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MODERN INCOME VERIFICATION

Executive Summary

Most U.S. benefits programs are income-based, yet governments still struggle
to verify Americans’ income accurately and efficiently. Fortunately, an update to
existing wage reporting requirements could unlock significant benefits for states
— specifically, enabling them to implement new federal work requirements for
Medicaid and SNAP under the One Big Beautiful Bill Act (H.R. 1) most efficiently,
cost effectively, and accurately.

States already require employers to report quarterly wage data for tax and un-
employment insurance purposes. But this data may be “too old” to be used for
work requirement compliance — forcing states to impose burdensome paperwork
requirements on eligible Americans and/or buy data from expensive private data
brokers.

By switching from quarterly to pay-period income reporting, states can create
automated income verification systems that accurately deliver benefits to eligible
individuals, more effectively prevent ineligible people from receiving benefits, and
cut out paperwork for program enrollees.
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https://www.congress.gov/bill/119th-congress/house-bill/1/text

Modernizing income verification and
automating Medicaid and SNAP work
requirement compliance will:

Cut unnecessary red tape for
millions of Americans;

Save hundreds of millions in
taxpayer dollars in Medicaid and
SNAP program administration
costs; and

Strengthen benefit program
integrity and accuracy.
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State-by-State Impact: Estimated Medicaid
Enrollees Automatically Renewed with
Pay-Period Income Verification

> FL
@ 1.4M+ @® 450K -1.4M @ 350K -450K 225K - 350K
120K - 225K 50K - 120K 25K - 50K ® Under 25K

N/A

Estimated State Expenditure:
Annual Spending on Third-Party Income Data

® $80M+ @ $20M-$80M @ $9M - $20M ® $6M-$9M
$4M - $6M $2M - $4M $800K - $2M $400K - $800K

® Under $400K N/A

Estimated State Savings: Reduced SNAP
Payment Error Rate Costs
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The Problem

A lack of accurate, timely, and cost-effective income verification tools presents
a significant challenge to implementing H.R. 1's new work requirements and lim-
its the ability to automate or streamline other government benefits and services.
Current methods for verifying income are burdensome, incomplete, and expen-
sive. One method is to require enrollees to manually collect and provide pay stubs
or other documentation. However, this creates a time tax, leads to incomplete
applications, requires significant manual processing, and can be vulnerable to
fraud or error.

Another method is to purchase income records from commercial sources, but such
data is very expensive — as much as $15 or more per database check. By one
estimate, federal and state agencies already spend nearly $1 billion each year on
data purchases, and the cost is only rising due to one provider's market power.
Worse still, for the price that agencies pay, these commercial databases are often
incomplete.

The newest method is “consent-based verification,” where the enrollee
provides the log-in credentials for their payroll provider so that the government’s
systems can access their data. This approach provides more convenience than
uploading or processing documents manually, but it remains reliant on the enroll-
ee affirmatively taking steps to provide access. Because this approach still relies
heavily on an individual taking manual action, it has a higher risk for creating con-
fusion or extra steps that mean an income check is incomplete.

Meanwhile, pursuant to the Social Security Act, employers currently submit quar-
terly wage reports directly to state unemployment agencies, who can share the
data with other agencies for safety-net program eligibility checks. However, under
H.R.1, quarterly data may not be timely enough to automate accurate work re-
quirements compliance verification for all Medicaid and SNAP enrollees.
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https://www.theatlantic.com/politics/archive/2021/07/how-government-learned-waste-your-time-tax/619568/
https://static01.nyt.com/newsgraphics/documenttools/fabea14aecf056ed/538c0185-full.pdf
https://lpeproject.org/blog/the-means-testing-industrial-complex/
https://lpeproject.org/blog/the-means-testing-industrial-complex/
https://www.ssa.gov/OP_Home/ssact/title11/1137.htm
https://www.ecfr.gov/current/title-20/chapter-V/part-603/subpart-C
https://www.ecfr.gov/current/title-20/chapter-V/part-603/subpart-C

The Solution

States can automate H.R. 1 work requirements,
modernize other government systems, and save
hundreds of millions in taxpayer dollars by increas-
ing existing income-reporting requirements from a
quarterly system to a per pay-period cadence and
adding a field to collect hours worked. This solution
would not impose significant new paperwork burdens
on employers, because almost all employers already
input earnings and hours worked into their payroll sys-
tems each pay cycle — meaning states can simply
leverage the data that employers are already recording.

When the state overpays unemployment insurance
benefits, employers foot the bill through higher
taxes. Modernized income verification can cut benefit
year earnings overpayments by 25-40% by correcting
the common data issues that lead to overpayments.’
Smaller states such as Arkansas could see cost-sav-
ings up to $695K. Higher population states such as
Pennsylvania could see savings up to $17M.

The bottom line: Modern income verification
protects the business bottom line.

