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“RESPONSETO _____ LRMNO. 4177

QEGISLATNE REFERRAL

MEMORANDUM . o FILE«NO: 1486

If your résponse !o this request for views is short (e.g., concur/no ccmment), we prefer that you respond by e-rail or
¥ faxing us this response sheet. -
fthe response is short and you prefer to call, please call the branch-wnde line shown below (NOT the analysts line)
to leave a messags with a legislative assistant. .
You may also respond by: ’
}1; calling the ana!ystfattomey s direct iing (you wm be connected to voice ma:l if the analyst does not answer), or
2) sending us a memo or letter
Plgase include the LRM number shown above, and the subject shown below

|
1

TO: Ronald JONES  395-3386 ,
Office of Management and Budget
Fax Number: 395-3108
Branch-Wide Line (to réach legislative assistant); 395 3454

[
;

FROM: o (Date)

e (Name)

- (Agency)

ebeooow oo oo e (Telephone)

I

SUBJECT: Office of Managernent and Budget Proposed Testtmon on POSSIBle IMPACT OF .
REGULATION E ON ELECTR NIC FUNDS TRANSF RACT

t

The following is the response of our agenc!y to your request for Viewg on the above-captioned subject:

Concur , :' | |
No Objection :
No.Comrh’ent g
See proposed edits on pa‘gj“es e :

Other:

FAX RETURN of ____ pages, attached to this résponse shest
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Statement of G. Edward DeSeve
. Controller
Office of Management and Budget
Office of Federal Financial Management
Before the Subcommittee on Financial Institutions and Consumer Credit

of the Committe‘é on Banking and Financial Services

Regardmg the P0551ble Impact of Applying the Federal Reserve’s Regulation E
nder the Electronic Funds Transfer Act To Benefit Programs

.
INTRODUCTION ]

Thank you Madam Chaxrwoman As Controller of the Office of Federal Financial
Management in the Office of Management and Budget (OMB), 1 work on Electronic
Beriefits Transfer (EBT) with other offices in OMB and With program and financial
management officials in the Departments of Agriculture, Hea]th and Human Services, and ',
the Treasury, as well as the Social Sccurlty Admlmslranon The Admxmstrahon o
appreciates the opportunity to testify before you today on the impact of applying the
‘Electroniic Funds Transfer Act, and its impletnenting regulation, Regulation E, to benefit

progtams operating EBT systems. Our goal is to build a nationwide EBT systems by
1999 that uses one card, i's user frieﬁ’dly, and provides recipients with dignity, security, .
and access. We propose to do thlS by promoting mdmdual responsibil 1ty to minimize

fraud and abuse in EBT systems

CUSTOMIZING CURRENT LEGISLATION
Recently, I testified before the Committee on implementing a single-card EBT
systern, partnering with States and using the commercial infrastructure. EBT is a

payment method similar to Direct Depoéit except that it serves thosé recipients who

DRAFT 1.3 I S © pagel
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receive in-kind benefits, cainot atf‘ord commercial banki;‘.g, or otherwise do not have
bank accounts. However, due to the unique characteristics of EBT systemns and the
populations they serve, ‘cxisting co‘rfx‘s‘u‘mer protection legislation does not adequately meet
the needs of participants in EBT éystems, nor does it provide States the needed authority
" to prevent fraudulent claims. Still, many provisions of c‘ﬁr‘r‘eht law and regulation provide |
‘valuable consurtier rights to all bank customers and s_ho’ufd be applied to EBT systems.

| S
| ‘

P : ;
As such, we would propose ihat existing consumer protection legislation c%m be
customized for those EBT accounts that aré not owned by the recipient, to strengthen the
relationship between the State and the benefit recipicnt. For EBT accounts in Federally-
‘administered EBT programs, where an account is in fact owned by the benefit recipient,

existing Jegislation is adequate.

