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Statement of G. Edward DeS~ve 

, Controller 
Office of Management and Budget 

()ffice of Federal FinanCial Management 

Before the SUbcorinnittee ~n Financial Institutions and Consumer Credit 
oftbe Committee on Banking &ndFinanciaJ Sefvh~es 

Regarding the Possibie Impact of Applying the Federal Reserve's Regillation E 
und~r_ ~b~ ElectJ"()nic .F.un'dS Transfer. Ad Io,'B~nefitPrograms ... 

iNTRODUCTION ; 

Thank you Madam Chain\loman. As Controller of the Office of Federal Financial 

Management in the Office of Management and Budget (OMB), 1work on Electronic 

Benefits Transfer (EBT) with other' offices in OMB and with program and financial 
I . 

management officials in the Departments of Agriculture, Heaith' and Human Services, and 

the Treasury, as weJl as the Social Security Administration. The Administration 

apprecia.tes the opportunity to testify before you today on the impact qf applyirig the 

·Electrbbic Funds Transfer Act, and· its impleihenting regulation, Regulation E, to benefit 

. programs operating EST systems. OUT goal is to build a nationwide EBT systems by.· 
, 

1999 that uses oneca:rd. is user friendly, and provides recipients with dignity, security, 

and access. We ptopose to do this by promoting indiyidual responsibility to minimize 

fraud and. abuse in· EBT systems.. 

custOMIZiNG CURRENT LEGISLATION 

Recently. I testified before the Committee on iTTJplementing a single-card EDt 


system,partnering with States and using the commercial jnfrastructure. EBT is a 


payment method similar to Direct Deposit except that it s~rves those recipients who 

, 

DRAFT 1.3 Page 1 
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receive in·kind benefits, caimot afford commercial bankihg,6r otherwise do not have 

bank accouhts. However, due to tHe unique characteristics ofEDt systems and the 

populations they serve, existing co~sumer protection legislation does'not adequately meet 


the needs ofparticipants in EEl' systems, nor does it provide States the needed authoritY 


. to prevent fraudulent claims. Sti1l, many provisions of cun'eht law and reguJationpfovide 

. . 

vah~~b]e consumer rights to all bank customers and should be applied to EBT systems. 
I 
I 
I 

As such, we would propose that existing consumer protection legislation can be 

customized fot those EBT accountS that are not owned by the recipient, to stten·gthen the 

relationship between the State and the benefit recipient. For EBT accounts in Federally

. administered EBT programs, where an account js in fact owned by the benefit recipient, 

existing legislation is adequate. 

WHY CHANGE IS NEEDED 


The current provision ofla",: for unauthorized funqs transfers is not adequate for 

, 

EBT accou'nts owned by States for three reasons: . (1) States are concerned about 

unlimited liability arising frointepeated losses. fraudulent or otherwise, in accounts that 

they cannot close, (2) if there is a problem ofunauthorized withdrawals from the Elrr 
account, the State currently is obligated to reimburse and continue its relation:ship with 

the recipient. and (3) reCipients of means-tested programs generally cannot afford the $50 

co":insurance payment provided for ~ndcr current Jaw. The Federal Reserve Board 

recognized these concerns when it established a moratorium oil the application of 
~ t , 

Regulation E to EBT systems until March, 1997.' , 1 

; . . 
. Under current law, a financial institution has the discretion to dele'fltlinc to which 

.consumers it wants to offer elec~ronic funds transfer services. ·]fthere is a prClble~n of 

DRAFT 1.3 Page 2 
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una~thorii:cd withdta~vals with a commercial account, a financial institution rhay simply 

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

If there is a problem \\lith an State EBT account. the State must continue its 

relatioIlship with the recipieIlt. Without a backup paper'system, this Illcans recipients of 

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

In these State·administered programs, a monthly fee is j)aid for by the State pays fot the 

account. Whi1e the State owns th~ account, the recipient is responsible for safeguarding 

the card and PIN. States are co~c6tned that cutreilt legislation does not provide, recipients 

with sufficient incelitiyc to prevent Josses. As a result, SUites fear they will be stuck 

paying monthly fee~ that arc higher than necessary. 

