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May 23, 1997 

To: EBT Public and Private Sector Participants 

Transactive Corporation participated in the recent meeting of the National Association 
'of State Accountants, Comptrollers and Treasurers (NASACT), providing an update On 
the Texas-New Mexico EBT interoperability project that we have pioneered, 

, 
In her presentation to the NASACT association members, Margaret Jedlicka, 
Transactive's director of software operations, provided an overview of this model for 
EBT transactions that arc exchanged between states, projects, and vendors, 

This solution is the first practical te.s[ of the nationally uniform technical interoperabiJity 
standards for vendor-Io-vendor transaction exchanges (ANSI 9510) that were adopted 
by the National Automated Clearing Hou~c AS50cta[ion (NACHA) under the national 
EET operating rules, 

I a.m providing you with a copy of Margaret's presentation in an effort to increase 
awareness about the technical viability of achieving nationwide EBT operability 
through processor-to-processor interchange. . 

This project was undertaken with the full support and cooperation of the EBT project 
staff of the states of New Mexico and Texas as well as USDA Food and Consumer 
Service, Trnnsactive worked close~y with First Security Bank Processing Services of 
Albuquerque, processor for the state of New Mexico, 

While outstanding issues-such as the costs oC tnteroperability and who will pay 
them-remain unanswered. we arc, enthusiastic about the opportunities for nationwide 
benefit accessibility that this development heralds, 

. We believe that interoperability is clearly an issue on which the industry needs to 
come together to seek answers that will push forward the development of EBT and 
the services that it:bring~ to millions of American~ nationwide, 

Transactive manages the largest number of online EBT cases in the nation and has 
successfully distributed nearly $5 billion in benefits through 200 million transactions, 
We are proud to once again parLicipatc in a leading development of the EBT industry. 
and we are eager to share our experiences in an effort to increase overall understanding 
about this key issue, 

'"y-(!~: > ,- • 

Sincerely, .gr1J~:'~&?
~~~/It1-c :Gc ry'( Coler ' 


Po e {dent and Chief Executive Orficer 
 ;r~~ 
+o~~ 
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ELECTRONIC BENEmS TRANSFER BILL,
SuIllllllU'y of Senator Leahy's Anti-fraud Bill 

ELIMINATION OF COUPONS: The bill will alter the Food Stamp Act and 
will require that the Secretary of Agriculture no longer provide food stamp 
coupons to states within three years of enactment, In general, under current 
law states are required to use a coupon system, 

Any Governor may grant his or her state an additional 2 year extension and the 
Secretary can add another 6 month extension (for a maximum of five and one
half years) to convert from coupons to EBT. 

At the end uf that time period, coupons would no longer be provided to the 
state. Food benefits would instead be provided through electronic benefits 
transfer (EBT) or in the form of cash jf authorized by the Food Stamp Act. 
(For example, under a bill reported out the Senate Agriculture Committee by 
Senator Lugar on June 14, 1995, states can cash out food Stamp benefits as part 
of a wage supplementation program,) 

The bill is designed to 'piggy-back" onto the current expansion of point-of-sale 
terminals found in many stores, The bill anticipates that stOres, financial 
institutions and states will take the lead in the conversion to ERT. 

Under current law, states must pay for half the costs of the point-of-sale 
equipment put in stores. Under Senator Leaby's bill USDA will pay for 100 
percent of those initial equipment costs, and USDA will pay for 100 percent of 
the costs of the EBT cards, 

STATE LIABILITY: Under Senator Leahy's bill,·USDA and the Federal 
Reserve Board are precluded from making states liable for losses associated 
with lost or stolen EBT cards (unless due to state fraud or negligence as under 
current law for coupons). The bill makes households liable for most EBT 
losses: however, they are not liable for losses after they report the loss or theft 
of the EBT card. 

As under current law, states are liable for their own fraud and negligence 
losses, 
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Senator Leahy's bill provides that "Regulation E " will not apply to food stamp 
EBT transactions. Generally speaking. "regulation E" provides that credit card 
or debit card users are liable only up 10 the f"rsl $50 in unauthorized uses of 
1051 or 'stolen credit cards (as long as such a loss is reported in a timely 
manner), 

The card issuer is liable for the rest of the loss. Under eurrent law the state is 
considered the card issuer for food stamp EBT purposes, Regulation E has 
been a major impediment to implementation of EBT by states. 

While the risks are much lower for the food stamp program than for debit cards 
(since EBT food cards only contain the balance of the unused food benefits 
rather than access "? bank accounts or credit lines).' many states are worried 
about liability and oppose the application of "Regulation E." The bill also 
provides that each recipient will be given a personal code number (PIN) to help 
prevent unauthorized use of the card. " 

HOUSEHOLD LIABILITY: Under the bill food stamp families will have to ' 
pay for replacement cards. However. onCe reported the old card will be voided 
and a new card will be issued with the balance remaining. 

Households will be able to obtain transaction records, upon request; from the 
benefit issuer and that issuer will have to establish error resolution procedures, 

FEDERAL SAVINGS: Under the bill, USDA will no longer have to pay for 
the costs of printing. issuing. distributing. mailing and redeeming paper 
coupons -- this costs between $50 million and $60 million a year. 

Under the bill. in an effon to reduce the costs of implementing a nationwide 
EBT system. states and stores will. look at the best way to maximize the use of 
existing point-of-sale terminals and follow technology, rather than lead 
technology . 

STORE PARTICIPATION: Many stores are currently using or in !be process 
of adding point of sale terminals which allow them to accept debit and credit 
cards. These systems can also be used for EBT. 

Stores which choose not to invest in their own systems will receive 
reimbursements for point-of-sale card readers (which can only be used for 
federal or state assistance programs). USDA will pay for those reader costs. 
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If the store decides at a later date that it needs a commercial (debit or credit 
card) reader, the store will have to bear all the costs. In very rural areas, or in 
other situations such as house-to-house trade routes or farmers' markets, 
manual systems will be used and USDA will pay 100 percent of the costs of the 
equipment. 

It is planned that this dual restriction -- only federal and state program readers 
. paid. for and the upgrade at store expense -- will encourage the largest possible 
number of stores to invest in their own point-of-sale equipment. That is clearly 
the best option. 

To the extent needed to cover costs of conversion to EBT, the Secretary is 

authorized to charge' a transaction fee of up to 2 cents per EBT tranSaction 

(taken out of benefits). Households receiving the maximum benefit level (for 

that household size) may be charged a lower per transaction fee than other 

households. 


CONSULTAnON: In implementing the bill the Secretary will have to consult 
with states, retail stores, the financial industry, the Federal EBT taskforce, the 
Inspector General of USDA, the United States Secret Service, the National 
Governor's Association, the Food Marketing Institute, and others. 

I 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, 0 C :10503 


5/23 

MEMORANDUM FOR DISTRIBUTION 

FROM: Belle Sawhill . 

SUBJECT: Electronic Benefit Transfer Roll-out 

On May 31, the Vice-President is planning to announce our plans for 
the rapid t nationwide implementation of Electronic Benefit Transfer 
(E8T). The plan entails working with the States to include as many 
Federal and State benefits as possible o~ a single card that can be 
used at ATM machines a~d in supermarkets. We will start with a 
small group of States and a limited set of programs and expand from 
there. The goal is to have complete coverage within five years. 
k~ advance copy of tne plan developed by the EBT Task-force wnich 
I chair is attached for your information. 

A main theme of the Vice-President's announcement will be the NPR 
goal: l!Q.oving toward electronic government. ff We are working
closely with NPR staff on the rollout. 

If yOll or your staff have any questions please call me, Tom Stack, 
or Richard Green. 
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EXECUTlVE OF~lCe OF Tl-iE PRESIDENT 

OFAOE OF MANAGEMENT AND autlGET 


WASMNOT~ O_C. ~ 

The Vice President 
The White House 
Washing",", D. C. 20500 

Dear Mr. Vice President: 

W • .,. very pleased '" _. you with the Report of the Feder.li Electronic 
Benefits Transfer Task Fort:C. In September, the Nalional Perfonnan<:e Review called 
for an implementation plan to support the !lipid developmen. of. _wide sys.... 
to deliver government benefits electronically. This report answers that caU. 

In Nov=bcr, an in.........y Task For<:e was formed to make EBT nationwide 
in the fuUest sense - one card~ user fric.ndl}'~ with unified ddivety of govemmcnt
funded benefits. This Task FOrt:C report is the resuI. of hard _ and oooperaIion 
amOllg many people in Feder.Il and S.... government who believe EBT is a modern 
100110 make government work bell« and """ 1.... In pr<paring litis report. we 
consuJted with and received excellent input from States.. the financial se:rvices 
community. food retailctS. and recipient advocates. 

The report represents a key milestone for the implementation of E8T 
nationwide. Upon your acceptance of litis report, nationwide imp_en of EBT 
in partn=hip with Stales, will begin immedialcly. W. look forward 10 discussing 
this report with you. 


Sincerely. 


