/or tﬁeir parent(s). Key \

findings in this area are the following: ~ * = )

The program-wide estimate of student error is $328 millioh, composed of
$272 million in overawards and $55 millian in underawards.

-

e Absolute student egrbr per recipientﬁverages $129.

e ' The program-wide estimate of net student error is $217 million.
L e - ‘Net student error per recipient a\)érages $86. o
e Student error is present in 39.4 percent of all recipients, 30.6 percent of

. the time involving an overaward, and 8.8. percent of the time involving an
'underaward. ' . o

3

.. - - Tobe most meaningful, student error neeés to be further decomposed to identify

i’thé 'fypes of Sfudérit_errorfhat are most prevelant. The following points highlight the

're.s:uit's presented in Table 3-2 regarding the types of student error that were
identified. S

3

The most costly student error type is attributable to improper income and
.. asset reporting associated with error in dependency status. This
. Dependency Status_ error totaled an estimated $64 million of net ‘errgr.
Most of these cas#§, which were of low frequency but high dollar impact,
- were students clgéming to be independent. when they did not, based upon
best. values, qualify. Only a small proportion were independent students

claiming to be dépendent.

Other Nontaxable Income discrepancy is the second most costly itet of net
_student "error, totaling $46 wmillion. Of that total, unemployment
.+ compensation, child suppart, -other welfare benefits, and excluded interest -
C.are the .most significant contributors, in that order. .Excluded interest

. -
LY . '.. - . . . :

”,. . . : - o '
S 3-2,'
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A SUMMARY OF AMOUNTS AND RATES OF ERROR

-2

- TABLE 3-1

SAmount of Pell awards is $2.% billion for 1982-83,

bError Is defined as a discrepancy of plus or minus $2 from the best award.

14

1~ Advance.
Technol

Sl . il ' \ .
. 1)
» - ABSOLUTE ERROR . v NET ERROR
. ' - , - Mean - | . Mean
- Mean Error per ! Mean . Error per
Program-Wide Estimate Ervor per ;:ues ‘Recipient - Mr_am—'lde Estimate  Error pes Cases Recipient
(% of Reciplent W/Erro®  W/Error % of leciplent W, W/Error
Error ($ Miltions) Avrdej)‘ . [4)) (%) ® Brror “($ Milions) A( d ) %) 9 .
i - ' . I : .
Institutional 321 ' 13 127 3.3 379- Institutional 99 - 4 39’ 33.3 17
Student L7 T 129 39.4 328 Student. a7 9 36 9. 27
'TQ_AI ’ 649 27 256 62.7 408 Total 316 : 13 125 62.7 lb”
Case 603 25 239 62.7 38l Case 326 13 129 62,7 ‘ ‘205
{
-, . .
’ OVERAWARD ERROR UNDERAWARD ERROR .
. Mean Error Ervor per
__Program-Wide Estimate Error per Cases Reclpient Mam—'we Estimate Cuu Reciplent
(% of Reciplent W/Brro®  W/Error (% of Rcdg)lm * W/Error
Error (5 Millions)  Awar ) (%) &) Ervor ($ Milfions) Anrdei)- (%). %
Instijutional 210 9 3] 15.7 528 Institutional -1 s -3 17.8 -247
Student - 272 11 IgS 30.6 331 Student =33 2 -22 3.8 -249 .
Total . 482 20 190 4.5 439 Total -166 . 7 -66 21.2 -309
Case 463 19 18% 4.3 (11 Case 5 -139 6 35 21,2 -239 .
' A\
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TABLE 3-2

STUDYNT ERROR BY APPLIC S |

AA'TION ITEMS

Pro&ram-Widg Estimate of
\ Net Award Error

L Application em 1 ($ millions)  Rank
Adjusted Gross Income/Dependency Status* 1 80 -

. Adjusted Gross Income” , L .16 7.
Dependency Status** ‘ | i 64 1
Other Nontaxable Income . 46 o 2 )