ACTION FORCING MECHANISM 

Many States haveorganiied in r~gioila) aJliailces to implement EST, such as the 

Southern Alliance of States, the Northeast Coalition of States, and the W,esterIl Coalition 

of States. I have aUHched to 'my testimony a list o(the EBt alliances and their member 
, . ,1 , 

States. States in the three coalitions I have nlentioned are scheduled to begin rolling-out 
I 

their EBT systems next March, provided, that there is a solution to the problem of 

consunler protections. The alliances are concerned about proceding given the impending , 

end of the moratorium., 

COMMON GROUND 

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

alJiances and with consumer groups to find common ground that encompasses those 

. rights that should he appJied to EBT while addressing those factors that make State- ' 
I • • • • • 

owned EBTaccounts djffer~nl from, consumer OWJlcQ aCCO\Jnts~ We believe that many 
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I 

States and COl1surh'et groups can agree on the coitm10n ground of the followirig fOlir 

principles: 

1. A RespofisibilityStandt\rd~ 

2. Addressing RecipicJ'!ts Needs; 

3. Administrative Controls to Prevent Losses; and 

4. Shared Federal aild State Financing. 

First"·a responsibility standard. To avoid the potential fot unlimited liability, in 

general, the recipient should be liable for unauthorized transactions involving a valid 

access ~evice, or EBT card, 'and PIN. the recipient should not, however be responsible 

for those losses that occur after the recipient has reported' the EST card is missing, the 

PIN compromised. of that continued access is denied to aperson previousJy authorized t9 

use the EBT card. The respo:hsibility standard should not apply in, cases of forced 

initiation, that is, when force is used prior or incident to the withdrawal, ifthe recipient is 

wiIlingto cooperate in the prosecution of the person who used the EBT card: In such, 

case, the recipient sho~ld be reimbursed in full. The responsibility standard should not 
, ; " " . ' 

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

Second·-To accommodate the responsibility stdndardand the unique recipient 

population; EBt systeinsshould be designed to respond to recipient needs that current 

law does not require financial instit~tion$ to address. EBT systems should include a toll
. . . 

free notline, easily accessible 24 hours a day and 7 day's a week for recipients to call and 

request that account access from their access devices be blocked. $tates should provide 

recipients with adequate notice, and:training as n'eeded on-demand, of how the systein 

works. States should also allow PIN selectioil on-demand.to distoutage recipients fr.om 

I . 
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wdtin'g down the PIN on or near the access d.evicc, SUites 'should conduct an 

investigation before denYing any ~Iaitn, And claim deniaisshotild be subj~ct to fair 
, , 

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

in the irivestig'ation and detennimition . 

. Thitd--Administrative cost controls to prevent unauthorized funds tNirisfers and 

claims. Based on a State's experi~nce with a given tecipient, the State, or its agent, may 

want to provide a recipient with an alternative method ofaccessing benefits. As an 

incentive to safeguard acceSs devices and PINs, a State may want to impose a fee on 
" ,I '. 

replacement cards that reflects the'reasonable cost ofpt6ducing aI1d distributing the card .. 

Andfinally--Shated Federal and State goverfllnentjinancing a/the cost of 

providing these consum'el' protections/or Slate-tJdrfliilisUlred Federal programs. Almost 

aU of the costs 'associa'ted with providing these consumer protections are cOIlside'red 

administrative costs for the purposes of Federal reirilbutscment, generally at 50' cents on 

the dollar. 1be remaining costs involve replacing benefit losses only as described above, 

such as in some cas'es of systems error or when the withdrawal was initiated through 

force. 

The Federal govetllrhent shQuld participate in funding thcse replacement because 
1 

the electronic EBT environment is much more secure than the paper environment. In , ' ) 

. l ' • 

paper bcne'fit delivery syst.ems there is a negotiable insirum'ent, such as a check ot food 

. coupon, which can be lost or stoleri after it is in the rec~pjeilfs possession'. ·EBT is like a 

vault with two keys: the card and PIN. ,Because the card artd the PIN must be used 

together to withdrawal funds, many Josses that CQuld have occurred in the paper 

environment, after the recipient is in possession of the funds, are prevented with EBT:, In 
, 
.' 
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genetal, the government will only 'be liable for EBT losses that are hot the fault of the 

client. This includes neW siluatiotis~ not the fault of the Client, but for which there is no 
, , 

. . '. 

analogue in the paper environmenl. such as forced initiation of a withdrawal. 
I I ~ . 