Isabel Sawhill 

Chair, Feder.Il EBT Task For<:e 


~~ 
Vice Chair, Federal EBT Task. Force 

~~ 
Kenneth Apfel 
Vice Chair, Federal EDT Task Force 

http:Feder.Il
http:Feder.Il
http:Feder.li
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THE \1SION-ELECTRONlC BENEFIT DELIVERY 

Vice President Gore's September 1993
Make EST lIillionwide in the Report of the National Performance Review 
juIleSlIlUlSe. - one canI, user (NPR). From R.d Tap< 10 Results, called for 
friendly, with unified d~livery'of the rapid development of a nationwide system 

to deliver government benefits electronically, government funded benefits. 
The Fcdernl Electronic Benefits Transfer 
(EST) Task. Force was chartered in November 

1993 to meet this challenge. Simply pur. OUT goal is to make EDT nationwide in the fullest 
sc:nse-one card, user frie~dly, with unified electronic delivery of govenunent funded benefits 
under a federnl.stat~ partnership. 

EBT provides benefit =55 through 'utolll3t1:d teller machines (ATM.) and ..tail pcint-of
suie (!'OS) terminal., It can ,.place the multiple paper-based benefit delivery sy.tems with a 
single. integrated electronic system that delivers benefits for a fulJ range of federal and state 
government programs. The Task Force envisions a national EBT system that reduces the cost 
of benefit delivery. strengthens the managemeot of program funds, and reduces fraud. A national 
EBT system, built' with the he1p of the private sector. will replace outmoded government 
disbursing through the US< of modern electronic banking technology. The result wili be improved 
service at a lower cos1. This implemeotation plan IS the first step in meeting that goal. 

Each year, federal and state programs deliver almost $500 billion in casb benefits and food 
assistalttt. Most of these benefits can be delivered through dinct deposit and the rest by EST. 
There are at least 12 federal and state benefit programs which could use EST to n:place paper . 
delivery metbods.. The.. include food as.i.tance programs under the Department of Agriculture 
(USDA) and casb benefit programs under tbe Departments of Health and HUlIllUI 5Orvice. (HIlS). 
Veterans Affairs: (VA), Defense, Labor. and Education) the ~ of PersonneJ Management, 
and the Railroad Retirement Board. 

Initially, the effolt to implement EBT nationwid. will focus on prognuns cumndy using 
EBT on • small scale. Including the Food Stamp Program, Aid To Famili.. With Dependent 
Children (AFDq. ttrtain direct federal cash benefit programs. and some state general assistance 
programs. Ooce the full range of programs is included, a nationwide EST system will deliver 
over SUi billion in benefilS annually, To put this in perspetaive, ,b, annual funds flow for 
VISA USA. the most widely used cndit card in the United States. i5 in the range oU175 to $180 
billion. 

For recipients with bank accounts, direct deposit is the most cost effective mea.us of 
delivering benefits. However, a substantial portion of federal and state benefit recipients do not 
have aCcess to bank accounts. Moreover, direct deposit is not an option for government food 
assistance programs. wbich restrict access to eligible food items in authorized food retail locations. 
In these cases) EBT is the solution. 

From Pape-r to EhcJronic#! Cnating a BIiMfil ~linry Spillm TIutt WOtU Be-nu tut4 Qua U8:I 
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THE NATIONAL STRATEGY 

The Task Force will provide tbe leadership for the development of an integrated. nationwide •EBT payments system providing recipients with access: to all their government benefits. even 
across state Jines. The implemenlation plan calls for development and roll-out of nationwide EBT 
aver the next five years. The plan has the following five points. 

• 	 Establishing pa_rship' wilh 'tate" to provide the structure for decision malring, 
operations, and management of nationwide EaT, to be completed by June 1994, 

• 	 Developing the fowufati<m for a ""ifo,," EBT 0l"'_g mviro","""" based on 
commercial standards. Some components will be available by September 1994; all 
components will be available by March 1995, 

• 	 Impltmenlmg EBT, through multi-state prolotype(s) and state initiatives, between now 
and March 1996. 

• 	 Es:p<mdbo8 EJ3T servic£!l to all states by March 1999, 

• 	 Enhoncing EJ3Tservic£!l, by examinillg new and developing technolOgies, beginning now • 
and continuing in the future. 

The Task Force recommends • national
71ie'NaiUJnal EBT straiegy implementation strategy that features two 

features two converging paJhs, converging paths. To ensure uniformity, both 
 •both btlsed on a standard 	 paths will be bosod on • atandard foundation 


consisting of organizational and operational
foundation. " 
building blocks derived from tbe 
infraat1'UCl1ll< that support commercial debit 

and credit "",<Is, • 
• 	 loint-Venture Prototype(s}: The federal government and groups of states or single slates 


will work together in federal/state joint-venture partnerships to develop. implement. and 

ltlanage onc or more large-scale, mwti..program EBT systems encompassing both ditect 

federal and state-adIIlinistered benefit programs. TIle implementation of the first 

prototype model is expected to begin by Mareb of 1996, with otber prototype 

implementations beginning shortly thereafter. 
 • 

• 	 Srate·lniliated EJ3T: A parallel path to achieve nationwide EBT recognizes thai some 

states may choose to proceed with EBT d(:velopmcnl on their owo or with other states 

rather than committing to a federal/state joint ventu~, States will have the: flexibility 

10 procure and implement EBT services with federal support and will be able to 
 •
incorporate direct federal benefits by linking with finaru:iaJ institutiollS approved by the 

Treasury Departmenr for tltis pnrpose, . 


We believe that both of these paths are viable. They will cODverge in 8 uniform national 
operating environment, while Offering states flexibility to determine the most appropriate path for • 

• 

From P(JPll'to Eltctroniu: Cn4Jing t1 Jhn~ju DeJiu17 SpIMf 11uJt Worh Bdu 41ttl CtntllMI 
Pog< 2 EuAli*l, SWJUJ'IGI'1 



• 

their implementation. The Task Force encourages states to enter partnerships with the federal 
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government for tbe potential cost efficiencies and streamlined design. development. and 
procurt:ment processes that joint business veatures offer. 

The federal government will provideSttmdord EBT services should be leadership for tbe development aod 
avaiisble to benefit recipients in procurement of EBT services for both paths. 
all statea by 1999. With tbe elements of the foundation lIlId 

streamlined procurement options avaiiable. 
the roll-out of unifonn EBT operations can 

proceed to additional states and regions of states. Staodaro EST services should be avail.ble to 
beDefit recipieDts io all ,tates by 1999, 

The Task: Force recommends that EBT use on-Hoe access and magnetic stripe card 
technologies to ensure compatibility with the: commercial infrastructure. However. to encourage 
innovation, the federal government, will work with stakeholders to examine emerging 
technologies, such as inteUigent chip or "smart" cards, for EBT operations. 

MAKING EBT COST EFFECTIVE 

Development of the EST inftastiucture will ..quire au initial investment shared equitably 
among the government and private sector stakeholders. The size of this investment can be limited 
by buildiog on. rather tblUl recreatiog. what tbe _reial EFr iufrastrucl1m: already provide., 
The Task Force will also use lessons learned from over ten yeatS of state demonstration testing. 
Although these pilot sys1ems represen11ess tban onc percent of the doJlars to be delivered through 
the nationwide system. these pioneering efforts have proven that EST works. Savings <::all accrue 
from combining multiple program benefits DO • single card, 

STAKEHOLDERS VIEWS 

The strategies presented in this plan reflect the input and concerns of recipients and 
government and private sector stakeholders. To obtain their input, the Task Force panicipated 
in a wide range of stakeholder discussions and forums over the past several IDOUths. 

Government benefit delivery is sharedThe TIlSk Force recommends between federal and state governments.
federal tmd state agencies join in While .tAt.. share our goals for EST. they 
the reinvention ofgovernment observe that the federll! approval process is 

ftagmented lIlId iDOOtlSistent. aud that fetlerll!tmd pursue partnerships ... 
regulations hamper EST development. The 
fetlerll! government must provide the 

leadership to change the way the federal and state agencies work together, The Task Force 
recommends that federal and state agencies pursue partnerships that stmunJine the: development 
and acquisition of EBT services. Successful implemeotatioD of EBT will require not only the 
partnership of statts and local officials, but also the cooperation of merchants. who provide food 

Frttm Ptt/H,. U) BUcr.rtmics: CrmJing II lUM/iJ DeIJ'I~" S,mm 1'IIIZl Worb Belkr aNI 0Nf.t LuI 
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and cash services, and financial service providers, who offer reliable and secure payment 
systems. 

CHALLENGES 

ViCe President Gore's National Performance Review recognized that challenges must be met 
to implement EST: 

"Barriers still stand in the way. AgeJlcies will have to work together to develop a 

comprehensive nationwide strategy for implementation; it will do no good for eacb 

agency to develop its own process. We will need to strengthe. the partnership 

between state and federal governments i. developing and operating the system. W. 

will have to eliminate some regulations that would prevent this radical change in bow 

government operates. "I 


The primary challenges to the development of nationwide EBT are: 

• 	 Costs and financing: The governments' share of system costs must be reasooable-based 
on equitable cost-sharing by all stakehoJderS In the design, development, implementation, 
and operation of EBT. 

• 	 MOMgement and orgonization: Both within the federal govellunent and among the 
system stakeholders, new organwnional relationships mwn be established to ensure 
uniform and cost effective development of EBT nationwide. 