: "~ Household Size . - o 34 < 3
Nymber in Postsecondary kQucation B ‘ : 23 - 4
Homne Equity | - " 18 5
Depender_nfStudent's (and Sp@use's) Assets 17 6
Dependent Student's (and §peuse's) Income ' 12 8 .
US. Taxes Paid _ 2 9
Spouse's/Mother's Earned IyCome 2 10 -
Rea! Estate/Investment Eq/ity 2 11 ,
AFDC/ADC ) ~ 2 12
VA Educational Benefits 1 13°
Marital Status (Parent) 1 14
Buainess/Farm Equity ' 1 15
Cash/Savings/Checking 1 16
Medica l/Dental Expenses ' + 0 17 ‘
Applicant's/Father's Earneq Jncome -0 18
Elernentary/Secondary Tuitjon ) -1 19
Matital Status (Student) -~ 1. 20
Social Security Benefits (Pytent) .- 3 21
Social Security Educationa] Benefits | ) - 17 22

— W
*In 1980 - 1981 Adjusted Gross Income/Dependency Status Error were presented
together as Adjusted Gfoss Income (AGI) Error with an explanatory footnote. The
rationale for this was that Dependency Status Error represented use of the
incorrect: AGI and othg¥ application values. In the interest of a greater clarity,
we are presenting AG] Error and Dependency Status Error separately, since they
are, in fact, errors ‘that represent. different problems. For purposes of
?g,g;parison, we have gpown the combined AGl/Dependency Status Error for 1982 - ¥

** Dependency status errgv is computed in the same way ak overall student error (an
approach which is morA accurate but cannot be used with individual application
items). The figure feported here treats dependency status switthers with
SEP/FAT/Invalid SAR efror as ineligible. If they were considered eligible,
dependency status switRher error would be $70 million.
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is the most frequent discrepancy, but avérages less than $180 per case.
“ . Misreported child support, on the other hand, averages about $2,%00 per
case. . L
) The third most costly discrepancy is Househc;ld Size ($34 million), followed i
- by Number in Postsecohdary Education ($23 million), and Home Equity (518
million). , ’
L - S
) Misreporting of Dependent Student's (and Spouse's) Assets accounts for $17 .
" million in net student error. '

& ) Misreporting of Adjusted Gross Income for cases not involving an error in
' . dependency status accounts for an estimated $16 million, which puts that
type of error in seventh place.

*e The only other net student error exceeding $10 million of program cost is
Dependent Student's (and Spouse's) Income, which is estimated to be $12
million in error. - - —

Institutional Error C i .
< t

Institutional error is that which is attributable to discrepancies in determining
student general eligibility, enrollment status, and/or cost of attendance, or an error in
calculating the award amount (including misreading of the payment schedule) or
findings, while Table 3-3 summarizes the institutional error components. The

following points highlight the institutional error which was identified. . 8

° Absolute institutional error is estimated to be $321 million, or
approximately 13 percent of total program expenditures.

) The average absolute institutional error per recipient is $127. '

e  Net institutional error program-wide is $99 million, or about 4 percent of
total expenditures. C ,

. Net institutional error averages $39 per recipient.

. Approximately $210 million of the institutional error is in the form of
overawards, while underawards~account for an estimated $111 million of
the total. n

. Institutional overawards constitute 15.7 percent of the cases, whereas 17.8

percent of the cases are underawards; however, the average amount of the .
overaward error is more than twice that of the average underaward.

»
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TABLE 3-3

COMPONENTS OF INSTITUYYIONAL ERROR !