I 

CONCLUSION 
i 

States and recipient advocates have expressed concerns that current law,- is not 

sufficient to protect Suites and recipients frompoteritial 1iability in EBT Systems. We 
I ' 

believe that cuStorrii:tingcurreht le~is1ation to reflect folir ptinciples will address the 

needs ofb6th Siates and recipIents: alike. These principles arc: 
t 

o a respon'sibility stan~ard; 

o Addressing recipients needs; 

o administrative cOIitt(:~ls to prevent, losses; and 

o shared fi,nancing. 

We believe that adopting a customized approach, based on these four principles is far 

preferable to a complete exetiiptio~ from Regulation E. The customized approach gets 

EBT done and advances .the our partnership with States. particularly in the area of 
, -, , ' 1· . ",.'

,financing. The customized appr089h minjrnizes'the potential for fraud and abuse. The 

customized approach baSically eJih1inates State liability when the card arid PIN were 

used. And the cust?t'nized approac~ encompasses many oasic consumer standards that all 

consumers enjoy today. A complete exemption leaves these issues unresolved and in fact 

only adds new issues as each State must now create consumer protections de novo. 

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

, message and provide more desctiptic)fl of this common ground. We ate '~lVailable to work 

with Committee st~ttjn developing bill language that incIudesthe principles we.have 

articulated. Again, tha:'ok you for this opportunity to testify before you on EBT. 
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LEGISLATIVE,REFERRAL MEMORANDUM Total Page(s): ~ 

, 	 , 

TO: Legislative Liaison Officer· See Distribution below: 

FROM: James JUKES ' _ (for) Assistant Director for Legislative Reference 
'" " ' 

OMS CONTACT: 	 Ronald JON~/ 395-33B6 Legislative Assistant's Line: 3tlS·3454 

C=US. A=T E AIL, P=GOV+EOP. O=OMB, OU1=LRD. S=JONES, G=RONALD, I==E 

Jones3e@a .e p.gov ' ' , ' 


SUBJECT: 	 AGRICULTURE Proposed Testimony on POSSIBLE IMPACT OF REGULATION E ON 
ELECTRONIC FUNDS TRANSFER ACT ' f _"._ 

~l~A·~~~
WR-/~ 

DEADLINE: 5:00 TODAY Tuesday.: June 18,1996 :, " , 	 , ' ,,.;(~~ 
··-----·---In-accordance with OMS Circular A-19, OMB ~equests the views of your, agency on the above subject before J 

advising on Its relationship to the program of t~e President. " , 
, , 	 , 

Please advise us If this Item will affect direct spending or receipts for purposes of the 

"Pay-As.You·Go" provisions of Title XIII ofthe Omnibus Budget Reconciliation Act of,1990. 


COMMENTS: OMB testimony for this hesringwas previously circulated under LRM 4777, 

I 
I 
i 
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,ELECTRONIC FUNDS TRANSFER ACT 

AGENCIES: 

47·Federal Reserve- Donald J. Wlnn· 2024523456 
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, , 

I(your response to this request for views is short (e.g .• concur/no comment), we prefer that you respond by a·mail or 
by faxing us this response sheet. ' ' 
'If the response is short and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line) 
to leave a message with a legislCitive assistant I, . 