COSTS ANO FINANCING 

The Task Force believe that all stakeholders will benefit from EBT. However, th... 
benefits should not be realiud solely at taxpayers' expe.se. The federal governme.t should pay 
a reasonable share to provide nationwide EBT services, including an up--froDt investmcnt in EBT 
design, development, and implementation. 

Regulation E is a key cost driver for EBT. Regulation E is intended to provide consumer 
protection for participants i. electronic funds IIlIIISfer systems. In February 1994, llIe Board of 
Governors of the Federai Reserve System issued a decision to mw Regulation E applicablc to 
EBT. The decision provided for a three-year delay before coverage becomes effective. States. 
llave indicated that the potential liability associated witb applying Regulation E to EDT may be 
a "show stopper" fOf further EBT development. While there must be adequate consumer 
protectiOD. the Task Force shares the states' concern about accepting liabilities of undetermined 
value. Over the next three years, the federal government will work with a c:o.a1ition of states and 
with the financial services industry to develop the strategies and procedures that can limit 
exposure to fraudulent claims and equitably distribute the liability among the stakebolder grnopa. 

1 From &d Tape tl,) &suJrs, Creating a GtwI!l'nInenl that Works lktter and Costs Uss, Report of the 
National Performance Review. Septembu 1993, page 114. 
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Although there is promising cost data from the EBT demonstrations. extrapolating these 

analyses to a natioliwide rollout is difficult given the number of COSt variabJes and assumptions 
about stakebolden;' Participation In financing, To estimate EBT costs, the Task Forte oo..trueted 
a model to approximate the outcome of nationwide EST design, development, implementation, 
and operating costs. A discussion of the cost methodology, including key assumptions and cost 
drivers~ is presented in the main body Of the report. ' 

Full implementation of EBT will produce'i1ieTaskFor~e't/itiiniites EBT, federal savings of an estimated $195 million• 	 'ollce operatioMl tllltiollwide" wiU annually. as compared to the costs of papef
produce anllUlll federal savings of based benefit delivery, The one·tim. federal 

investment for the desigli, development. and$195 millioll. " 

• 
implementation of nationwide EBT is 
expected to r<qwre 583 .m!tion In new federal 

appropriations over four yean; • 1994 tbrougb 1997 • including $11 million almdy eannarked 
for 1994 and SIS .mllion requested for 1995, 

States will share i. a portion of the design, development, and implementation costs and i. 
operational costs. Retailers wiJJ be expected to jovest in pos terminals fur their stores and to

• pay the normal 00Sl of POS terudealliansactious. The fmancial service. C<lmmuuily will provide 

• 

access to ATM IetnUnals and networks and will help ill detennining ways 10 Ii.mt Regulation E 
liability. Benefit recipients. many of, whom currently·pay very higb cbeck cashing fees, will be 
able 10 access all of their casb benefits al linle or on cbarge. but will be expeeted to pay a 
nominal fee for the cost of additional transactions in order to benefit from the security of 
retaining funds in their EBT accounts. 

MANAGEMENT AND ORGANIZATION 

Agencies must work together to implement EBT nationwide. Those responsible for.EBT 
within the federal government 'hould be organiud to fulfill the follOWing ..eds:

• • Develop consistent federal policy, an that EBT $Iakeholde.. (i,e., staleS, ",tail..., EBT 
service vendors, and advocates) receive a coordinated policy tl1CSSa8e across programs 
and agencies; 

• 	 .. Ensure accowuabiJity, 50 that progR!SS toward nationwide EST is continually assessed; 

.. 	 Providt a single p<>inl of c<mJact. so that stakeboldeIS wbo Deed information and 
approvals do not have to manage their own way through multiple federal contact points; 

• 
.. Mobilize federal rescurr:es to meet a schedule far rapid deployment ofnationwide EBT, 

so that scarce resources are managed effectivc:ly; and 

• 	 Develop SlantUmls for a uniform, corru1Uur:io.//y compatible EBT operating environment. 
so tbat retailers and financial institutions can tie into fedel1ll and 5tate~ EDT 
systems that suppan interstate transactions for multiple programs. 

• 
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To rtspond to these needs, the Task Force recommends a structure that consolidates 
responsibility for govemment~wide EBT policy and provides an account executive for each state 
or group of states. Within this fraInework. the responsibilities of the key organizations follow. 

The Federal EBT Task Force.. National EBT policy I implementation. and operatiolls will 
be· rurected by the Federal EST Task Force coDSi.tiog of principals representing the Office 
of Man.gement and Budget (OMB), HHS, USDA, and Treasury and an executive support 
slllff. The OMB principal serves as the Task Force cbair. Specifically the Task Force will: 

• 	 Develop and ove.... national EST policy; 

• 	 Di_ the design and development of the EST fouodatioo; 

• 	 Manage EST prototype projeC!(.); 

.. 	 Coordinate EST stakebol~r communications; 

• 	 Work witb agencies [0 ensure the development of a streamlined, multiple program grant 
approval pn:x:ess; 

.. 	 Receive state grant applications and oversee the federal approval processes; and 

f. Coordinate budget requests reJated to implementation and operati011 of nationwide EST • 

...... d Program Ageocy. As lead program agency. USDA will designate an EST account 
executive to coordinate lhe federal response to EBT grant applications from states or groups 
of states. Account executives will have a direct working relationship with the Task Force 
executive staff and serve as the single point of contact for project-relarcd (Ommurucations. 
They will coordinate the review and approval processes within the federal government for 
each grant application, The account executive will eosUR that governmentwide EBT 
policies are addressed consistently, In managing a project, the account executive will 
consult with the Task Force regarding progress, problems, and c:banges in direction. The 
account executive will ensure rapid review and approval of grant applications. 

Treasury. Treasury will manage the federal government'S financial operations associated 
with EBT Working with the Task Force executive staff to document requirements. 
Treasury will be responsible for acquiring and managing the EST financial services that are 
needed to suppon nationwide EBT, 

Agencies will work together to coordiDate EBT grant application approvaL The Task Force 
executive staff will receive the grant application and, in coordination with the affected agencies, 
refer it to the designated account executive. Following the streamlined approval process with 
establisbed deadlines, the application will be reviewed by the appropriate agencies. The new 
feature of the process is that the account executive will be responsible for facilitating solutions 
to problems identified in the review process. Any major problems Of isSues that the account 
executive encounters in moving the application will be referred to the Task; Force for resolution. 

CmzlinK Ii: BfnejlllHlil'ery S,*,. 17uU Worb BtU.r cmd Com lAu 
Ex,cutivtl Sv.m.rnt:uy 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 



• 


• 

• 

• 

• 

• 

• 

• 

• 

• 

. 
1. THE VISION - ELECTRONIC BENEFIT DEUYERY. 

Make EBT nationwide in the fullest se!lS~ne card, user friendly, unified delivery 
ofgovernment funded btnefits. 

Vice President, Oore's September 1993 Report of tile National Performance Review, From 
Red Tape to Results, called for the rapid development of a nationwide system to deliver 
go.o=ot benefits electronically, The Federal Electronic Benefits Transfer (EBT) Task Force 
was chartered in November to meet this challenge. Simply put, our goal is to make EST 
nationwide in the fullest sense-one card, user friendly. with unified delivery of govenunent 
funded benefits de~eloped imder a federal-state partnership, Federal benefits not delivered 
through EBT will be delivered through electronic direct deposit. For recipients witb bank: 
accounts, direct deposit is the most cost effective means of delivering benefits. However, a 
substantial portion of federal and state benefit recipients do not have access to bank acc.ounts, and 
direct deposit is not an optioo for foed assistance programs which restrict access to eligible foed 
items at authori.zed food retaiJers. 

EBT. an electronic funds transfer (EFI) technology applied'" the delivery of goverom ••t 
benefits, provides be..fit access through automated telle, macbi.... (ATMs) and retail point-of
,ale (POS) tenninals. The current paper-based coapon, check, and voueber systems are 
expensive and itltfficient, Each of the many. diverse benefit programs currently bas separate 
systems to print, i~ue, and reconcile paper benefits. Too often tbcsc: systems are besel with 
fraud and abuse. For benefit recipients, there can be long waits for the check to anive, cbeclt 
casbing fees wbjcb erode benefits, and a higb risk: of theft. 

EBT presents an opportunity to replace lbe multiple paper systems with a single, 
streamlined electroruc system that delivers benefits for a full range offederal and state programs. 
The EBT Task Force envisions is uniform national EBT system that l ilppiemented in the right 
way, will reduce the cost of benefit delivery. It will also help strengthen the managemeot of 
prograot funds and reduce and aid in the prosecution of fraud, (See Appendix A for a dillCllSSion 
of fraud ,eduction, and other benefits.) The national EBT system we would build will make the 
government a partner with the private sector to transfonn outmoded gOVCf'DtllCDt disbursing 
through the ~ of modem electronic banking technology. The goal is improved service at a 
lower cost. This implementation plan is the first step in meeting that goal. 

POTENTIAL SCOPf: OF NATIONAL EBT 

Each year, federal and state programs deliver almost SSOO billion in cash benefits and foed 
assistance. A good portion of tbese benefits can be delivered through direct deposit; the rest 
through EBT, 

As shown in the fonowing table, there are at least twelve federal and state benefit programs 
wbicb could use EBT to repJace paper benefit delivery methods. 