ABSOLUTE ERROR o | — NET ERROR :
Mean Error  © * Program- ool Mean Error Program-
, Mean Ervor  per Recipient Vide Cases Meay Krror. © per Recipient Wide
per Reciplent W/Error Estimate = W/Error pér Retfplent’ W/Brror Estimate
' : , ) 0) (§ wiglons) - (%) Y ® - (§ Mitlions)
Eligibility Ecror 6 . 1,078 BTV S 52 i % 1,078 182
Insufficient Program Length e ' 2 B A .03 . v 74 JENR .
3 ‘ Nondegree Program ' ' 3 1,051 ' 1A .49 5 1,051 o ‘ IJJ
I l‘jbt Parent Institution \ 2 - 1,018 3 - -él ) 2 1,018 b
DefauitonLoan -~ e 305 Ao ¢ 03 .
Less Than Half Time . e 601 1 .09 ’ © 601 1
Unsatisfactory Academic Progress 2 636 . - 3 o .33 2, 656 o 6 .-
¥  Invalid SAR T | 3 i) s . 3
< . NoStatement of Educational Purpose ) 1,043 10 .39 oo Y Lo 10 '
« - No Financial Aid Transcript Y 1,168 .9 - 3.2 " a7, 1,168 .95 .
No SAR in File . 2 ¥ 1,725 A Jd0 2 . T 1,723 ’
Has Bachelo:.'s Degree®* V N - éﬂ-\ . - I"v ’ -- - |
" Nota Citizen or Eligible Noncitizen** - ,"‘*f’ , el . - .~ - .-
Disbursement Error o 255 198 ' wgo:2 - A5 -50 a8 o
Cost of Attendance Esror 19 180 G _10.8 SEY I -6 -21
Enrollment Status Error 33 . - 260 . "7' 22.) Jdé l <71 -39
Calculation/l\ccountlng(’ Error ) 22 ‘ 182 » 12,3 9 _ 7 .3

saThere were no instances of these errors in the sample used:

.. 18 | T

#Less than $1.
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. c} - ) 3 ) .
e - The most prevalent form of institutional discrepancy is Enrollment Status
error, estimated to constitute $147 million of absoluté program-wide error
and more than 22 percent of the cases. - :

) Calculation and accounting discrepancies are the second most frequent
occurrences, rgpresenting slightly more than 12 percent of the cases and an
estimated $57 million of absolute program-wide error.

° Cosg of Attendance error accounts fdr'abouf $49 million of absolute
-program-wide error and about 11 percent of the cases. -

° The only other type of institutional error that involves more than 1 percent
of the cases with error is the absence of the Financial Aid Transcript,
which occurrs in 3.2 percent of the cases. If each of these awards is .
considered ta be entirely in error, the program-wide cost is estimated to be
$95 million, or the second most expensive institutional error found. -

‘o Other than FAT error, very little disérepancy ;based_upon general eligibility
requirements was found. -

-~

-

It séems advisable vo make a distinction concerriing overall 'institutiqnal error
related {to the absence of the Statement of Educational Purpose (SEP), the Financial
Aid Tlér)script (FAT), or a valid Student Aid Report (SAR) in the institution's record
system. Thus far, all discyssion has considered such cases to have the total amount of
the "award in error. Clearly, the failure to have a valid SAR or SEP on file is a
violation of Prégram requirements. However, it is a procedural error that may not
make the amount of the award incorrect. The error. associated with the absence of a
FAT for a transfer student is more difficult to judge. First, disbursements may be

\ made in the first paymept period without theb FAT in hand, so considering the entire
award in error (as we have done) overstates the case. Second, a high percentage of
r‘ecipients would maintajny their eligibility for the full amount of their otherwise
pirOperly calculated award if the FAT were to be received within that academic year.
The only awards that would be potentially.in error if the FAT were received would be
those made to mid-year transfers who had previously used some of their 1'982-83
entitlement at their previous institution. All other FAT error caSes would have
legitimate awards upon prQsentatidn of the réquired transcript.