With pay-period income reporting, states can:

CUT UNNECESSARY RED TAPE

By automating income verification, states can pre-
vent millions of eligible Americans from losing their
benefits due to red tape, while also simplifying program
administration. For example, as shown in Figure 1, we es-
timate that most states could automate tens to hundreds
of thousands of Medicaid renewals. Moreover, automat-
ic income verification would unlock further opportunities
for modernization of government programs and services,
such as “no application” benefits delivered automatically,
streamlined applications and renewals across dozens of
means-tested programs, and/or enhanced tax filing op-
tions (e.g., pre-populated tax returns).?
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Figurel

State-by-State Impact: Estimated Medicaid
Enrollees Automatically Renewed with Pay-Period
Income Verification 3

@ FL
® 1.4M+ @® 450K -1.4M ® 350K -450K 225K - 350K
120K - 225K 50K - 120K 25K - 50K ® Under 25K
N/A

This solution is very feasible to implement. For compari-
son, in the United Kingdom, most major payroll processing
software companies already offer per pay-period income
reporting — including many of the same companies that
provide payroll software solutions in the United States.
Moreover, implementing pay-period reporting using a
common Application Programming Interface could po-
tentially ultimately reduce employers’ existing reporting
burdens, by providing a standards-based approach rather
than disparate state and federal reporting requirements.
To further smooth implementation, small employers could
be exempt or have a delayed deadline, without undu-
ly compromising impact. lllinois, for example, requires
monthly wage reports but exempts employers with fewer
than 25 employees. Yet, many of these small businesses
still voluntarily provide monthly income reports via their
payroll processing software. States could also explore
solutions to expand income reporting to self-employed
individuals over time.

" These estimates are realistic-to-conservative assumptions based on Benefit Accuracy Measurement program findings.

2To maximize the benefits for government, taxpayers, and eligible benefits program enrollees, income data from a single pay-period should not be used to determine income eligibility for
benefits programs. Because of frequent fluctuations in income — often caused by variability in hours worked for non-salaried employees — income data from a single pay-period does not

accurately capture enrollment eligibility.

3H.R. 1 Medicaid work requirements apply only to Medicaid expansion states.
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https://www.gov.uk/guidance/find-payroll-software-that-is-recognised-by-hmrc
https://oui.doleta.gov/unemploy/bam/2020/IPIA_2020_Benefit_Accuracy_Measurement_Annual_Report.pdf
https://bpb-us-w2.wpmucdn.com/voices.uchicago.edu/dist/1/801/files/2025/09/2025-08-20-earnings-instability.pdf

SAVE TAXPAYER DOLLARS

By eliminating the need for costly private data contracts
and manual document processing, states will save tens of
millions of dollars annually. Many states currently spend
$10-25 million annually on commercial data contracts for
income verification, but some states spend significantly
more. For example, Connecticut currently spends nearly
$8 million a year on third-party data contracts to fill this
gap. Mid-size states such as Colorado and Virginia spend
between $12-24 million annually for such data. California
spends upwards of $80 million a year. By comparison,
state unemployment agencies that have implemented
more technically complex reporting system upgrades than
the changes proposed here were able to do so for less
than $100,000.

Figure2
Estimated State Expenditure:
Annual Spending on Third-Party Income Data *

X FL

® $80M+ @ $20M-$80M @ $9IM - $20M ® $6M-$9M
® $4M-3$6M $2M - $4M $800K - $2M ® $400K - $800K
® Under $400K N/A

MODERN INCOME VERIFICATION

Furthermore, per pay-period reporting can also save
states hundreds of millions of additional dollars by help-
ing them avoid hew SNAP Payment Error Rate (“PER”)
penalties. Beginning October 1, 2027, states with a PER
over 6% must cover 5-15% of total benefit costs.

Because one of the primary sources of payment er-
rors relates to income, having an authoritative, accurate
income verification method can help states avoid such
penalties.® As shown in Figure 3, preliminary estimates
show that many states could save hundreds of millions
of dollars in new H.R. 1 cost-sharing obligations if mod-
ern income verification is used to correct SNAP payment
errors caused by income data errors.

4Estimated costs to states calculated from analysis of publicly available state contracts with vendors, specifically for the purchasing of more frequent income data. Estimates use a low-end
cost charged to states of $15 per query to the system under a single contract multiplied by the estimated Medicaid expansion population that will likely be subject to work requirements.