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These include programs providing food 
PomItitJI ~ 4 Naticttl<lidl F.BT assistance under the Food Stamp Program
(PDOktl FNkn:J Ir. SlIlU ~j (!'SP) and the Special Supplemental Food

1993~ 
Program for Women, Infants, and 
Children (WIC), and programs that 

fI!JOOjJ!!EBrtIM provide cosh benefitS such as the Social
f21.OfJj,OOOF""'_ Security Administrn.tion's Old Age,S16/J/5,()()I} 

SSI Sl2,l8(},(X}(} Survivor'S, and Disability Insurance 
AFDC 

3."".""
GASDI $,Jl9f),.(}()() Ul.078,(1(}() (OASDI), Suppl<mental Security Income 

"" 
 J,300.000 SJ.jI)j,(J(}(} 

(SS1), Aid to Families with Dependentu-ptqynW1lt J, fJ()f),(J()() 16. 71J,000 - Children (AFOC), States' GeneralUEA 2,MJO,OOO 1465,000......, J6QJ,OOO Assistance (GA), Civil Service Retirement 

VA 2fJO.0I)() Sl,15J,OOO and Disability I Veterans Affairs
Ft.dooJ~ 29.111X1 $37'9,000 

MJliWyP~ J(Jf), I}f)() J2, 605, (}()() 
 Compensation and Pension Benefits, 

12,114,000WlC militaIy pensions, Railroad Retirement 
1111,717,000 benefits, Unemployment Insurance. 

Energy Assistance, and Student Loans. 
Among the fedetal agencies with 

responsibility for the.. programs are the Depanments of Agriculture, Health and Human 
Services. Veterans Affairs, Defense. Labor. and EducatiOD t the Office of Personnel Management. 
and the Railroad Retirement Board. 

Initially t the effort to implement EBT nationwide win focus on programs currently using 
EBT on a small scale, including the Food Stamp Program, AFDC, certain dited fedeeal _ 
benefit programs. and some s.tate general ass.istance programs, Once the full range of programs 
is included. a nationwide EBT system could deliver over S111 billion in benefits annual!y. To 
put this in perspective, the annual funds tlow for VISA USA, the most widely used aodit card 
in the United States, is in tbe range of $175 to $180 billion. 

THE NATIONAL STRATEGY FOR EBT 

The Task Force will provide the leadership for the development of nationwide EBT. Our 
plan is based on a five point implementation strategy as follows. 

Establlsb Partn....hip. 

As a first step. tbe fedc:raJ government must act as a catalyst to reinvent the way the federal 
and ...." agencies work together in building EBT payment systeOtS. In doing this, the federal 
government wiJl establish partnerships with states to work on one or more joint venture 
prototypes and on state-initiated EBT projects. These partnerships will be establisbed by 
September 1994. 

Build FoundaUon 

The federal government and states will develop a set of eight building blocks which win 
form the foundation for uniform nationwide EBT operations. The foundation consists of 
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organizational and operational building blocks and includ<:>: (I) standard operatiog rules; (2) 

• 
standard financial core; (3) standard settlement service; (4) funding agreemenlS; (5) enabling coS! 
policy; (6) simplified slate application process; (7) EST processor and audit certification; and (8) 
federal/sla'e decision-malting structure. 

NATIONAL SlRATEGY
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'I'btsc key building blocts of natioowid<: EST will be made available for ... by .-.. !hey m 
completed. Some will be available as early as Scplember 1994; ail eight Will be available by 
Marcb 1995. 

Implement EDT 
,

Recopi:riog that some SlaIeS have alJ<ady proceeded througb various SlageS of p1l1D11ing and 
impictJl¢l]wioD, the Task Porce recommends anational implementation strategy that features two 
OOIIverging paths. To ...... oonvergen.. and uniformity, bolb paths will be _ on lbe 
standard foundation. 

• 	 JoIat-Volute PNIoIypo(.): 'I'bt federol gov,nuneul and 1IllII1ip1' .- will won. 
'"gelber in federollslatc joint-_tuIe pamelSblps to develop. impI_. and III&IIagt 
one or more 1aJp-scal<, mUlfi.prognm EST sySlems encompassiog bolb din:CI federal 
and sIaIe-adminislered benefit progmns. This prototype(s) will fcat1m: • eootdiualed 
process to arquile common EST services. 'I'bt goal iJ to arquile arvl"" quicldy and 
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efficiently without baving to proceed through separate. redundant, and costly design. 
development, and procurement processes fat eacb state. The organization. 
management. and operational specifications for the prototype can serve as a mode! for 
states wishing to participate in similar regional federal/stale partnerships to acquire and 
manage large scale EBT systems. The implementation of the first prototype model is 
expe...d t. begiD by March of 1996, with other prototype implementations begiDning 
shortly thereafter, 

• 	 State-Initiated EDT: A parallel path to achieve nationwide EBT recognizes that some 
states may choose to proceed with EBT development on their own or with other states 
rather than committiog to a federal/state joint venture. 10 particular. some states which 
are CUf't'ently in the process of developing or iqIplementing EBT may want to proceed 
individually, Also. some states may want lbe 'increased autonomy and flexibility of 
separate procurement actions to acquiR: EDT services. To ensure integration in the 
national system, these states will use the EBT foundation. States wiU be able to 
incorpora.. EBT servi",. for direct federal beneficiaries by linking with fiDancial 
institutions approved by the Department of the Treasury for this purpose, 

We believe that both of these paths are viable, They will converge in • national uniform 
operating emrolUllent, while: Offering states flexibility to determine the most appropriate path for 
their implementation. 

E<pand EDT 

By March 1999, EBT services for the major federallllld ..... benefit programs will he 
available nationwide, During this period, EBT will be expanded to benefit programs with more 
complex requirements for EB-T iotegration. These programs include bealth care programs, such 
as Medicaid and Medicare, as well as the Special SupplemeDtaI Food Program for WomeD, 
IlIfllllts, and Childreo (WIC), • nutritional assistanc< program, In addition, the federal 
government will work with states that bave not deployed EST to determine appropriate strategies 
for including tbem in the nationwide system. 

Enhance EDT Systems 

The federal government will support the adaptation of appropriate new and evolving 
technologies for EBT, placing special emphasis OD innovative tecbnologies such as smart c:a.rds. 
This work will be conducted in coordination with the implementation of the national EBT system, 

STATUS OF EDT DEPLOYMENT 

Wbile wen over b.alf the states are anticipating implementation of EBT. Maryland Optrates 
the only state-wide system. As shown below, six other states currently operate small, COUDty.: 
based demonstratioo projects, and the Treasury Department is demonstrating the use of EDT for 
direct federal programs, primarily Social Security benefits, in Houston aDd Dallas., . Another 
three stales have recently awarded .contracts for EBT processing services. These systems will 
initially be pilo".test~d in local counties. While New York docs Dot have a traditional EDT 
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system, the slate is using pas and card t;cbnologies 10 issue AFDC cash payments and replace 
food stamp authorizalion.lo-particip.,,'(ATP) cards, (See appeodix B for a detailed discussion 
of the status of EBT d.ployn>e.I,) 

STAl'US OF EBT DEPlOYMENT 

---
.

, 
Isr DEl'IatED 

II J! I J I 11 II El.£C1ROHIC AFDC ISSUANC&IFSP ~ 

MAKING EDT COST EFFECTIVE 

For more than a decade! federal and state agencies have proven the feasibility of EDT 
through various d.monstnltion pmj_, lIcwever. the Task Fo... does DO! cxpea that individual 
."",rim••1S will aclri.ve the "",nomies that .... aa:rue from building an intq!Iated DlIlioIllll 
system e.compassillg a full range of federal and state _ prosrams. After an initial fadoral 
invesrmenl. a fully operatinlllll system could save th. federal government SIllS million per year 
compared 10 operatlnlllll costs of the Curren, paper.based systems, (See <:hapter 4 for a d.tail.d· 
discussion of the cost model.) However. ro .....,. cost..ffectiv...... the natinlllll EaT system 
must be based on the following criteria: 

• 	 FederallS1a1e Partnership": Itt developing this report, the Task For= _dueled an 
ou,",ach program ro obndo input from government and privste ....rot entities who have 
a stake in EaT development. Stau:s WOre _ in saying that they want ro 
become true parillo" with the li:dendgovernment in developing and managing EaT 
systems: S..... iodic!u: thaI EaT systems coold be developed more cost effectively 
through li:deral and state joint .eDlUres and • stteamlined approval prooess. To achieve 
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this goal, states have asked for an EBT policy board or oomminee that includes federal 
and state representation, 

.. 	 Comme~ial Technology and Inlrastnn:ture: The initial investment needed to build 
the national EBT infrastructure can be limited by not recreating what the commercial 
EFT infrastructure illready provides. The Task Force recommends that EBT be built 
OD the existing commercial infrastructure rather than duplicate it. Key features of UUs 
infrastructure include equipment. communications, and settlement mechanisms, 

.. 	 Nationwide Standards: To be cost effective, EBT systems must be built on standard 
technieal specifications and operate the same throughout the conntty. Stakeholders 
indicate that cost savings which would otberwi .. be gained from EBTwill surely be lost 
if retailers. networks. and financial service providers have to adapt their services or 
operations to unique operating environments in each state. The Task Force 
recommends that a standard foundation incorporating: operating rules and standard 
.,chnieal specifications for all EBT deve!opnu:nt efforts form the besis for deploying 
EDT nationwide. 