>
-

For these reasons, we have provided an additional table which ‘excludes
SEP/FAT/Invalid SAR error Cases. Table 3-1, which has ;l_ready been preseﬁted, tends

. 1o overstate institutional} srror by an amount equal to at least the disbu‘rsements'made
in the first payment period for transfer students. Table 3-4, which presents the same

. L .
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TABLE 3-4 : b

. . '
A SUMMARY OF AMOUNTS AND RATES OF ERROR
TREAﬂNG CASEY VITH SEP/PAT/INVALID SAR ERRORS AS ELIGIBLE .

. : . T . v .
-_ABSOLUTE ERROR™ : . . NET ERROR .
. Mean . Mean
Mean Error per Mean_ Ervor per
v Program-Wide Estimate =~ Ervor per. Cases Reciplent Mm-'ide l’.stlmne Error per Cases  Recipient
(% of Recipient W/EBrrad W . ' (% of. n.clg)lem W/Erro®  W/Error
Eror (S Millions)  Awar ( [T N Error - (5 Millions) A (%) ® |
Tnstitutional W 3 % . 306 281 nstitutional BT 3 S R [ X 7 ;
. o . - ’ . . .
Student 5. s 137 sl 332 Student 21 - 10 - 9 a1 22 |
Total C.osed o em3 23 6l 36 Total . a7 9 B el 1 !
' . . . ' , t . - 3
Case IR 1 Y/ 2t 4 208 6I/2 mJ\ j Case 2 9 .89 el e |
- . . ; . - -~ - H oy : . H
, N— l

OVERAWARD ERROR o UNDERAWARD ERROR
Mean i . B Mean
Program-VWide Estl v Rec Iw Prog 'Id.'e Esti Error Cases l!nt:lplper
am-Wide mate per Cases Iiplent ) ram- mate per ent
, (% of :gflem V/Brro®  W/Error ’ : (g of Bacl(gmt W/Error®  W/Error.:
Error (5 Millins)  Awarded® (8] (%) 8] Ervor £5 Millions) A (%) (®
LI t
1 institutional © 102 L] 40 12.2 331 Institutional -115 5 -46 18.% 248
! ' . . . : N LI ‘ A
Student 288 12 : 11 ' 32.0 355 . - Student 7 2 -23 . 9.1 -250 N
% . ‘ : e
Total ) 390 16 15% 39.1 39% Total .~173 7 . =68 22.0 =310 -
. A . . “r. t. ~— Wit
Case : k7 B 13 187 39.1 375 Case - -145 6 -57 . 2?.0 -261
. " A v Yay
i .

" 8Amount of Pell awards is $2.4 biltion for 1982-83.

I’I!m)r is defined as a‘discrepancy of plus or minus $2 from the best awud.
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information foundgin Table 3-1 excluding cases .with 'SEP/FAT/Invalid SAR error, -
understates the, error to the extent that some (probably few) cases Without an FAT

would prove to have, upon receipt of- an FAT, an incorrect award amount. ' '
& . . !

.
)

One other point of clari’ficatidn shouldsbe made ,regarding these findings. The
tolerance level used to define error, $2 over or under the, correct award, is recognized
as quite Setrm%ent. It is used to enhance cdmparabxhty with pnor findings. However, .

. We have computed alternatxve amounts and rates of,error at various tolerance levels.
“~While the percentage of cases with error is reduced substantially by increasin thei
tolerance level, estimated absolute and net dollar ‘error do not change sxgmﬁcg\tly

These alternate figures are shown in Table 3- 5 which follows.

. R .
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‘TABLE 3-5 | . ,
' - AMOUNTS AND RATES OF ERROR WITH SELECTED
) TOLERANCE LEVELS OF NO ERROR - ‘
Program-Wide Estimate * .. " Estimated Cases
- . Absolute L. Net with Error
R - (§ Millions) ($ Millions) ‘ (%) .
CaseError ($)
- T e e
s 2 - 605 - .32 . 62.7
¥ 25 - 598 T 7320 T .55.8
o ¥Ts0m - 591 318 49.7
+ 100 577 316 42,4
Student Error ($)
+ 2 ‘ 328 ar 39,4
25 323 .22 36.0
¥ 5 318 v 209 . 30,9
¥ 100 307 2077 0 25,8
Institutional Error ($) ' T : : .a
s o2 320 99 | 33.5
£+ 25 318 SN\ 98 - 27.5
+ 50 ... 315 . 99 ' 24.9
100 | 307 100 20.5
‘ .
‘ '
|
L
ﬁ .
* B . - | ‘..“t‘
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wide error attnbuted to use of incorrect Adjusted