WHY CHANGE 1S NEEDED

The current p‘rovisioh of law: for unauthorized funds transfers is not adequate for
EBT accounts owned by States for fhrec reasons: (1) States are concerned about
unlimited liability arisi}ug ﬁénl'repéatcd losses, frauduleni or otherwise, in accounts that
they cannot close, (2) if there is a problem of unauthorized withdrawals from the EBT
account, the State currently is obligated to reimburse and continue its relationship with
the recipient, and (3) recipients of means-tested prograims generally cannot afford the $50
co-insurance payment provided for under current law. The Federal Reserve Board
recognized thése ‘conc‘e‘ms when it established a moratoriﬁm on the application of ‘
- Regulation E to EBT s§§téms until f\dar’ch, 1997,
- Under current law, a ﬁnanciél inStitu’tibn has thc’di/scr‘etion 1o 'dele“r‘minc to which

consumers it wants to offer electronic funds transfer services. If there is a problem of

DRAFT13 - '  Page2
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unauthorized withdrawals with a commercial account, a financial institution may simply

no longer offer electronic funds transfer services to a given consumer.

If there is a problem with an State EBT account, the State miust continue its
relationship with the recipient. Without a backup paper system, this mcans récipients of

in-kind benefits, such as food and nutrition assistance, will continue to participate in EBT.

In these Siate-admihiswred progtains, a monthly fee is p:aicl for by the State pays for the

account. While the State owns the account, the recipient is resp‘onsible for safcguarding
the card and PIN. States are con"c‘e‘:med that current legiélatio"n’ does not provide récipients
with suf‘ﬂcient incenitive to prevent losses. As a result, Stﬁtes fear they will be stuck
paying monthly fees that are hig‘hef than necessary. -

ACTION FORCINC MECHANISM ,

Many States have-organized in reyona] alliances to 1mplement EBT, such as the
Southéern Alliance of States the Noitheast Coalition of States and the Western Coalition
of States. ] have auachcd to my tesnmony a hst of the I:BT alliances and their member
Statcs States in the threc coalmons I have mennoned are scheduled to begin rolling-out
their EBT systems next March, prowded that there is a solutnon to the problem of |
consurmer protections. The alliances are concerned about procedmg given the impending .

end of the moratonum

" COMMON GROUND

To address these concerns, we have been working closely with States in these

alliances and with consumér groups to find common ground that encompasses those

~ rights that should be applied to EBT whllc addressmg those factors that make State--

owned EBT accounts different from consumer owncd accounts We beheve that many

i

DRAFT 1.3 ‘ - . Page 3
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States and consumier groups can agree on the cothimon ground of the following four
principles: ’ ‘
1. A Rg’spo‘ﬁsibility’St'z{ndard;

Addressing Re‘cipic’rﬁls Needs;

Administrative Controls to Prevent Losses; and

AW

Shared Federal and State Financing.
:

First--a responisibility standard. To avoid the potential for unlimited liability, in -
general, the recipient should be liaS]e for unauthorized transactions involving a valid
access device, or EBT card, and PIN. The recipicnt should not, however be responsible |
for those losses that occur after the recipient has reported the EBT. card is missing, the
PIN compromised, or that tohtinuéd access is denied to a person previously authorized to

| use the EBT card. The responsibility standard should not apply in-cases of forced =
initiation, that is, when force is uscd prior or incident to the withdrawal, if the recipient is

~willing'to cooperate in lhc-prosccut}dﬁ of the person who used the EBT card: In such,
case, the recipient Shoﬁld be reimbursed in full. The réspbnsibility standard should not ;

apply in cases where a valid access device and PIN were not used, such as systems errors.

Second--To accommodate the responsibility standard and the unique recipient
population, EBT systems should be designed to respond tovr'eczpzfent needs that currént
law does not requife financial institutions to address. EBT systems should include a toll-
free hotline, easily accéssiblev 24 hoﬁrs a dé’y énd 7 days a week for recipiénts to call and
request that account access frofii their Aac‘c}:ess devices be blocked. Stétcs Should provide
recipients with adequate notice, anditrainihg as needed on-demand, of how the system
wo;ks. States should also allow PIN selection on-demand to ’diséourage recipients from

P .
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writing down the PIN on or near the access device. States-should conduct an

investigation béfore denying any gléim. And claim denials should be subject to fair -

* hearing review, at the request of the recipient, to ensure proper procedures were followed

in the investigation and determination.