• 	 Equitable Tu...yer/Prlv.'" Sector Cost Sharing: Federnl and state governments lO!y 
on food retailers, through retail POS terminals, and the financial service providers, 
through ATl\(s, to provide access to government food and casb benefits, It is Dot 
unusual for food stamp transactions to comprise 30 to 40 perceot or more of a store's 
retail food sales in inner city and metropolitan areas, For food retailers, EBT reduces 
paper roupon bandling and lowers retailers' operating costs. In addition. many large 
food retaile", (i5 percent of food stamp benefits are redeemed through 15 pettent of 
retailers, mostly large: retail chains) either already have or are considering implementing 
electronic POS systems. For these retailers, EBT enhances their business case for POS. 
Food retail...will be asked to invest in EBT by deploying terminals and assuming the 
POS transaction fees-as they now do in the commercial environment. In tum, the 
f.ederal government must provide retailers with standard systems &0 that they will not 
have to adapt their operations to a different system in each state in whieb they operate. 

Current taw prohibits the government from forcing food retailers to incur the costs 
associated with EDT system installation in order to participate in EDT. Retailtl'1 have 
expressed concern that government efforts would force them to use spcci.a1 equipment, 
link to noo~standard networks, and establish new banking or prooessing relationships. 
Retailers want to work: with the government to overcome obstacles and to implement 
a national EDT strategy that is consistent with their business needs. 

The financial service. community will also benefit from rodua:d paper bandling and 
from increased use of the electronic infrastructure. The financial services community 
will be encouraged to depJoy ATM terminals in areas with limited a.cecss. There is 
<Vide... that this oommunity is willing to deploy men: terminals in .uch areas if then: 
is sufficient transaction volume to support the terminals. For example, a large, New 
York·besed bank increased the number of ATMs deployed in tho city of Camden. New 
Jersey from three to six with the impltmcntation of EBT, bringing the number of A TMs 
available to recipieots in Camden to ten. 
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2. STAKEHOLDER JlIEWS 

The federal government cannot develop the naliOliwide EBT system alone. Partnerships 
with states and the panicipation and support of retail merchants. the financia1 services 
community, and recipients are vital to creating the system. To understand the needs of these 
stakeholders l members of the Task Force participated in many meetiogs and forums with states 
and other stakeholders OVer the past several months. Our goa] was to understand their concems 
and tap tbeir ideas to incorporate them into this plan. 

THE STATE PERSPECTIVE 

For many programs, government benefi~ delivery is a shared responsibility between the 
federal and state governments, Statts acknowledge EBT's potential, but they observe that the 
federal approval process is fragmented and inconsistent, and that federal regulations often hamper 
EST development and integration. In this regard, Slates expressed the following views. 

• 	 FedenIIIStac. Collaboration: States now administer and jointly fund many of the 
fedeotl prOgrams whose benefits can be delivered thrOugh EBT. Nationwide EBT 
deploymenl can only succeed through cooperative efforts between states IUId the f.deotl 
government. Once EST is deployed, federal and state representatives must bave an 
ongoing dialogue to oversee system maintenance and innovation. 

• 	 Alternative Paths to Development: While a number of states are considering a 
federal/multi"tate regiOllal approach 10 EST deploymenl, others may choose a state· 
initiated approac.b, States want the flexibility to choose the most appropriate route. 

• 	 Streamlined Approval/Single Point of Contact: Stales do not want to have to go from 
ageney 10 ageney 10 seek approvals. funding, and guidlUlee prior to implementing an 
EBT sy.tem. They wanl a coordinated fedeotl approval process. Wbile they n:rognizl: 
agencies' program responsibilities may vary, the cost and time required to successfully 
maneuver an EBT proposal through the fedeotl maze stitles implemcntatiOll. 

• 	 Consistent Federal Pollcy: t States recogojze that EBT is only DOW moving from the 
experimental to the operational stage, and that policy shifts are natural during this 
process, However, for EBT to be rapidly deployed in a cost-.e:ffc.ctive manner, the 
federal government must articulate consistent federal policies regarding administrative 
approvals, cosl allocation methodologies, and grant requests. States suggest c:rution of 
a board titd to the Executivt Office of the President to serve as a single point of 
contact, They also favor a mechanism for states to provide: meaningful input into 
fedeotl decision, relaled to EBT. 

• 	 Regulation E Relief: Tlte, Eectronic Fund Transfer Act governs electronic funds 
transfers initiated to debit or credit a consumer account. The Act, implemented by the 
Fedeotl Reserve Board's Regulation E, ere.te, • legal framework of rights and 
responsibilities for eonsumers and for providers of electronic fund transfer (EFt) 
services, The A;;:! and regulation provide for restrictions on the unsolicited issuance of 
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automated teller machine (ATM) cards and other access devicesj disclosure of tenps aDd 
<::onditions of an EFf service; documentation of transfers througb terminal receipts and 
periodic statements; limitations on conSUJller liability for unauthorized transfers; and 
procedures for error resolution. In February 1994. the Board voted to apply the liability 
provisions of Regulation E to EBT effective March 1m, 
Many states expressed strong 
opposition to the application of 
Regulation E to EBT. Sta.es 
indicated that Regulation E may SitrJlnCOMmt NfdtIIIJJtr R#~ E stvufrom 

IJJ9 ....w..: Flrtl.. twquiN_1tt e. ~ b#MjlI.Jbe a "sbow stopper" due to the 
.~ III • ~n~ wuld raMIt in lUIfinancial liability tbey beHeve it 
~1ialnJity--flIlI ,kUlI1.._. _.

will impose. The obstICle that nquIn__/orTnpOIiM a.d ~ o/dtdmr,uw..,. 
Regulation E poses ro EBT has n:I7'tmW flurkll on aJrwuI} 1I1""",()rlml Jl(Itilll unk_ 
led some states to re-think their Il'OtUn. In. ~ mrin:urmotllt, ~,/"M 
position on deploying EBT. The caJI"1YlMl'uI onu~. itHi. Pwub ~ IP 

(I/J EIIT 4UfIIUiI tould.bot ~ kf ntln 8t',mabt, ""Task Force understands the 
~ ., I1UrpIIJIImfi tIHt dlJ1fl' _tilt Neh HlIf/flposition of the states and is 	 ".pam. ., .. 

concerned about undertaking 
responsibility for liabilities of an SImu"'fIIU'rMt'f/NtN:IoI"-" _ .... 
undetermined value. There may 	 MbiJ amb bin. tueUl'U ,. «flwol "DIU "NIII.kd AI 

RfplttJUm. E riIcJJ 4H it« ~ M ptIblk U.~lV•.be approaches that could Hutit 
PM .~. /ltuJnciIIJ In.JtbutI4,,. cA4law ~federal aed state liability in a 
1ff4i1IU1IIUf&' tut4 1m1UfIctio" '/fa dwI ij/fM.I«AIo. :n..,.

way that is equitable to 
alii dou' "'IlI,1; -risl ':" "«fUlfIl W C'4ft 1fI/ua IQ b:mt: IS 

taxpayers and recipienl$; tbe IfftI! CIIJ'd 1# '" CfI.IItI.ItM, Ibtd Juu "fJf#Ifd 1Hra. I'M! CM 

Task Force will explore these 	 ~ nfu. 16 O[H" ¢IS tU:COUIU for" ~ .iII:" 
qlUstitmMlf emlll. ' . ,approaches. 	 , •.. ~~" ,', ;;~":-: It;:.!· "';",, .," 

During tbe next three years, tbe 
federal government will evaluate the costs aed impacts of Regulation E on EBT. A 
fundamental part of the evaluation wiil be the definition of administrativc procedures to 
resolve disputes. The governmcnt will also assess alternative methods of funding. 
Pending the outcome of these analyses. state concerns will continUe 10 influence 
nationwide implementation planning. 

• 	 Standard Financial Specifications: The current EBT process often results in each state 
developing an independent set of system requirements and specifications, gcnerating an 
cxpensivc and timc-mnsuming procurement process. Many states believe that a core: 
..t of requirements could be packaged as a standard EBT product. and be mad. 
availabie tbrough the marlcelpiace. States want to have flexibility rogarding program 
performance and customer service aspects of EBTI but every state does not Dt;ed to start 
from scratcb for all requirements, particularly those related.o financialaspecta of EBT, 

• 	 Cost-eRectiveness: States want to build cost--effectivc systcms. They want relief from 
program-by~program roles that often impose, rather than reduce, administrative burdens. 
States would prefer the establishment of an overall co5t--effectivencss standard tbal 

,recognizes the multjple~program, multi~year aspects of EBT rather than the current 
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service and reductions in fraud should be pan of the performance equation. Some states 
bave also suggested fiscal incentives, such as restoration of enhanced matching rates for 
fraud prevention, to be able to focus on fraud prevention activities. 

• ' State Jnnoyatiou: While: the majority of states are opting for on~Jioe EBT technolOgy. 
upon which the: commercial financial payment systems an: based, some states want to 
retain the flexibility to pursue off~line, sman card and other technologies. They believe: 
the national strategy should allow room for experimentation. 