4
EFFECTS OF VALIDATION

o

begmnmg in the 1982-83 academic year, OSFA instituted new requxre*nents for
institutional validation of Pell Grant apphcants. The proportlon of students selected"
for vahdatxon rose from less than 10 percent, mostly chosen on the basis of pre-
established criteria or PECs, to more than 60 percent,. 1ncludmg a period of time when
all apparently eligible apphcants were selected. At the same t1me, there was a change
in emphasis of the validation. For most validated students, the institution was
required only to verify 3 limited number of application values with a copy of the tax
return. for the previous year (1981) for independent students or.the parents of
dependent students. For those not ﬁhng a tax return, a signed statement of non-hhng _
was requxred. ' C

Completely. est1mat1ng the savings attributable to vahdatlon is not possxble w1th '

existing data. Savings accrue for several reasons: ' W

’
L)

Ineligible students, knowmg that they may be vahdated, do not apply for a

°
Pell Grant

® Ineligible applicants do not alter their apphcatlons in order to lower their
SAI and ialsely appear to be ehgxble :

® Eligible applicants do not falsely alter their apphcatxons in order to

ay increase their eligibility.
The data base only allows us to measure the second. two components, thus the
following magnitudes should be considered as lower-bound estimates. ' '

The data from the 1980-81 study- pro]ected a substantial $101 million program- .

Gross Income - (AGI) in the
determmatxon of the Student Ehgxbxhty (now Aid) Index. It was noted in the Final ~
Report that this estimate of error consisted of two types, cases where the 1ncorrect_

* AGI for’the correct individual was reported on the application, and cases ‘involving the *

4-1
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) "

use of erroneous AGI (and other application 1tems) because of mcorrect sclectlon of

the proper dependency status category. - > . .
. e : ¢ ) “

ieve greater clarity for the 198‘2-83 data, i® was decided to separate these R

'I'h1s be’tter identifies -

the possible sources of the error anid . provxdes ‘a more prec1se 1nd1catlon of the

To
two components of error that were reported jointly in 1980-81.
effectiveness of validation. By separat1ng mlsreported AGI for cases with proper .
dependency status from those with i 1mproper dependency status, and reconstructing the
same decomposition for 1980 81, the. followlng results were xdentxhed

. .

1930-31

1982-33
| Combined AGI/Dependency - - i T .
Status Error $101 million " $ 80 million
AGI Error (correct dependency : S
‘status selected) .38 million 16 million .-~
Dependency Status Error
(causing wrong AGI to be . .
reported) . 63 million- 64 million

Thus, while validation apparently reduced, by 58 percent, AGI error where the correct
dependency status was involved, the Dependency Status error was relatively unaffect-
ed by the expanded validation requirements. Because the validation procedures for
independent students (who ‘constituted 93 percent of erroneous dependency status
cases for 1982-83) required collection of only -the indepebndent applicant's tax return,
the inappropriateness of a claim of independent status would likely not be discovered
by validation. Had the parents' tax return been' requested, as it was in the 1982-83
study procedures, some 33 percent of the dependency .status errors would have :
probably been d1scovered and corrected. 'I'he balance of such errors appear to result
~from, mlsreportlng of support received from parents or time res1d1ng with parents,
which are hkely not to be discovered by review of IRS forms when the student was not
claimed as an exemption. ' )
The value Jof validation in detectmg errors other than Dependency Status,_

'however, was conﬁrmed. Key f1nd1ngs are: : o o -

.