Third--Administrative cost :comrols to prevent unauthorized funds travsfers and
claims. Based ona State’s e‘xp‘crié‘hce wit.h a given recipicnt, the State, or its agent, thay
want to provide a ‘rccipie‘nt with an alternative method of accessing benefits. As an
incentive to safeguard access devices and PINs, a State fnay want to impose a fee on

i

replacement cards that reflects the reasonable cost of producing and distributing the card. -

 And f nally—-S/zared Federal and State government Sfinancing of the cost af
providing zhese consumer protect:ons for State-udministered Fi ederal programs. Almost
all of the costs associated with providing these consumer protections are considered
administrative costs for the purposes of Federal reimbursement, generally at SO cents on
the dollar. The r’erria‘ir’zi'ng costs invchfe replacing benefi t losses only as dcscfibed above,

such as in some cases of systems crror or when the withdrawal was initiated through

: force

- Thé Federal goverriment should participate in funding these replacemént because
the electronic EBT environment is fuch inore secure than the paper environment. In
. \ EU .

paper benefit delivery systems ther'e: is a negotiable instrunent, such as a check or food

- coupon, which can be lost or stolei after it is in the recipicnt’s possession. EBTislike a

vault thh two keys: the card and PIN. Because the card and the PIN must be used
together to withidrawal funds, many ]osses that could have occurred in the paper
environment, after thc rempxcnt is in posscssmn of the funds are prevented with EBT.: In

‘1

DRAFT 13 - ' : Page 5




10u-

L4

£z

13-1998 (8:41 T0:244 - 3. REED" FROM: J \’EE R E P.9/2

general, the government will only be liable for EBT losses that are not the fault of the
client. This includes new situations, not the fault of the ¢lient, but for which therc is no

analogue in the paper environment, such as forced initiation of a withdrawal.
s . i . -
| \

CONCLUSION - |
States and recipient advocates have expressed concerns that current law. is not

sufficient to protect States and recipients from potential liability in EBT systems. We
; A

~ believc that cUs‘tcm'iiin‘g cuirent lc‘@islatio’n 10 fefl ect fou’r principles will addf’g:ss the

needs of both States and rcc1plents alike. These prmczplee are:

o a responsibility standard

o Addressing r'empxcn‘ts needs;

©  administrative controls to prevent losses; and
©  shared financing. B ‘

We believe that adopting a custOmizcd approach, based on these four principles is far
preferable to a complete exempnon from Regulation E. The customized approach gets

EBT donc and advarnces the our panncrshlp with States, pamcu larly i in the area of

.ﬁmmcmg. The customized appro‘aqh mm;mxzes the potential for fraud and abuse. The

customized approach b‘asicany c]irﬁi‘naté‘s Statc liability when the card arid PIN wete
used. And the custornized sippro'ach encompasscs many basic co’nsur’nér standards that all
consumers enjoy today. A com'pl’et;e exemption lcaves these issﬁes unresolved and in fact
only adds new issues as each State must now creatc consumer protections de novo.

i

We hope that many of the States and advocates testifying todéy will repeat this

‘message and provide more desciiption of this common ground. We are available to work

with Committee staff in deVeloping bill languagé that includes the principles we have

articulated. Again, thank you for this opportunity to testify before you on EBT. -

DRAFT13 | | |  Page6
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EXECUTIVE OFFICE OF THE PRESIDENT LRM MO 4786
OFFICE OF MANAGEMENT AND BUDGET =~
‘Washington, D.C. 20503-0001 - FILE NO: 1486 -
8/18/96 | : o
LEGlSLATIVE REFERRAL MEMORANDUM o Total Page(s): __ Z

TO: Leglslative Llaison Omcer See Distribution below:
FROM: James JUKES ( |- __ \
OMB CONTACT: Ronald JON E{/ 395-3386  Legisiative Assistant's Line:  365-3454

g

(for) Assistant Director for Legisl atlve Reference

C=US, A=TELENAIL, P= GOV+EOP O=0MB, CU1=LRD, 8=JONES, G=RONALD, [=E
Jones_re@a -4 p.gov

SUBJECT: AGRI CULTURE Proposed Tesumony on POSSIBLE IMPACT OF REGULATION EON
‘ _ELECTRONIC FUNDS TRANSFERACT . | | Lﬂ““‘
DEADLINE 5. 00 TODAY Tuesday. June 18,1996 !