• 	 S'tate Regulations/Legislation: Some states may Deed to change regulations or amend 
statutes to fully participate io the federal/state partnership to implement EDT nationwide. 
States need to have as much advance notice as possible of federal polky decisions 
related to BBT in ,order to identify where state action may be required. 

THE BENEFIT RECIPIENT PERSPECTIVE 

To learn bow benefit recipients viewed EST, the Task Force talked to recipients in several 
_lion sites lind to client advocates. When asked what they liked most about EBT, clients 
overwhelmingly gave two answtIS---dignity and security. When asked what feature Dot available 
in current demonstrations tbey wou1d most Uke, they indicated access-both routine access to 
benefitll across county and SIale lines and access to beDefits from nther _ that could be 
included on the same card. In building !be national EST infnls_, !be Task F""", will 
continue to talk to recipients and work with their adv~tes to ensure their views are <:ousidered, 

• 	 Dignity: The card and system should loot and operate like commercial credil and debit 
card systems widely used across·lhe nation. At the point of service, whether at a PaS 
terminal in a checi::w{)ut line or at an ATM. the system should not differentiate between 
an EBT cardholder and a MasterCard, VISA, or other cardholder. 

• 	 Security: Paper coupons and checks make easy prey of society's elderly and neediesl 
people. They fall victim to muggers wbo wait outside places where recipients cash their 
cltecks or pick up food coupons. Recipients with access 10 EST often say that !be 
security it provides i. a primary reason tbal they prefer a card to coupons and checks. 
They do DOt have to withdraw the entire amount of their benefits and can keep funds 
secure until needed. Toll free telephone numbers let them obtain information. resolve 
problems, and deal with such routine maintenance activities as a change of address. 

• 	 A...." AThIs across !be nation are linked through a well-defined and well-managed 
set of local. regional, and national communications networks that allow consumers to 
access their accounts wherever and wbenever they need money. POS systems allow 
people 10 use credit and, increasingly, debit cards at participating mercltantll. EBT 
recipients sbould have similar 'access to benefits. In developing the EDT system, this 
infrastructure will not be reinvented, only augmented when 1le<:essaJY. Recipients, along 
with commercial CIlstOmers, will be able 10 access funds through !be expandtng network 
of POS terminals and AThIs and to do so at little or DO cost. In order to make A TM 
withdrawals beyond the number provided as part of a basic: services package. :recipients 
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will pay a nominal fce. In addition, recipients will be able to conduct transactions at 
POS terminals consistent with commercial practices. 

The Administration will review the 1974 Privacy Act and the 1987 C<lmputer Security Act 
to identify any revisions needed to ensure the confidentiality of personaJ information in EBT 
systemS, and to belp ....re a ..tiona! EBT system's i''''grity and security, Sl>kebolder privacy 
protections, like those in the Food Stamp Act which restrict inlormationa! .=ss to persons 
directly connected with EBT's administration and enforcement, will also be conside..d, In fact, 
given the multi~a8ency nature of the EBT effort now envisioned, consideration win be given to 
convertiDg individual ageDCY protections into a govemmentvwide standard. 

THE PRIVATE SECTOR VIEW 

Successful implementation of EST will require not only !.he partnership of states, but aJso 
the cooperation of mercbants wbo provide food and cash services and financial servia providers 
who offer reliable and secure payment systems:. These stakeholders provided valuable input in 
the development of this plan. The Task Force will continue to look: for opportunities for 
systematic paJ1icipation from the private sector as we build the national EBT system. 

• 	 Retail Merchants: Perhaps more than any other private sector group. merchant support 
is vital for EBT implementation .and delivery of benefits. RetaiJers provide food stamp 
recipients an outlet for redeeming their electronic benefits for eligible food items. 
Merchants also provide other EST services for recipients, ir1cluding cash benefit 
purcbases through merchant POS. cash back services. and assistance on EBT's usc and 
access. in providing these services. mercbants want to ineet customer needs through 
uniform, cost-effective, and reliable EDT operati0D5, consistent with industry standards. 

• 	 Finandal Service Providers: This group includes financial institutions, networks, and 
ATM and POS service providers. Their resources can form the cornerstone for EDT 
operations. To tbe extent feasible and cost effective, EBT operations can and should use 
commercial industry infrastructure and processes. Financial service providers have 
pledged to ... the EFT infrastruCtUre for EBT, ·provided EBT """ fit teaSOnably with 
commercia) standards, rules, and practice. These providers want to expand the services 
tbat they provide to clients, but only if they can maintain profitability. 

• 	 EDT Processing Service Providers: As the governments' direct processing agent for 
EBT, processors retain a central position among EBT cooperators. The processor 
interacts directly with aU other major cooperators and plays a key role in development, 
implementation, and operation of an EBT system. In addition 10 working directly with 
fedem!, sto"', and local program agencies to dealgo the base ..tvi<:. system, the 
processor will compete with other POS providers 10 deploy terminals and provide POS 
services to the merchant community. As the EBT system's operator, the processor 
maintains benefit accounts, processes transactions. mates and provides settlement data, 
and can perform customer service functions such as card issuance and training. ute 
other financial service providers, these cooperators want to expand services 00 a cost .. 
effective basis. . 
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LESSONS FROM THE PRIVATE SECTOR 
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In implementing EBT nationwide, the Task Force recommends building on the commercial 
infrastructure for two reasons: 

• ' The system works, and it works well, Customers of one financial institution can 
seamlessly, access their accounts from· A TMs across the country and POS devices 
throughout' their area. In tbe near future, they will have access to POS nationwide. 

• 	 Card issuers and transaction originator or acquirers participate in regional and natiooal 
alliances that consistently, and precisely, coordinate the exchange of transactions) funds, 
and infomiatioD. These alliances, operate under a common set of rules. 

However, the oommercial infrastructure did not always operate in such a seamless fashion. 
Before the advent of regional and national ATM networks, each financial institution deployed 
staJld..alone ATMs j and each directly connected to the customer database. These innovative 
institutions jnvested in ATM lochnoiogy to provide better service to their customers. move 
customer traffic out ?f the branch. and bnprove their competitive positions. As more ATMs were 
depJoyedt the customer~service features became paramount. Wishing to providt: customers with 
greater access and desiring to sbare in the cost of deploying large networks, individual financial 
institutions formed ~ratives that allowed their respective customers to access their account 
through any membet ATht These financial institutions established communications links which 
were the precursors1of today'S regional-networks. 

This merger activity. which continues today. did not rome without paiD. Financial 
institutions bad large investments in proprietary systems and had to reinvest ~5(}urces to 
standardize systems;to join the network. Similar reinvestment is being required to standardize 
tbe debit card marl,,!, As nOled by the American Ilankc:.. Association,' many finlmcial 
institutions found th~ir systems were not compatible and have been forced to reinvest in standard 
systems to achieve interchange, The federal government is currently facing a similar challenge 
for EBT. As indicat~d in the National Performance Review, "agencies will have to wcrk IcgetMT 
to develop a comprehensive fUl/jOliwide strategy; it will do no good for eadr. ogmey Ie develop 
its own process. .. 1 ' 

Government need not walk down tbe same time<onsuming, costly development path 
followed by tbe private sector. State and federal government innovation and investment bave 

, 
! ", ..banking ~tutions in the United States were poised to iDvt:st ronsiderable sums of mooey [in 

a national network] to facilitate the use of the debit card as a payment mechanism at the retail point of sale. 
{However)•• , many inStitutions had invested, in operations which , .. turned Qut to be incompatible with the 
.... definition of interchange, ... and were then for(%'d to reinvest r-esour<a..... Guidelina for Online Debi, 
Card Systems <U the PennI ofSale, Ameri~ Bankers Association, Washingtoll, D.C., 1987, 

1 Fr()m RI:d Tape To Results, Creatmg a Government That Works ikuer &: Costs Less, op. cit., page: 
114, 
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already tested the EBT concept. EST bas the potential to provide better service at lower cost. 
The aim is to make uniform EBT services available tbroughout tbe nation in the most efficient 
way possible. To aid in developing cost effective systems, the following key features of the 
commercial infrastructure can provide a model for EBT. 

6 	 . Universal Access: Eacb participating network is represented by a name and logo that 
identify points of access. For example. most merchants that accept MasterCard. VISA, 
DiscovtJr, American Express, or any other card display the emblem on their doors or 
casb registers. This display tells customers their options for payment and servIceS. 
Similarly. most ATMs accept a number of different cards, the names of wblch are 
prominently displayed. 

• 	 Operating Rules: These are standard sets of agreements that specify each participant's 
roles and responsibilities, [he distribution of liabilities, the timing and mechanics of the 
movement of funds, the structure and flow of fees paid by various participants, and 
procedures to be followed if errors occur or disputes arise. These operating rules ofttm 
incorporate or reference various technical standards. 

• 	 TeclInlcal Standards: These govern tbe format of messages, the typeS of traosactions 
that can be processed. and the rules for exchanging infonnation across single or multiple 
networks. 

• 	 By..Laws: These define the rules governing the management and organization of 
participating institutions. Most local. regional. and national networks are governed by 
a board with representatives from each major participant. These boards provide overall 
policy guidance. and oversee admission of Dew members, dispute rcsolutioDt and 
changes to operating rules. 