You may alSo respond by: 
(1) calling the snalysVattomey's direct line (you will be connected to voice mall If the analyst does not answer); or 
(2) sending us a memo or letter. ' " 


Please include the LRM number shown above. 8,nd the subject shown below,' 


, I 
\ 

to: 	 Ronald JONES 395-3386 

Office of Management and Budget 
 , . 
Fax Number: 395·3109 	 , 
Branch-Wide Line (to reach legislative aSsistant),: 395·3454 

-----'- 
FROM: _________.........__-"_____ (Date) 


~__- __,___--_---.....,..------------ (Name) 

____________________ (AgenfY) 

I 

__.......,..___________:..,-_.,-.___ (Telephone) 


SUBJECT: AGRICUL n.iRE Proposed Testimony on POSSIBLE IMPACT OF REGULATION E ON 

ELECTRONIC FUNDS TRANSFER ACT ' 


The following is the response of our agency to your request for, views on the above-captioned subject; 
I 

___ Concur 

___ No'Objection 

___ No Comment 

_.,.--_ See proposed ,edits on pages ______ 

____ Other: ___--:._____~__ 
, . , . .. 

___ FAX RETURN of _ pages, attached to this response sheet 
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TESTIMONY OF ELLEN l'1MS 
UNDER SECRETARY FOR (o'OOD, NUTRI'f10N AND CONSUt1ER SERVICES 

U.S, l.>EPARTMENTOF AGRJ CUI..Turm 
1 BEFORE THE 

HOUSE Cot-1MITTEE ON BANKING AN) FINANCIAL SERVICES 
SUBCOMMITTEE ON FJNANCj".Zl"L INSTITUTICNS AND C(")NSIlMF:I< (,~EDIT 

i JUNE 19, 19 96 i 

1. 

Madame c:;liairman, Members of the, Commi tLee" it is my ;::>lNI.S\ll"f"~I.O job) 

you today Lo discusf3 the impact of applyi.ng th"P. 1.'''':c:1e1"Cll Re~e::vc '::; 
._. "--" . 

.--------'Regulation .E Ilnder the Electronic: F.lmd~ 'f'oll1£1ff'[ i\ct.. 1..~.lth<s F'oodStamp 

Program .. 

vice President Oorc, .th@Federal r:1 pd.;,tonic P,(Hlefits O:!;BT) Task For..ce 

and I aR (~o-Chair of the TaekForc(; 'and ;;JH Undp.r .~:P.cl·~:.ary for faoc, 

Nutrj tion and COnaUH\!:i!.r Services ~,t the. U..S ~ Deparl.nW;Tlt. or l\gricul cure I 

.have ch::lmpioned the use 01: elertronic t>C11Cfit technology La de] 1ver 
" , 
". " ,I . , 

benefits to people. The Admin18\".rar.ioll hi.'J£": l-ac:ogrllzc·d the challenges 

invol ved in implementing t.his t.edmolngy; Cbi lleng;.:.f.,\ t ha.t . include ensUJ; ing 
, 

that people ulJlill.S the technology hil'lC ,'Jd:::<1ual.f: prOI' .. c:ci,nns fOJ;' their 
. I 

. I .'.. , 
benefits.'. Regulation.B is an important·:i 8:3U;: i-lffoc::ing th~ ·imple.mt<".ntation 

of EST &nd 0.11 of the stakeholdE;:rs invo.lvt:(J.' 

, 
The Pocd· Qhd CoiulUmer .Sei:vicl": ,of tht'c U, s. n~Pd,:I.liielIL (,)f Agl: icult:u:n:: 

has been testing EBT for food s:tamp i ~SUitIJt;t":~.im:t:' 1984, In th~ last tt.ree 
. . '. '. 

yeO-rs, we have been 'actively wo::x:.·king I,d th St~aleiJ on lrnpJ·erilen'.:.ing EST 

nat ionwide .. 

. I 

. I 

http:applyi.ng
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The Administration recog'nized carl y 01: EBT's ,,,·xtraordinax·y pol.ellt ial 

(or efficiently, affordably, andsecurply c;elivcrir.g progr(llll benefits ar'l.d 
" 

, improving the .qualityof serv~,~;E" to food i~tamp rocipienLS U!ld rE'('l1.ld,ng the 

stigma associated with paper, cOl:ponSl. }\nd. wc,knl'!\~ thc~l. iHsuing £:~Od 
, i 

assistance nenefi,ts electronicallywouJd. 1'~~volLlt inn i.,ze t: he ..,my we Pl:O't.@ct 

benefits from fr'aud and a.buse. 