»-~-~-~~--*~In accordance with OMB Clrcular A-19, OMB requests the views of your: agency on the above Subjecl before
advnslng on its relationship to the program of the President.’ ,

TMQ“ |

Please advise us If this item will affect direct spending or receipts fdr purposés of :He
"Pay-As-You Go“ provislons of Title Xlll of the Omnibus Budget Reconclllatlon Act of 1990,

COMMENTS: OMB testimony for this heanng was prevlously clrculated under LRM 4777,
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: RESPONSE 10 : LRM NO: 4786
LEGlSLATWE REFERRAL MEMORANDUM o FI‘LE NO: 1488

if your rasponse to this requast for views is short (e. g concur/no commenl) we prefer that you respond by e-mail or
by faxing us this response sheet. »
1f the response is short and you prefar to call, please call the branch-w:de line shown below {NOT the analysts ima)

fo teave a message with a iegislative assistant. '

You may also respond by:
{1) calling the analyst/atlorney's d:rect fing (you will be connected to volce man if the analyst does not answer) or
(2) sending us a memo or letter, .

Please include the LRM number shown above, and the sub}act shown below.”

3
A
i
‘

TO: Ronald JONES  395-3386
Cffice of Management and Budget
Fax Number: 385-3108 -
Branch Wide Line (to reach legis!atwe assxstant) 395—3454

A
[

FROM: B  (Date)

R (Name)

i (Agency)

| ‘ (T elep;hcne)

SUBJECT: AGRICULTURE Proposed Test mony on POSSIBLE !MPACT OF REGULATION E ON
ELECTRONIC FUNDS TRANSFER ACT

The'foltowlng is thé response of our agency 1o your request for.views on the above-captioned subject;

i
!

Concur

No Objection
No Cori;iment
"Sec.; proposed,.edits‘. on péges '. R .

Cther:

FAX RETURN of pages, altached to this response shest
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- - TESTIMONY OF ELLEN IAAS
UNDER SECRETARY FOR FOD, NUTRITION AND CONSUMER SERVICES
© U.S. DEPARTMENT -OF AGRICULTURE *
. BEFORE THE -
HOUSE COMMITTEE ON BANKING AND FINANCIAL SERVICES

SUSCOMMITTEE om FINANCTAL INSTITUTICNS AND FQNGUMER ({EDIT
* ‘JUNE 19, 1996 ‘

|
Madame Chairman, Members'Of the Com mi'tep ivie mv ploa,uzp to join

you tuddy .o dlBLUbB the impart of applying th bndpvni Reserve's

Regulatlon E under the Electrcnlr Pundc transfer Act Lo tne ‘oodyStamp

Program. :

: : i e
Vice Presidéht'GOIQ, the }edaral FTPchnnLC Benefitcs (EBT) Task Foroe
and I as co- -Chair of the Taak Force and au Undexr Secretary for Food,
Nutrition and Conaumer Services dt'thé U.s. D<par1mwnt of AqriCulgure,
‘have championed the use of alectronlc henetit technmlogy Lo do1iver

benefits to people The Admlu;b(rarlon hao Jocggnﬂz;a the challenqes

involved 1n lmplementing this technalngy, <ha1‘enq~* that,lnclude'ensuging 2
" that People ueing the technology hav< udwqudhe protecnihns ioi their

. 1 : A .

benafits.. Regulation ¥ is an 1mportant~issua affeczing the implementation

of EBT and all of the stakeholders involved.

N . ) . . ' "' R
The. Food and Consumeyr Service .of the 1.5, Deya ‘LilenlL. uf Agriculture
has been testing EBT for fOQd Btamp IS*.;ULUKQ-‘ ‘-,.Hl(b 1‘384 In the last tl’.ree
- years, we have been actlve]y woxklng wzt: H?dLeb oD melemen‘lnq EBT

nationwide.
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The Admlnistratlon recognl*ed ca31y o LBr'q cxt1501a11a1y pulautlal

for efficiently, affordably, and qecure1y aellvcrqu program benefits and

'meroving the quallty of serVer to food stamp recipients and rPQU{Jng the
stiqma assaciated wlth paper. coupona And, we knpw thai i4wuing fodd
asszstance benef;ts electronically wou]] zwvolut:onwve thb way we piotect

benefits from f{raud and abuse,
S ;
Vice President Gore’s Seprember 1393 Report of Lhe National

‘MMM___Eerformance Revmew rram Red Tape ha Resulté;-@&llcd tor Lhe rapid

develoonenr of a natwnnwldn svstem to del‘ver gavernment benetxtc
electrcnlcally. Thg‘Federal bBT Task Foch was cha;taxod to moct that
purpose. Just over two yearg ' ago, Lhe TasP Forwn T:por .. Prom Papar to

Flectronics: C:cating a Boneflt Delivery Syotem That Works Better and

i
P oot

Costs LesB, was relcaaed. .