6 	 POS Flexibility: The networks were established to serve the card-issuing and 
trans:ac[ion~acquiring communities. Thus j few networks dictate the types or 
configurations of POS equip...nt installed by individual me_IS. Merchants have a 
wide range of options for linking with networks, e.g., direct connections, third*pany 
processing in which an independent Organi~tioD may provide POS equipment, training. 
and settlement services, and gateway processors that provide a telecommunications link. 

• 	 Automated Clearing House (ACH): A communication pathway used by financial 
institutions to electronically transfer funds. This same pathway is available to settle 
EBT transactions and electronically exchange program infonnation with the financial 
institutions, 

The implementation plan wblcll follows for nationwide EBT mirrors JIUUjy of these concepts 
wbich have been basic to creating a universal operating environment fur the commercial sector. 
By emulating tlte commercial system in plaeetoday. the national EST system can be implemented 
in the most cost'effective way possible. 
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3. IMPLEMENTATION 


• 	 The previous chapters discussed a broad strategy for achieving nationwide EBT and 
highlighted some of the challenges to meeting that goal. This chapter describes the fivc-plint 
plan to. develop the EBT foundation and work with states to achieve rapid implementation 
nationwide. The key milestones of this plan include: 

• Establish parmenhlps with states - establish the structure for decision-making,

• operations, and management. ' 

• 	 Develop foundation for uniform operatiua: environment - develop the building blocks 
for a uniform EBT operating environment. 

• • Implement EBT standard services - implement integrated. inter-state EDT services, 
using a standard foundation through a regional prototype(s) and through other 
regionaUstatc initiatives. 

• 	 Expand EDT services - provide expanded EBT services across regions and states for 
nationwide availability. 

• 	 • Enhance EDT services - enhance EBT senices through new and developing 
technologies. 

MILESTONES FOR EBT IMPLEMENTATION ....I Etlllblisb rlmcnbips wilb Stlln ~ 

2 DcYciop Fooadati.,. 	 .......... 4 lID5
• 

• 
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As this chan iDdicates. the impiementatiOD plan follows a set of successive steps resulting 
in nationwide avililability of EBT services by earty 1999. To meet this schedule, work OD the 
milestones must begin immediately. The structure for federal and state management aDd decision· 
making will be identified by June 1994. Some of the foundation building blocks will be available 
as early as September 1994; all will'be available by March 1995.

• 


• 
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ESTABLISH PARTNERSHIPS WITH STATES 

•The stntegic imponance of the federal partnersilip with state ""d local governments for EBT 
is c1car-:--states share benefit delivery management with the federal govemment~ states have led 
efforts to bring EBT services 10 clients; stale aJld local governments have close ..Iationshipe with 
their clients and are I'amiliar with the needs of local retailets, banks aJld olber cooperators; aJld 
states' tax dollars help fund EBT developmenl and operation.. 51_ """" 1>< ptJrt1lI!n from II!. 
sttJrt. • 

• 


• 


EBT PARTNERSHIP • 

• 


· Develop Operal1ng Rules • 
· Develop Technical SpecJllcatlons 
· Prepare Procurement Documents 
· Select EBT Service Provlder(s) 
· Manage EBT Implemenlafion &. Expansion • 

In EBT Task Force forums held aroaJld the OOlIlliry, states ",,!USed the need to cIlange 
some of II!. fundamental aspects of federal grant program admini.tIlItion as re<:!)1ItIDeeded by 
Vice Prestdellt Gore's National Performance Review: • 

"Virtually every ..pell wilb wbom we spoke agreed thai this system [i.e., ledoral grant 

programs] is fundamentally broken. No one argued ror marginal or in.......taI 

change. Everyone wants dramatic change-5tate and local officials, federal managers, 

congnosslocal staff. As in managing its owo affiWs, lbe federal govCl1lIIImIt mUll sbift 
 •lb. basic paradigm it uses in managing state aDd local affiWs. It must atop holding 

programs aa:ountsble for process and begin bolding them aoeountsbl. for n:sulb •• ' 


, Cr<lllillg • G<w<1MII!fIt that W.Iks Bme, and Com Less, op. cb.. _ 36-37. 
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The Task Force wants to produce real improvements and encourages states to enter 
partnerships with the federal government towards this cnd. These federal and state pannerships 
will be based on business models. rather than traditional federal/state grant relationships, resulting 
in shared ownership and inanagemcnt. 'As such, a formalized federal and state management 
structure will steer the development, implementation, and operation of an EBT system or systems. 

Consistent with the National PerformaDcc Review, federal and state EBT managers should 
be held accountable for producing resUlts, rather than meeting process requirements. As 
recommended by states, the Task Force wants to test the feaSibility of funding the administrative 
costs of EBT aD a bUsiness modeJ based on performance, rather than the traditional federal/state 
cost reimbursement. 

DEVELOP FOUNDATION FOR UNIFORM OPERATING ENVIRONMENT 

The foundation for nationwide EBT rests upon development of eigbt building blocks. As 
depicted in the following chart, this foundation is based on commercial industry standards and 
operations for ATM and POS direct debit systems. Some work to create this foundation bas 
already been accomplisbed through the EBT demonstration projects. The Task Force will work . 
with states to expand this effort and to eStablish a uniform. EBT operating environment that meets 
the needs of all government programs. The building blocks for this foundation will be made 
8vail~le for system development as they are completed over the next 12 months. 

BUILDING BLOCKS OF NATIONWIDE EBT 
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Standard Operating Rules 

To support the national system for debit and credit cards, the f1!laJlcial services industry 
established operating rules and standards that govern the procedures. rotes, and responsibilities 
of various interested parties (e.g., network operating rules, financial institutions and American 
National Standards Institute standards, Automated Clearing House operating rules). The industry 
determined that sueli rules and proced.... were neeessary to govern A TM and POS operatio ... 
and to allow for universal exchange: of funds and information. 

Federal and state governments, and other EST system cooperators. now confront a similar 
need. To provide for uniform operations that parallel commercial EFT, standard operating rules 
fOf EBT must lie developed. The rules mould utiu.. existing industry standards for transaction 
processing. account maintenance, settlement and reconciliation operations, They also need to 
describe the ro~es and responsibilities of federal and state agencies, networks, card 
issuers/processors, and A TM/POS acquirers. 

Swift action IS crilica1; the dev~lopment of standard EST system operations will ensure the 
ability to pennrm inter-state transactions and enable multiple programs to be delivered througll 
a single oanI. Meeting t!lese gouls througll the alternative of deployiog non",tand ... d systems will 
result in a need to retrofit at iocn:ased cost to the taXpayer. 

Since the issuam:e of standard EBT operating rules is critical to achieving uniform EBT 
operations Dationwide, the Task Force recommends tbat a federal design and development team 
be assigned to work witb states and private industry to produce standard operating rules for EBT 
within six months. This demanding timc schedule can be acb.ieved for several reasons. First. 
EBT operating rules will be based on existing industry standards and rules to the extent possible. 
Second, there are models for the cooperative development of EFr rules among private industry 
and the f~deral govermiu:nt For example. the AImed Forces Financial Nctwork collaborated 
with tbe representatives of the financial services industry to create standard operating rules to 
govern operations, roles, and responsibilities for all participants in their network. Third. the 
Food and Nutrition Service publisbed rules containing standards for EBT operations in tbe Food 
Stamp Program, These standards include: processing speed, system availability, system 
reliability, system security, card standards, encryption requirements, and minimum transaction 
set. 

The key components of the operating rules include: 

• 	 Procedural Rules: Procedural rules :represent the standard operational requirements and 
practices for cooperators in EBTs financial and t'ranS3ction processing. 

• 	 T..,hni<al Standards: TecbnioaJ standards n:present the detailed requirements that 
govern account access and m.nsaction processing within the financial industry 
infrastructure. 

• 	 Priciog Structure: The pricing structure supports uniform national EBT operations by 
facilitating illter~state and inter~netwnrk interchange. 
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., By·Laws; The by.laws provide a detailed description of liabilities for each cooperator. 

• Slandard Financial Core 

• 

The standard financial COlt represents a set of standard specifications for the financial 
operation of EBT service providers. To a large extent, the financial core wiIJ be shaped by the 
standard operating rules for EBT. 1bese specifications allow for standardized services across 
vendors: 

• 

The goal is for EBT transactions, communications, settlement processes, and system controls 
to took the same across the country. Nationwide EBT cannot require a food stamp transaction 
at a supermarket ch;iin store in one part of the country to be processed and settled differently than 
a food stamp transaction in the same chain in anotber part of tbe COUlltTy. Private sector 
cooperators must be allowed to be creative in finmng the optimum hardware and softwart 
solutions. 

The standard financial core includes the following functions, which arc described in detail 
in Appendix C: 

• • posting to, benefit authorization accounts; 

" account maintenance; 

" transaction processing; and 

• • settlement and recoDcHiatioQ. 

Standard Settlement Servkefi 

To accomplish uniform nationaloperations, EBT settlement must occur in accordance with

• ,tandard procedure, and specifications, rompatibJe witll commercial EFf application•. Multiple 
financial agents, -under contract. may provide nationwide seruemeDt services to the federal and 
state governments. Settlement services include: 

• transfer of funds from the federal and state govell1!llOOlS; 

• • control and audit of operations involving federal funds; 
, 

.. federal 'and state fwanciai reporting; and 

to reconciliation of transactions and funds traDsfers. 