~.___..___·_:Q.erfc.imance Review, From Red Tape t:o neeultsi callc:d b::.>l··t.he:1 l."Llpili 
. I . . 

, 
development of a n~tionwide system to del:v~T gav~rnment ben~fitd 

electroniC":'.::.Illy. Th~Fed~ral EBT T<lsk FOl"(;p; .wa~,. c:hacl:~n:'ld to mect ~hQt 

purpose. liu9t Over two years' ago, .Lhe Tc'l'sk Force :n::po!'l. ( Prom Pa.per to 
I 

In.et.ronicD I CroAt;i.ng Ii Benefit Delivery System That WorkeBetter and 
\ 

Coats L••• , was reloneed. 

Sinc~ then,. we have rr,ade tremendolln !JtcideB ; n l:ea) i::dng the vision of
! ' . 

that rcpol:t I· to make r;:Dl.'nati~nwid0 ih the fulle~,; l. ~l":lI~e ..:.' O:II~ card, us.el:' 

friendly ,with 
" 

llni f ied electronic delivery fA govel !llu:mLfUIHJea 
' 

beneflu; 

under' a federal-state part.nersll:l.,i>. 01.1 r fJf·()~j.n:.~·ob io noteworthy, r.hnnks to. 
I 

~hfl cooperation. of the Federal :,J.9(~lj·.".;.eH ar:cJ Lhe F!":c1p.ra:'" ERT 'rask FOl-ce in 

work~n9 with our· State partner.~ 

i 
I 

: 

Today, ,every'state in the coun'try, aE.~ wall ast:he Commonwealth ot 

Puerto Rico, is planning for EST imple.ment;',)l,lon.' ThlX"ty of these states
.' . '."!. j 

haVe l'eceived approvaJt"o proceed ,w),rh thr:~i J EBT. programs. The Southern 

A,lliance of States, under t.he guidaril:e of the Fp.del'al EST Tal3K Fo:rce I is 

I 
. 	 i 

I 
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prepared to begin imp] ement.ation of combi:le'd Ff;dera 1 and St~lte EaT by ~.he 

end of the yea:::. 

I am particularly proud of the roll:: or t Foed and ::::~)Ii:';\JfIlf!r Service 

as the lGiad Federal agency for EBT. The· Food SLdl!lf.1 fro~lram ha~ progressed 

from havinq just six operational EBT .Gitc~ in1 g ~n, to thirb,:)eh sites· 

today. Five'States nbw bperaLe stat~wj~p RBT eyst~ms: Mkryland. New. 

Mexico, Texas, South CaroH no: find UL all.· nvel.":,All, EBT p;:·,.rtic:)rlHt ion has 

·---~i-fl.e-I'ea·sed--from roughly f~lU:' pC:i,cl?p.t ':J.I." ::lIfo.; 'total Food 'stamp GClBt:lloiitd J.tJ 

1993 to almost fjft~en perc~n~to6ay. 

i . " 
This AdminiF.lL:ration is. fu~ly, cCI!}lmlttod to see) rig .UH.~ promie:e of EaT 

'. 	b~~cm~ a reality in every Sta~e. Ove~ the pont th~cc years we ha~e Tnad~ 

BST a top priority for the Depi'lytrne.nt.. Wt;· have rnet ou:'- DGpact.ment goal of 

};6ving every State pl,:mn1ng EDT by tJ'1F~ (':P('i' :Jf the y::::'Ql". 

impQct of REgulation E on EBT systems. RCqUJ.dI.1.()J1 p; e~LaDlishes a 

framework of legal rights and :r~:;;t'u!1~ib:U it ieu. to:! ci.ud iS8·.F~I·8 and card 

hoJ.ders in electl-ol'lic tundt:r·an8[CI.·. l:iy~L e!l~,l:. I'l·ell] n~j l.lp proc(:;dur,'H3 for 

processing claims of lost funds ilnd l.i.m.it:ing ;i- cl.i.l,;nt.'n liability for less. 