5 There is an open question whether the quality control sampling methodology the U.S. Department of Agriculture (USDA) adopted by regulation prior to H.R. 1's passage — including the
relatively small federal subsample — can reliably detect incremental improvements in state payment error rates. See 7 C.F.R. § 275.3(d). However, by statute, USDA has both the authority
and the obligation to ensure that its methodology “produces valid statistical results” and collects accurate data. See 7 U.S.C. § 2025(c)(1)(B)(i)(1), (lI).
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https://journaliststudio.google.com/pinpoint/search?collection=819b1dfb26c6fbba&utm_source=collection_publish_link
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https://journaliststudio.google.com/pinpoint/document-view?collection=819b1dfb26c6fbba&utm_source=collection_publish_link&docid=fb865162d3fb116e_819b1dfb26c6fbba&p=1&dapvm=2
https://static01.nyt.com/newsgraphics/documenttools/85a3fb9b7fb68063/0783fffb-full.pdf
https://suppliers.fiscal.ca.gov/psc/psfpd1/SUPPLIER/ERP/c/ZZ_PO.ZZ_SCPRS1_CMP.GBL?&cmd=uninav&Rnode=LOCAL_NODE&uninavpath=Root%7bPORTAL_ROOT_OBJECT%7d.FI$CAL%20SCPRS%7bZZ_FISCAL_SCPRS%7d&PORTALPARAM_PTCNAV=ZZ_SCPRS1_CMP_GBL&EOPP.SCNode=ERP&EOPP.SCPortal=SUPPLIER&EOPP.SCName=ZZ_FISCAL_SCPRS&EOPP.SCLabel=FI%24CAL%20SCPRS&EOPP.SCPTfname=ZZ_FISCAL_SCPRS&FolderPath=PORTAL_ROOT_OBJECT.ZZ_FISCAL_SCPRS.ZZ_SCPRS1_CMP_GBL&IsFolder=false
https://www.congress.gov/crs-product/R48569
https://journaliststudio.google.com/pinpoint/search?collection=819b1dfb26c6fbba
https://www.ncsl.org/state-legislatures-news/details/medicaid-work-requirements-spark-debate-as-states-prepare-for-federal-changes

Figure3
Estimated State Savings: Reduced SNAP
Payment Error Rate Costs ©
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States can also expect further savings from reduced
administrative churn’ and overhead (e.g., reducing the
number of caseworkers needed to help customers navi-
gate the process), and from a reduction in unemployment
compensation overpayments (i.e., from receiving earlier
notice that an unemployment recipient worker has found
a new job).
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STRENGTHEN PROGRAM INTEGRITY

By obtaining income data directly from employers (gen-
erally via their payroll providers), states can improve the
accuracy of their eligibility checks, ensuring benefits like
Medicaid and SNAP go only to those that qualify. States
would finally have a reliable, authoritative system for
verifying income, using higher quality data with more
coverage than other income verification solutions — and
without ongoing payments to a commercial database or
consent-based verification vendor.®

%The cost savings estimates were calculated using data available from the SNAP Quality Control Annual Report FY2022, the American Community Survey Population Estimates, and KFF’s

FY2023 SNAP total benefits table. Using this combined data, we were able to estimate SNAP cost-savings if our model income reporting policies were able to address income-verification
errors— by lowering the cost-sharing penalties states will begin to incur. More up-to-date information, other system changes, and/or further federal policy changes could affect future

payment error rates and state cost-sharing responsibilities.

7“Churn” is the frequent cycling of eligible individuals off and on public assistance programs. This is caused by administrative hurdles like paperwork issues or verification problems. Churn is

found to have high administrative costs for both SNAP and Medicaid.

8Pay-period income reporting and other verification solutions are not mutually exclusive. Additional income verification solutions, such as other commercial data-bases or consent-based

verification tools, can be used in combination with pay-period income reporting.
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https://www.fns.usda.gov/sites/default/files/resource-files/snap-qc-annualReport-fy22.pdf
https://www.kff.org/state-health-policy-data/state-indicator/total-snap-program-benefits/?currentTimeframe=1&selectedRows=%7B%22states%22:%7B%22california%22:%7B%7D,%22colorado%22:%7B%7D,%22connecticut%22:%7B%7D,%22maryland%22:%7B%7D,%22massachusetts%22:%7B%7D,%22minnesota%22:%7B%7D,%22new-jersey%22:%7B%7D,%22new-mexico%22:%7B%7D,%22pennsylvania%22:%7B%7D,%22utah%22:%7B%7D,%22virginia%22:%7B%7D,%22washington%22:%7B%7D%7D%7D&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%22%7D
https://www.kff.org/state-health-policy-data/state-indicator/total-snap-program-benefits/?currentTimeframe=1&selectedRows=%7B%22states%22:%7B%22california%22:%7B%7D,%22colorado%22:%7B%7D,%22connecticut%22:%7B%7D,%22maryland%22:%7B%7D,%22massachusetts%22:%7B%7D,%22minnesota%22:%7B%7D,%22new-jersey%22:%7B%7D,%22new-mexico%22:%7B%7D,%22pennsylvania%22:%7B%7D,%22utah%22:%7B%7D,%22virginia%22:%7B%7D,%22washington%22:%7B%7D%7D%7D&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%22%7D
https://fns-prod.azureedge.us/sites/default/files/ops/SNAPChurning-Summary.pdf
https://www.commonwealthfund.org/publications/issue-briefs/2025/jun/reducing-medicaid-churn-policies-promote-stable-health-coverage#:~:text=2,churn%20occurs%20for%20two%20key
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Summary

Transitioning to per pay-period income reporting allows states to automate
federal work requirement compliance for Medicaid and SNAP while significantly
reducing administrative overhead and vendor costs, and unlocks further future
government modernization use cases — protecting eligible families from proce-
dural red tape and ensuring that public benefits are administered with the highest
level of fiscal integrity and accuracy.

To connect with subject-matter experts to discuss this policy further, please
contact info@responsivegov.org.