!

Since then,. wé have madé Efemenéons ﬂtfidés‘wn realiz 1ng Lhc vision of
that rcbort-< to make EBT nativﬁwldu in thv fullcd seise f* one card, user
-4£rxcndly, wlth unified electronlc delivery ot gove;nweuvaunded benefilLs

under a fedexal-gtate partnegsh;y. Qur progrésé ié notcworth*, thanks to

the cooperation .of the Federal agensies ard Lhe Federal EBT TaskkForce in

working with our’ State paftneré;
o ‘ A } R
| o

Today, every state in the country, as waell ae the Commonwealth ot
Puerto Rico, is planning for EB? implementation. Thirty of these States

i

have received approval to proceed with their EBT programs. ‘The Southern

Alliance of States, under the g@idaﬁce'of the Féderal EBT Taupk Force, is

i
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prepared to begin implemehtatioﬁ of combined Fﬁdefél and State EBT by Lhe

‘end of the year.

1 am particularly proud of thcvrolw of the Foc& and Consumer Service
ae the lead Federal agency for EBT; The'FoodkStamp'Prmgram hag progressed’
from having fust §ix operational EBT gites i@‘wqaé, to thirteen sites
today; Fivé*States now 6pe;a£e statewide KBT systoms: Maryland, New
MeXiéo, Texaé, South Carolina;and UtahA; nver&ll,’EBT parciaiyarion‘has'

—inefeasedufrqm roﬁghly £aiir peraent sf.¥hﬁ ﬁotal Food Stamp caseload in
1993 to almost fifteen percent today.. o

‘This Adﬁihiéhration ié fu‘ly Cunmﬁtt(d CU eppung Lh( plomlse cf EBT
heceme a realicy in every State Over th< p'mt thrce ycars we have made
EBT.a»top‘p:iority for the Deparﬁmentﬂ have met our Dcparrment goal of
having oﬁefy State plﬁnning EBT ﬁy the and of the year.

Sincc Ctatesibegan plan-n;;lnq £or EBT, r;he’,r:e« )15&‘4 heen coacec aboul Lhe
impact of chulatlon E on EBT systeme. Reﬁuidtioh'ﬁycsLablisges a
framework of legal zlghts and rey Huuulniliﬁieq fdr card issuars and card
holders in electronic fund'transfuf Sychww,’ﬁétLjng up procecduras for -
proreaalrg claime of lost funda and’n;mutang 5 cllanr'n 1§ability for lcas.
wlthout Reg E, Cllentb are currently liabie fcr al% aneiil leSRS
resultlng from transactions made with : ‘(wl -d card und Personal

i
_Identiflcation‘Numbert{PIN) up to. the poxnt the cllent notLtLes rho BBT

i

l
i
i
%
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In Maréhi.1994, the Fedcral Reéerve ?éar§ issued a éefision to extend
coverage of'RegﬁlatiOh E to EBT systems‘effecéjve in March, 199?.' The
Board allowed three years for State and Pcdctéi agéhciestto dete;miﬁe the
impact Reg E would'have on EE%'Cperatinq conts; amd td‘determiné, should
:there be 1ncreased costs, whether rhece woula v:&:?ndu FRT Crom dweing a
cost - effectlve alternative to laSUJWQ pap91 qhgckg and food stamp coupons.
Most srakaholderu aqreed that therp WE] nn1~engugh empiricél daia in Lhik
ar@a to pro:eat the impact ReG.E WOh!L D dn#EpT.‘ |

i

t

. Administrators for State-operated Federal programs like the Food Stamp

’ s N ~ ey L ,
Program and Aid té& Families wnth;ncpendent Children expressed concern thatl
Reg E might lead to an'influx‘of claims of unauthorized transactions, and

in curn to lncreased coste due to replaﬂcd benefits. It wae important for

t
E

ue te collact emplrzcal data to dichTn it these cencerns would be borne
i ‘ ’ '
_out in practlce.