Without:. Reg E, client.b an~ currently liable for t~1] bAne-fit. l0!1s~s 
.' 	 ' 

resul~ing from ti~n~act{oris made with .!,. val:.dcard and Personal. i 
, 

Ident.ificattonNumber . (pn4) up co· the poinr·t.rie client notifies ~hc gBT 
, 


syst.em of a·i>roblerri. ! 


, I 
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In March"~ 19Y4, the Federal Reserve ::lcard is!;;ue,? a decision to ext-end 

coverage of 'Regulation E to EBT systems cffcct.jve ,i.n March, 1997. The 
I 

Board allowed three year9fo~ State ~n~ Pcdcr~l ~gcncics to determine the 

impact Reg E would have on EST cperat ing costs <111'3 ro riet-.F.r.m:i.nl?, should..' , _. 
I 

, , 

t,h~r.e b~ increaoed coats, whc~her the~:e would \jl'~":l \i(Jc~ l-::R'r ('(UIII bf:!'iutj l:\ 

c08t~Btfective alternative to :issu{~g paper .~h~ckD and food_9LHn~' cou~eng. 
. i ' 

Most sti.lk~holders agreed ,that,therp. -"',':;8 '1,')j' f".nough empil:ic.:-Il dGta .in Lh..i.t:i 

area 
,'I 

to'proj@ct 'the impact Reg: Et>;Ot.;J.r! :,,'J\1/'" 
1 

on'llD'l'. 

" 

, Administrators' for State-operated Fedel-al ,program£'; 1. i J..I"' the Food Sta:np 

Program and Aid t6 Families wi~hDQPWJldent Children expressedrioncein thaL 

Reg E mig-ht .lead to an influx of cla:':T1S of '.J1I."iuthori2ed tr.::msactiol1s,. and 
i 

:tTl turn' to increased costs due .to repla.ced hr:'l'J<::£it.!;i, J.t wae impol."tont for 

\.:8 to collect Gmpirical data' to' di:i'H.:(":rl'l if' thl:!t'H:~ cc;ncerns WOIJld j';>e borne 

out in praocice, 

At th~ same Lime, we heard [rom ;'Jdvoc.:\tcs lI.he b0..li{~ved t:f1at recipient. 

Ahuse would be min1~al, but wer~ COllGet"nec": that "ecipil;'llLV have the same 

prot:ect.ions as commercial debit i,<':d.:nl (;UF,l:,pm(~rs, , 

, 
III all ,t:3ffort to. lea-t'n more 'about the likely irnpaGU.'lof I<cg r; '<:m 

benef i t replac:emenr;~ and adminiRt.riiit \ve cnr:1 ~.; I . the rood and Copsumer 

Servic9, in· collabor~t1on'with' l;h'i;~ D8p.':;',(.I.ln<~~lU; of .lh"'iillt.h ::Ind Human Services 
I 

and't.he Treasury I sponsored seve:raldemonut:.rationf'i. 

I· would like to personally th&nk Neli ,:ersf:Y,N~~w t-ltl'ldc(), and , 

, : 
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, 
C.i,tibal"lk.', s DIrect Federal Program ope.cation in Texas .:-'':. fOl" volur;tes1..iIlg to 

, 

participate in our, 12 month e~aluatioll of 'Re9 E. These States, thei r 

participating count.~e6, and the. T~xas proj(;cL,' have 9l:'eat1y r.tciv~nced our' 
I 

understanding ot this imporcan'; issue" 
, , 

, ; 

r am pleased to report that'the Fond arid Consumer Rervice has 

.completed gathering data on l':.J", t.1H:: <.{ppl jc;,ltic~ 0;; R(!91.11 .. t, ion. I:;l.Iiill affect 

EBT systems, and although we .hGlVA riot cornp1Hred Oll!" <lnaTY),;js of the ful: 12 

findings this mo·rning. 