N
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o

\let AGI error is 81 percent lower among students selected for yahdatlon
and vahdated cou‘npared to those ne1ther selected nor vahdated

.o The vast majorlty of 1nst1tuttons collected the requ1red ver1fy1ng documen-
... tation for their students who were "flagged" for validation by ED. The
*  Federal tax returfi Was the predommant form of documentatlon N
'Validated students were more hkely to Tevise their Adjusted Gross Income
(AGD and. Federal (taxes paid initial application data than. were non--
validated -students.’ Further, those selected for validatign and making
revisions were more- likely to raise their AGI and reduce ‘thejr takes paid--
‘revisions that tend to lower ehglbxhty--than were thos\e not selected for
' vahdatlon ' K .
] Among those reclplents who made correctlons to thelr application, 44
percent of -those . randomly . selected for validation made changes that
--.'deCreased their -eligibility  while only 18' percent made changes that
. increased their e11g1b111ty.; In comparison, of those not selected for
validation only 9 percent-‘made changes that decreaséd . their’ elig'xbility
L _wlnle 44 percent made changes that increased thelr eligibility.

[} . ; :
ThlS' change in correction behav1or, which is counter to the self-lnterest o£ 'the';_

“"applicants, can be attrlbuted primarily .to vahdatlon. )

The changed requ1rements and increased number -of studen%o bé. vah;ated in
1982 83 d1d result in some problems however.‘ Household size, number in college, and
other nontaxable mcome showed mcreases in 'net error per rec1p1ent between 1980 81 -
and 1982 83 of 1 percent, 63 percent, ‘and 114 perCent, respectNely. _These 1tems “wére,
requxred to' be valdlated for those selected for valldatlon m 1980—81, but not in 1982-
83 Also, whlle the. ma]orLty of 1nst1tut;ons collected the: requlred ‘'verifying documents
n 1932 83 most belleyéd that they were unduly. burdened by the changed nature of the
process. ’l'he reasons 'c1ted most often were delays, extra work, o :confuslon due to

-"" PRI
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"RECOMMENDED CORRECTIVE ACTIONS

~

r.l'helgvnajor thrust 'of any” quality control study should be the development of -
corrective actions. These corrective actions should be directed toward ecanomies
_associated with those few items that cause the most error ("the vital few") rather than
the less optimal approach which attempts to coﬂver the ™rivial many" souces of error.
] ‘Volume 2 of the Final Report reviews the role of corrective actions within” the -
context of a quahty ‘control effort, evaluates the apparent effectiveness of prior
corrective actions taken by the Department, and provxdes a series of recommendations
for reducing specxflc application and institutional processing errors, as well as general
. delivery system enhancements. Ten specxﬁc error types, whxch account for a vast
majonty of the student and 1nst1tutlonal errors 1dent1f1ed by the study, were the focus-
of the rec mmendatxons. More broadly-based recommendatxons for improvement were
.dlrect t keeplng error out of the system through s1rnp11fy1ng and improving the
apphcatxon ‘process and through formalizing the role of the institution as the focus of
quality control. The recommendations advanced in Volume 2 are summarized in the
following sections. | -, ' |
- SPECIFIC ERROR CORRECTIVE ACTIONS :

Our specific recommendations are of two types, one to reduce application or

- student error, ‘and another to reduce instituzional error.
Application or Student Error

. 2 : '
In addressing) the six appliGation error areas, two the.gnes were followed:

. w

'3 %Jfargetmg vahdatton tpward the types of students (e.g., fxrst-&hzne indepen-
dent Students under 20 years of age) or types of -error (e.gi¥ihcome) that -
‘% - would have the highest payoff. As discussed in Section 1.1, this is.a form
Lo, of remedial'¢orrective actlons. _ .

l;‘j‘ . ) . : i'
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° Improving the application form by either clarifying definitions (e.3 ey,

ndntaxable income) or requesting clarifying information (e.g., names of
, household members). This is a form of preventatwe corrective actions.