At the same L;me, we heaxd [rom dﬂdnlﬂtcs who bollvved rhar recipient
ahbuse would be m¢nima1 “but were LOU(P?HP( ‘that fﬁCLpleNLS hiave the same
protec&ions as commercial deb1t3Udrd CURTOMEYR. |, - - : ‘

; : ' ‘

In an .effort to léarn more*about the x;kely 1mpaC'm of ch E on:
benefit replacemenrq and admlnlﬁxrﬁrivp 0011< the Food and <onsumer
-Serv;ca in’ collaboration with 1ho Depafimenth of Hpa?th and Human Services
and the Treasury, sponsored'seve;alﬂdemonmurations.

i

'I'would like to personally thank New Jersey, Naw Mexico, and
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' Citibank’s Diredt FedéraijProgram ¢peratiun“1n TPXaa‘;¥%f0§ ycluﬂteerlug‘té
particzpate in our. 12 month e&a]uaglon of Roq E. These<§tates, their o
paztiClpatlng counties, and the Texas projecl havv g;eatly dﬁvanced our

. . .

_understandlng»ot thls‘lmpqrtan; issuc.. o

I am pleased to report';hép'the.Fodd and Eénsumer Service‘has
'comﬁlgted gaﬁhéring data on héw Lhe 3pp]icatioﬁbof‘Regu1at{on‘E‘will affect
. EBT sys:em9, and although‘we,have not complstéé ouyr aﬁalysjs of the full 12
monfhs_of_demonsnratipn ééeraﬁione, T would like to pr@eent cur preliminary

'
1

findings this morning:

In our nvaluatlon we took a carefu‘ look at 1u01p¢ent cla1mb in EBT
qutema operatxng with and wlthout ngu]d ion E tc¢ cxamine the impact on

recxplents and program. admlnlctrat*vr anii benef*t CO”ta.
. i . .

Our preliminary data gliow Reg E had little, if any, impact on the rate
of. claims submissions. This ie rthe casc acrods the three major categories

of claim types, including unauthorized transactions, the very different

demonstration settings, and all programy.
Lo |

Consaqueﬁtl}, oﬁf preliminaryffjﬂdiﬂqs»muggesy that~Req B had little
to no effecl o Lhe cosL associateu with 7op1azad benefits. Lo Lhe |
damonstratlon sxtes Most claamg for‘nenat:re locf throuqh the
unauthorlzed use.ofvEB: vere denied. ~For approVed ciaims,‘the xesulting
‘liébility forvreplaéed behefiﬁsfévéraged just sd}nz pericase month tor cash-

benefits and less than $0.01 pef'case month for fééd'stamp benctits in the

b
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demongtration sites. - _4 E o

Lt
L

{ . - T ;1 .
At this point, the preliﬁinary evidence éuggests that, alchough

Regulation E may not impose much additional cost to governmental agencies
and their‘EBT vendors in the férm_of réplacedlbehefits, the. added
administrative costs of Reg E:operations may be more subg:antial. Our

evaluation found that administrative coafs varied considerably across sites
and programs -- with differendes in claim yates and claim types.

For direct Federal payment programs, such as the one we studied in
. ) - ) - . | . ] '_ : .
Texas, the adminietrat1ve(coséo of. Reg E aqualled: $0.19 per caoc month,
‘compared to costs of from $0.64 to £0.92 per cose month for claims of lost

cagh benefits in sLats-administered Federal progranu.

For claimc involving food stamp bensfits, which were fewer in number

. . : : i : L o | .
and did not involve automatic ‘teller machine (ATM) “"nmisdispenses, " the
administrative costs of Reg E operations showcd little variat.lon around an

average of $0.26 pex cage month.

In contrast, Lhe administrative costs of ‘investigating claims in the
‘comparisqh site, which did noc{impiement_Reg E, averaged cnly aboui’sq;bz
per case month-foryAFDC.claims‘ahd,sh101_¢er:¢ase month for f£food stamp

claims.

i

v . . - )

! . i
1

Later this year, when our! final repoyxt ja available, we may Bee a
o - ! . - . ' .

gomewhat different picture of the demonstration sites’ experience with
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claimg and administrative costs. The final report will be based on data

from thg_full 12 months ovaéb E operationg at ‘each site and will include

some .administrative cost compongnts not yel compiled, such as caseworker

|
t

time, and costs associated with fair hearings and recoupment: procedures.