In our evaluation, we took a careful look .At .lccipien,t cla.irns in EST 
i 


~yst.f"'!m$ operating with B-l"ld without H(~gulcl!:ion E to \.~x.am:iw! Lh~ impact on 


recipients and program adrninis~rat'i ve' ,1m3 be.n~f'it co~t.::;. 
I 

Our preliminary data show 'R~9 E h:id :1 i tt.Je, :i.f allY, impdct on the rat;e 

o£, claims submissions.· This is the:' C~$C .:,C:tUI;l::l tb·,: t.hree major categories 
. . . . . . 

of claim .types, including unauthorized tr'ansactioLS, t.,l1f:~ ve.ry diffp.rent 

demonstra.tion settings, and aU pIU~.~'<Hnu. 

; ,. 

con,sequElot.ly, ,our preliminary f j ndinqs !:;u9g~A!" that Reg E had ll.t tle 

to no effeC:L 011 the CC.)st 8.ssociatedwith n"::plac~d b<':',IJl'lfi t.£: in ~h~ 

dem6nstrat ion 8itee, MOS't: clai~18 forben~f it's loot thrQugh the' 

una'l.ltho:cized use of EBT 'vIere denied. FOI' approved c]aims,' the resulting 

liabll1.ty for re.placed benefits: aVEH'aged ,jU::lt $0;, 02 p~:r.' ,ca;;e mont'htc.r cash 

benefits and less than$o.C)] per 
\ 

cast' mont.h for :ood SlalOp benefits jnthe 

., . 
, I 
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demo~s~ration sites,. 

At thj,8' point" ,the preli~inary evidGnc~ ~\Jgge13t6 that, ,alchough 

ReguJ.at ion E ma'y not impose much addi 1-iolli'll cost: t <) govenlm0.nt,A 1 Agp,nd e9 

and their ,EST vendors in the form .of r~plnc:edben~fi t s, cht':,' i-tddpcl 

admini strative costs of Reg E: operations TTl<:lY hp. m'(y(~~ 811b~ ~ eill t :tal. O·.lr 
",

'. , . \ " " . 
evaluation found that admini6t~ativc costs va~{~rl ~()nsirlerablyacross site~ 

a no programo 

Fo:r' di':rect' F'ederal paym(?~t progrcJms I slIch as t he one we studied in 
'T' ' h' ..!l" • If]'] .:J ... hexas, t: A ;:'!omlnl.Bl:cat1ve ,coe~fJ 0 ";<'09' E 1"l({lJ ... ,,'~~(~; .,d) .l9 pel:' caoo' mont, 

'compared t,o costs of from $0.64 to SO. 9~, pet" CiH:iQ ffipnth for clairn8 of lost 
• . ' I 

each bcnQfitA in SLc.llB-sdrllini'"?tered J::'1?,deral pl.·ogr;4nl;1. 

For ci~imc involving food stamp ben~fit~', 'whi~',::l were fewer in number 

and aid not :lnvolve automatic ;tellcr macb:i nt, (ATM) "[T.j,t-aLi !-;i[Jf::maee;, ,; ,the 

o.dmin ist ratj ve, cost 6 of Reg E operat i("Jl"w ~,I)\)w<::J '1 i II i~ vd.l',i ':t 1., ion ~r'ound i::I.n 

average of $0.26 per caoe month. 

In contrast Lllt=! ddllllrti~t:rat i ve coses of i :1Ves r.iqat:Lng ('; 1 aims i.n theI 

comparison site~ ~hich d::'d noel implellUi!T1t Reg 1::, avonlgcd only about. '$0 ;02 

per cat:l~ month ,for ,.AFDC ,claims. and ,$(1, 01 r;~ler: casp. month for food stamp , 

cla1ms. 

j, 

, i, 
Later chis year, when our: [iIJi-Il repo~t js avai:able;we may Bee a

! 
Romewhat different picture of the demol1e::trar.:i.on n:i I,.c:~f~' (:~x.pE!r:i.ence wit,h 

'J. 
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claims and admjnilitrat.ive c6e'ts. 'The f ina} r~port. will be based un data 
I , 

from th~fuLl 12 months of, ReigE operations: at. "eadl site ::tnd will i.ncludA 
: ' 

someadrnini strative cost' comp:on.t~nts ,not ,yet compi J cd. such as r.i'l8e,worker. 

• ,,' \, '1 1 • i " 
time, and costs associated wH,h fair hearingi; ar:d n:coupmerd: pro(:e0l.1r:e8.' 