Six recommendatlons address errors made by applicants in completmg their
apphcatlons for Pell Grant assistance. '

)

° Reduce the improper applicant determinath\ of dependency status by
expanded validation of first-time independent™applicants and more strin-
gent documentation requlrements for those validated.

Enhance the accuracy of reporting other income and benefits through '
expanded itemization of the several cdmponents of this application item to
reduce accidental-omissions and modified validation selection criteria to
identify cases where other income sources are suggested by reported data.

° Maximize the accurate reporting of household size by’ requiring ‘that
.applicants list by name, age, and relationship the individuals being included
in household size. The Department should also consider replacing house-
hold size with number of tax exemptlons.

Improve the accuracy in reportmg the number of family members in

~ postsecondary education by including the institution to be attended by the

aforementioned list of family members and clarifying the instructions as to
whether the parents of dependent students who may be attending are.to be
included in the reported number.

° Continue to improve upon the accurate reporting of AGI by encouraging,
but not requiring, the completion of the Federal tax return before

' completion of the Pell application and using more refined vahdatlon
selection criteria to focus upon the most error-prone applicants.

e Maximize the accuracy of reported dependent student income by vahdatmg
each applicant projeqting a drop exceeding 50 percent in income from the
base year to determi e reasonableness of the projection.

. -
Institutional Error

In addressmg the four areas of high institutional error, two other themes were
followed:

~

. Slmphfymg procedures and policies, for exafnple, of enrollmer_\t“status'

regulations and the payment schedule . FoaE S

° Putting more emphasis on the institution as the focus of quality control.

[ " : ¢

-,
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Four recommendations are aimed at th\e reo@cion of institutional processing
error.

$

Ly

° Investigate the feasibility of a date-certain for the determination of Pell
recipient enrollment status, with the institution "held harmless" for
changes of status after. that date each enrollment period, as a means of
reducing the occurrence of erroneous status projections without confirma-.
tion.

° Institute a more structured cost of attendance formula that reduces the
amount of variation occurring from mid-term changes in credit hour load
and room and board arrangements, and investigate the desirability’of
establishing a date-certain for determining the cost of attendance to’be

~ used for a given enrollment period. > .

° Develop an individualized payment schedule for each official Student Aid
Index, to be incorporated on the Student Aid Report, }3} a means of further
reducing the misreading of the current payment scHedule during institu-

. tioq’?} processing. .

° Consider eliminating the current requirement for obtaining a Financial Aid
Transcript (FAT) from each transfer Pell recipient except those transfering
during an award year, as a means of reducing the error resulting from the
unavailability of this document in institutional files; alternatively, consider ;
allowing a "proxy" FAT to document reasonable attempts to decure a
hardcopy transcript.

Implementation Costs and Burdens

All of these recommendations can be implemented by éither ED fdministrative
action or regulatory revision. Most of the proposed corrective actions involve a
decreasedjv, burden or little or no change in the current requirements for all partici-
pants. ' ‘ '

FURTHER IMPROVEMENTS IN THE PELL GRANTDELIVERY SYSTEM
In addition to the preceding ;ecommendations to address specific types of errors
. ° AY .
identified by this study, most of which could be considered short-term actions with
minimal implementation burdens, a number of more broadly based and potentially

longer range recommendations for improving the overall delivery system were also
developed. These proposals also follow from the two sets of themes used to develop

the specific recommendations for application and institutional errors. Furtherinore,

5-3 | A’Advanaéd J
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these broad-based recommendations can be organized around the./tollowing more
general themes:

3

) Keeping error out of the system through simplifying and improving the
application process

) Formalizing the role of the institution as the focus of quality control.