‘

The final report Qill aIso‘assesé caqts that'likely Qould nét bé
incurred in & non-demoﬁstratgomrsattﬁug;,im“wéii aQ wHl lmaLe thé'likelyl‘
impact-bf Rgé E on ;he'cost-ﬁeutra1ity of EET; | | o

. . ;i . e

Of special interest willfbe the sites’ o;n assescmcht ot how staffing
ana o§eratioﬁa1 procedurée‘é#n be modified :oféhhieve<90én.§feater A
efficiencies in pfdviding thé;ciient protcc;ions envisioned by the Federal
Rescrve’s Board}oflcsvernorégwhén uhéluoard ruled Lhuf kegulslion E ghould

ot

apply to all EBT systems. ,

x _ o =
L _ Vo , =
Madame' Chairman, this cdncludeslmprrapafed‘iemarke;3I would be happy

to aneswex any questions you or the Mecmbeiwn might have.

-
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-EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

TWASHINGTON, D.C. 20503 Q
w /

MEMORANDUM FOR THE. FIRST LADY

THROUGH : carol Rasco’ )
- . Leon Panetta

FROM: © Isabel Sawhillf

SUBJECT: <i:jEI€EE;;;I;fE;;efité“Transfer (EB

The purpose of this memorandum is to review our current efforts
to implement Electronic Benefits Transfer (EBT) as a major method
of delivering Federal and State aid to individuals.

Current Policy

The National Performance Review (NPR) recommended "the rapid

~development of EBT." As currently envisioned, EBT will give each'
eligible Food Stamp program beneficiary and each "unbanked"

beneflclary of cash assistance a plastic card which can be used
in grocery store checkouts (point-of-sale) and at automatic
teller machlnes.~

The objectives of EBT are to improve the delivery of services and
reduce the costs of benefit delivery by :applying modern
electronic banking technology to outmoded government disbursing.
EBT can eliminate massive amounts of paper, particularly paper
checks and food stamp coupons. The current system is expensive
and inefficient because of the many, diverse programs for low-
income persons that separately cut, print, deliver, and reconcile
paper checks and paper coupons. For benefit recipients, there
can be long waits for the check to arrlve, check cashing fees,
and a high risk of theft. '

EBT Task Force

On November 5, a Federal EBT Task Force charter was approved by
senior policy officers of USDA, HHS, Treasury, Education, and
OCMB. The Task Force, orlglnally chalred by Phil Lader, is now
chaired by me, and includes, as co-chairs, Ellen Haas, Assistant
Secretary for Food and Consumer Services at USDA and Ken Apfel,
Assistant Secretary for Management and Budget at HHS. We have

‘established an interagency EBT Executive Staff and budget to
- implement the NPR recommendations. Our goal is to develop a

report to be presented to the Vice President in March. The
report will include a plan for nationwide implementation of EBT -
- "one card, user friendly, and nationwide." 1In order to:
accomplish these objectives, we will need to work closely with
States and with the private sector, espec1ally financial
institutions and retailers.

!
|

:



21

Background and strategx

The 1ntroduct10n of Electronic Funds Transfer (EFT) in the early
1970’s revolutionized payment to individuals -- e.g. 84 percent
of federal salaries are now paid through EFT and over 50 percent
of Federal benefit payments are paid through EFT for individuals
who are "banked." Still, many beneficiaries are "unbanked"

‘because they cannot afford or cannot handle a regular banking

relationship. Historically, these individual have received

checks and paid fees (often 2 to 5 percent of face value) to cash
them. Roughly 80 percent of welfare program beneficiaries do not
have bank accounts. , R -

For 1nd1v1duals who are banked the current system of dlrect
deposit through EFT would become the presumed method of payment.
For individuals who are unbanked, using the experience gained in
Federal/State pilot EBT programs in Reading (PA), Ramsey County
(MN), Albuquerque (NM), and the State of Maryland, a regional
phase-in is under development that would begin in 1995-1996 and
be completed in 1999. State-administered benefit programs and
Federal programs that may 1n1t1ally be 1ncluded on .one card
include: ,

!

:m e e
FEDERAL AND STATE BENEFITS THAT COULD BE CONVERTED TO EBT:
ADMINISTERING AGENCY AND UNBANKED BENEFIT DOLLARS

i

| ’ © 1992

: , % Benefits

‘ ! : Unbanked ($ in
Agency Programs ; ‘ ‘ Benefits billions)
UsDa Food Stamp Program * 100% 20.9
HHS/States | Aid to Families with Dependent Children 75% 18.5
HHS Supplemental. Security Income 50% 11.4
HHS Social Security Benefits 14% 35.2
HHS Child Support 17% 1.0
States General Assistance 75% 4.5
RRB Railroad Retirement ‘ 17% 1.3
1'2: Veterans Benefits 17% 2.1
States Refugee Agssistance 75% 0.3
States Low Income Energy Assistance : i 75% 1.1
OPM ' Federal Pensiong . . ' 17% 5.5
Defense Military Pensions : 17% i.8.
Total Unbanked Benefits ' : « 105.6
e —S——— —

* Food Stamp Program dollars are listed as “"unbanked," since benefits are
- for food, rather than cash, and thus would be included on the card.