The fina] report will al:so 'a8S~8S ('nsts that. Jj,kely would not be 

incurred in a non-demona,trati;o:;:" :=;:-;t,:.':i /lg, ,';1:: well cHl ~-),o;.;t. i 1Il<tLr,,> the likely 

impact of Reg E on theco6t-neutr~'ilY of EBT~ 
, 

, I 
i 

of special inter~8t \,I,-il1. be the Sit:0';' ()wn aBf,1e.cr.;mcnt of how staffing 
, ' , ' , I " 

and operational procedures can b~ modi f ierl ::(') a,-:h:i ev'{-;, ..'~ven greater 

efficip.r1ci.es in providing the,' client protections t!rl:,:i,sion~d by the Federal 

Resc}~ve' I;l Board: of Covernorewl)C?71 t,Ile. Bo,:1J;'d rulei LhlJI', H':>:9u1a,L ion E Gh~uld 

apply to all ~BT systems,.' 

• '. I 

Madame' Chaiint1:1fl,thifl concludes myp:r:~~~11n:1:'ed 'n~mad~6.I \to.'ould be happy 

to answer any qu~et.ions you Ol:" the Mc;:nG<:.:i~1 l~d9:hL havf;. 

I 

I' 


" ' 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

'WASHINGTON. DC 20503 w~... tI'@ ~ . 

MEMORANDUM FOR THE FIRST ~y , ~ 
THROUGH: 

FROM: 

SUBJECT: 

Carol Rasco~ 
Leon Panetta 

Transfer 

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

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 tha~ separately cut, print, deliver, and reconcile 

paper checks and paper coupons. For benefit recipients, there . 

can be long waits for th~ check to arrive~ 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 ~f USDA, HHS·, Treasury, Education, and 

OMB. The Task Force, originally chaired 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 ~xecutive 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." In order to 

accomplish these objectives, we will need to work closely with 

States and with the private sector, especially financial 

institutions and retailers. ' 




Background and strategy 

The introduction 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 beneficia~ies 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. 

For individuals 
~ 

who are banked, the current system of direct 
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 initially be included on ,one card 
include: I 

I~ 


FEDERAL AND STATE BENEFITS THAT COULD BE CONVERTED TO EBT: 
ADMINISTERING AGENCY AND UNBANKEDBENEFIT DOLLARS 

Agency 

! 

I 

i 

Programs 

% 
Unbanked 
Benefits 

1992 
Benefits 

($ in 
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 
VA Veterans Benefits 17% 2.1 
States Refugee Assistance 75% 0.3 
States Low Income Energy Assistance 75\ 1.1 
OPM Federal Pensions 17\ 5.5 
Defense Military Pensions 17\ 3.8 

Total Unbanked Benefits 105.6 

* 	 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 established programs such as Women and Infant Children 
(WIC), Unemployment Insurance, and Black. Lung could be included 
in a second phase. Programs that are underdevelopment such as 
the Earned Income Tax Credit (EITC) or Health Care Reform could 
be included when and as appropriate. After discussions with your 
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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 Resolution 

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 ~ll' 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 coh~rent 
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 rollout. Although we have promising cost data from 
the current pilots, extrapolating these analyses to a nationwide 
rollout is difficult giver the large number of cost variables and 
many players. Preliminary estimates show a range from 1994-1999 \ 
of net Federal. savings of; over $1 billio~ to net Federal costs of 
over $1.6 billion. The range is so large because the estimates 
are highly dependent on tpe 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 sec~or support. 

How do we ensure that Fed'eral agencies work together effectively, 
in partnership with states and with the retailers and banks? 

The report to the Vice-P~esident should be more than a blueprint 
for nationwide EBT. It sHould also be a 90cument to mobilize 
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support of the stakeholders. We plan to include in the report a 
recommendation to establish 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-enaineer, streamline, and 
simplify the current benefit program structure? 

prpgram simplification 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 
question is whether EBT should become an agent for SUbstantive 
program changes such. as standardizing benefit eligibility. 

Additional. Information 

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 impressed with how well the program was implemented and how 
it works. 

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