»
-

Recommendations for Keeping Error Out of the Application Process
In this arena, there were five proSpective actions identified as having potential
for improving the accuracy and efficiency of the delivery of Pell Grants to eligible

students. These recommended enhancements were:

/

) Overall simplification of the application form to reduce confusion on the
part of the applicant, perhaps through a technique already field-tested by
the Department and known as the "split form," a separate form and
instructions for dependent and independent applicants in a common packet.

) Modification and possible redefinition of dependency status, primarily
through substituting criteria which ascertain whether the applicant has
provided or will provide his or her own residence and was or will be self-
supporting, rather than the current criterion of not residing with a parent
or being supported by parental resources.

. Simplification of the Family Contribution Schedule through the. deletion
from the Pell formula of financial data elements which are difficult for
applicants to provide easily 'and accurately, difficult to document, and
contribute little to the reliability, sensitivity, and equity of the formula.

) Establishment of a firm cut-off 'date for student-initiated corrections and
the screening of those corrections by a financial aid administrator to
reduce resubmission of data intended to artificially increase eligibility.

. Prohibition of corrections subsequant to completion of validation of
previousty submitted data. S :

Formalization of the Role of the Institution in Quality Control

»

In addition to the specific recommendations regarding simplification of the
application process, an administrative action that form.alizes'the institution as\the
focal .point for quality control is needed. Several steps are desirable if his

- responsibility is to be placed clearly upon the institutions, including:




° Quality control regulations that provide.the necessary authority for dele-
" gating such responsibilities to institutions and require a minimal quahty
control plan to be developed and 1molemented

*

° Incentives for institutions to reduce error and maintain it at an acceptably
low level, perhaps through a-variable administrative expense allowance.

° Substantial levels of technical assistance in the form of a quality zontrol
handbook, inclusion of quality control modules in training programs, and
the availability of quality control specialists to assist schools in developing
and implementing effective qua.{lty control plans.

These further refmements in the dehvery system, in conjunction with ‘the error-
specific recommendatlons advanced in the Final Report, should reduce’ the level of
student and institutional error in the Pell Grant program. The financial aid community.
working as the focal point of quality control should be able to bring about improve-.
ments in quality as has been done in other Federal entitlement programs. The AFDC
error rate has fallen to 7.3 percent from 9.4 percent between 1978 and 1982. For the
1981-82 program year the national overpayment error rate for the food stamps
program was 9.8 percent. . Finally, the Medicaid error rate has been reduced to 3
percent from nearly 7 percent during the 1978 to 1982 time p_efiod. )
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_APPENDIX
GLOSSARY OF TERMS"

P
L4

The use of error terms has been standardized throughout this document. The

definitions of these terms are as follows:

v
~ Overaward

Underaward'’
Student error

Institutional error

Case error*

Case overaward

Case underaward

Absolute case error

Net case error

Total error

Total overaward
Total underaward
Absolute total error

A

'Y

Net total error

amount of award that is greater than its calculation based

on verified values would indicate \
w X

amount of award that is less than its calculation based on
verified data would indicate :

error attributable to discrepancy in application value(s) by

the student or the student's parent(s)

error attributable to 1) discrepancy by institution in
determining student's eligibility, enrollment status, and/or
cost of attendance and/or 2) discrepancy by institution in
calculating or disbursing award '

error in award per recfipient, regardless of the source to
which it is attributable (See absolute case error and net
case error below for further distinctions.)

overaward per recipient or case, regardless of its source

underaward per recipient or case, regardless of its source

case overawards plus the absolute value of case
underawards ]

case overawards minus case underawards

error attributable to students and institutions (See
absolute total error and net total error below for further
distinctions.) . o :

.

$um of institutional and sfudent‘overawards
sum of institutional and student un_derawards A

sum of institutional and student error for overawards plus
the absolute value of the sum of institutional and student
error for underawards ’ y

sum of institutional and student error for overawards
minus the sum of institutional and- student error for"
underawards

*Case error is usually less than absolute total error because of overlapping
contributions of students and institutions to error or because underawards. attributed
to one source may be offset by overawards to another. '

— "34
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