Other establishéd programs such as Women and Infant Children
(WIC), Unemployment Insurance, and Black.Lung could be included

"in a second phase. Programs that are under development such as

the Earned Income Tax Credit (EITC) or Health Care Reform could
be included when and as appropriate. After discussions with your



Health Care Reform Task Force, our view is that EBT could serve
as an implementation model for the Security Card.

David Ellwood, HHS’ Assistant Secretary for Planning and
Evaluation, believes that EBT provides a vehicle for combining
Food Stamps and EITC on a single card for the working poor.
Beyond this, the EBT card encourages us to consider issues such
as whether filing units (family vs. individuals) can be
standardized, whether diverse eligibility standards should be
made more uniform, and whether additional programs serving low-
income families can be combined.

Issues for Regolution

We have a long way to go by the year 1999. Only 2 percent of
food stamp households nationwide are on EBT. The concept of EBT
is strongly supported by all the key stakeholders: the Federal
agencies (especially Secretary Espy), recipients, State public .
assistance agencies, grocers, and banks. Over 30 States,
excluding the 5 states that have operational EBT, are actively
participating in EBT planning efforts. However, without coherent
Federal leadership in setting goals, acting as a catalyst, and
building cost-effective models, EBT will fail to meet its
objectives. Moreover, each group of stakeholders has a differing
perspective, particularly on how to coordinate and pay for.
nationwide EBT. Among the key issues are the following:

How do we limit Federal cost and make EBT cost-effective for all
the stakeholders? : ' ' .

We will be working with one or more regions and the private
sector to build a prototype that is cost-effective. A large
scale, multi-state prototype using one card for delivery of both
Federal and State benefits is a key intermediate step to
nationwide roll out. Although we have promising cost data from
the current pilots, extrapolating these analyses to a nationwide
rollout is difficult given the large number of cost variables and
. many players. Preliminary estimates show a range from 1994-1999
of net Federal. savings of: over $1 billion to net Federal costs of
over $1.6 billion. The range is so large because the estimates
are highly dependent on the extent to which costs are controlled
and shared among key stakeholders, including Federal and State
governments, retailers, financial institutions, and recipients.

A large scale prototype will be critical for determining cost
requirements, developing interagency and interstate coordination,
and obtaining private sector support.

How do we ensure that Federal agencies work together effectively,
in partnership with States and with the retailers and banks?

The report to the Vice-President should be more than a blueprint
for nationwide EBT. It should also be a document to mobilize

{
i
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support of the stakeholders. We plan to include in the report a
recommendation to establlsh a Federal Advisory Committee with
membership of States, retailers, banking and financial services,
and consumer groups.

Should we use EBT as a tool to re-engineer; streamline, and
simplify thg current benefit grogram structure?

Program Smellflcatlon and streamlining are expected results of
EBT. At a minimum, food stamp coupons would be eliminated and
multiple Federal and State benefits (AFDC, Food Stamps, Child
Support Enforcement Payments, State General Assistance) would be
available on one EBT card for all recipients. The larger policy
guestion is whether EBT should become an agent for substantive
program changes.such,as standardizing benefit eligibility.

Additional. Infarmatlon

If you would like to see how the program works, the Maryland
program is a good model and the staff who implemented that
program are available to brief you. Congressional staff working
for Senator Leahy (who is sponsoring an EBT bill) and Senator
Kennedy (who sponsored a favorable report by the Office of
Technology Assessment) have visited the Maryland program and are
quite 1mpressed with how well the program was implemented and how
it works. :

c:  Vice President : Secretary Espy
Secretary Shalala - David Ellwood
Ellen Haas K : Frank Newman
Ken Apfel ' ~ Chris Edley
Mary Jo Bane : Sally Katzen
Alice Rivlin : - Kathi Way
Phil Lader '

Elaine Kamarck