• Standardized settlement services will allow the government to ensure the timely payment of 
credits due to private sector cooperators, maintain proper controls over public funds, and enjoy 
maximum COSI efijdencies, 

• 


• 
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• 
F.unding Agreements 

The national EST system will provide services to customers of both direct federal benefit •programs and state-administered programs. Costs must be sbared equitably across federal and 
state agencies. Agreements for standardized principles and procedures for allowing and allocating 
these administrative costs must be developed. Cost-sbaring agreements should: 

• 	 determine responsibilities and rules for cost sharing among federal and state governments 

and across governmental agencies and programs; . 
 • 

• distribute costs equitably to benefitting agencies, using a simple, uniform process; and 

• 	 establish standardized payment processes for federal agencies that are providing common 

EBT services. 
 • 

Enabling Cost Policy and Authorities 

The federal government must demonstrate its commitment for nationwide EBT to all 
cooperators by sharing equitably in the early investment costs. There will be a need for the 
federal government to shoulder a large part of the development and implementation investment •
.over the next three to four years. Thereafter, the cost of EBT operations will be less than the 
costs of the paper-based systems they replaced, resulting in a positive return on investment. 

A cost policy that rewards innovation, improvement, and pedormance must be developed. 
Current cost policies may serve, directly or indirectly, as impediments to nationwide EBT 
expansion. For example, current food stamp legislation and policy concerning program-specific 
cost neutrality requirements may have a chilling effect on the implementation of EBT in some 
states. That policy, which allows for amortization of design and development costs, assesses cost 
neutrality 00 an annual basis solely io relation to the food coupon issuance system being replaced. 
Potential benefits-such as improved accountability and improved service-an: not considered as 
part of the cost neutrality assessment. A5 a result, states that have achieved the greatest 
efficiencies in coupon issuance systems are penalized in their ability to implement EBT. One 
solution may be of a measurement of government-wide cost effectiveness. 

The Task Force recommends the thorough examination and timely resolution of these and 
other EBT policies that may restrict state participation in EBT. • 
Simplified State Application Process 

The National Pedormance Review promotes cutting red tape and streamlining the federal 
bureaucracy. Currently, a state wanting to implement EBT for food stamps, AFDC, and SociaJ 
Security would require oversight and approval from as many as three federal organizations. • 

Differences in rules and procedures among agencies are barriers to rapid EBT deployment. 
States bave recommended a streamlined federal approval process, a single point of contact, and 
streamlined procurements. The EBT foundation and, in particular, the standard financial core 
will minimize the need for states to develop separate costly and duplicative procurements, designs • 
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and specifications, An EBT joint-venture prototype can serve as a model for the National 
Performance Review's recommendation to encourage innovation in procurement. A coordinated 
procurement action will eliminate tbe need for costly and redundant procurement actions by 
different government agencies. 

For states choosing to initiate EBT ,on their OWU1 the federal government will make EST 
service, available 10 sll"es through financial inslilUtiOlls that .... approved 10 deUver direct federal 
benefits and other EBT services. Using Treasury Department service acquisition procedures, an 
approved scheduJc of financial institutions will be made available to states, 

EDT Processor Audit and Certification Requirements 

To promote and ensure reliable and uniform operations, EBT service providers will he 
required to obtain an annual independent audit of tbeir EDT operations. Such audits will examine 
conformity to the standard EBT operating rules, performance and capacity tests, and system and 
funds controls. EBT service provide~ will be required to provide an annual certification of 

. opernlional compli...,. with EBT sy"em "andards and funcliooal requiremeolS. 

Fed"",IIStale Decision-Making Structure 

A fundamental aspect of the foundation for buiJding nalioowide ERT is the creation of a joint 
federal/state decision-making structure. It is necessary to forge partnerships with states in order 
to achieve a nation~ program. Implementing EST nationwide will involve both federai and state 
decisions (() be made on the operations and standards of EST sys~, 

To ensure coordination in the development of national level standards and operations among 
the federal and sta'te governments, a meaningful forum must be establisbed. Such a forum is 
needed to provide'direction aD an ongoiDg basis for the development and implementation of 
standards for EBT system operation and performance~ including EBT operatiog rules and ~d:it 
standards. To meet this need, the TaSk Force will immediately invite states to participate fully 
in its regular meetings in order to coordinate the development and implementation of EBT 
operations and standards nationwide, 

A second management leve1 will be established as a key component of the joint-venture 
pro.otype(s). The prolOrype(s) wiD require a joint federal/slate """'"gemeol leam to develop. 
implement, and manage the operation of tbe EBT operating system across various federal and 
stale agencies and programs. The Task Fon:e is llot rtoom.mendiog a particular organizational 
model or process for lite management of the prolOlype(S). Rather. the s!ruclure and organization 
models will be es"'bushed by the participatiog federal and slate agencies as the protolypC 
programs are developed. The creation of these new federal/state roles and management relations 
represeots a majOr challenge to governments to coordinate and work cooperatively and truly 
reinvent the way government operates, . 
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• 
IMPLEMENT EBT BASE SERVICE CONFIGURATION 

Along with the standard foundation, a uniform. integrated, natioJlwide EBT program 

demands the development and implementation of a basic set of EBT services. 
 • 

The fullowing cban illustrates the base ..",ia: configuntion. The shaded .,.. represents 

the base service functions for all EBT operating systems. At the center i. the standard financial 

core set of services tbst must be performed uniformly """"'" any EDT operating system. The 

middle ring displays the base services tbst mltSt also be provideti by all EBT operating sysrems; 
 •
these funetions may vary across operating systems. 

Wbile there will be some degree ofcmnmotJsJity acmss states for (bese service requirements, 
states will bave the nexibility to determioe how best to perform these functions based on the local 
customers and conditions. The outer ring ttpJUCnts state enhancements to base services whicb 
can be used to auga:tCnt services to clients OIl a state,.by--state basis. The base and enbanced • 
se",ices will be strucIU.tOd to _, funetional requin:m,tItS developed by federal and state 
program agencies to best serve their customers. These services differ from the core financial 
services; the financial core is based on a standard set of specifications, and may Dot vary, Thus, 
"EBT operations eatI be made uniform nationally 8.CrOs5 private sector cooperators., while still 
enabling state flexibility to best meet local needs and conditions on a mtc4>y..S1ate basis. • 

BASE SERVICE CONFIGURATION 

• 


• 

• 

• 

• 

• 

fo¥:ldd Tech~ 
ProgiOJ I! E1cpaIISIon 
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EBT Base Services , ' 

All EBT system operations must provide for the base services identified below. Federal 
agencies' functional requirements will drive these services. The Food and Nutrition Service has 
already published sucb functional requirements in the Federal Register; other federal program 
agencies using EBT will need to issue similar requirements. More detail on these services is 
provided in appendix D. These services are: 

• client enrollment in tbe EBT system; 

• card issuance; 

• client training; 

• problem resolution; 

• card replacement; and 

• benefit access. 

Base Service Programs 

Numerous federal and state benefit programs that could use EBT as the benefit delivery 
mechanism to the unbanked have been identified. In addition, various federal programs that 
provide health, nutrition, and 
housing services could 
potentially use EST services 
to improve customer services. 
The scope of EBT programs 
is presented in three tiers, 
corresponding to their overall 
readiness for incorporation 
into an integrated EBT 
system. 

Tier 1 programs are 
large, high-impact programs 
that already have 
demonstrated successful EBT 
operations. Each one can 
proceed quickly in the initial 
phase of development for 
integrated EBT system 
operations. Tier 2 programs 
all provide cash assistance 
and have delivery 
requirements sinlilar to Tier 1 

" 
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cash programs. As development and operations proceed, any or aU of the programs in Tier 2 
can be moved into Tier 1 for initial implementation. Tier 3 programs, however, have 
administrative or benefit delivery mquirements that are substantially different from the programs •In Tier 1 and Tier 2. While EST may eventually prove a viable delivery mechanism for Tier ,3 
programs, their complex. policy and teclmica1 requirements are expected to make their 
imp~ementation into an integrated EBT operation Jag behind those in Tiers 1 and 2. Research 
may be necessary before Tier 3 programs can be sllC<%SSfully integIaled witb Tier 1 and 2 
programs. • 
Implementation Paths 

The federal government will work proactively with states to implement EBT services along 
two converging paths-tbe joint"venture prototype(s) and state initiated EBT. 

•The goal through either path is to provide multi~program. inter~state EBT serVices through 
uniform operations nationally. Both paths will use the dements of the foundation to ensure 
uniformity of operations, There are substantial differences in management. organization, and 
conditions among states. Therefore, states must not be limited to a "one size fits aU" model tbat 
fails to provide for state fleXIbility. The two impJemenlation paths offer states flexibility to 
determine the most appropriate approach for EBT development and implementation, yet provide • 
for a national unifunn operntiog environment by buildill8 all EBT systems through ...andard 
foundation. FoUowing are the key common attributes of EBT services through either of these 
patbs: 

• 	 Integrated federal Bnd state benefit delivery: systems should be able to provide far 

integrated, uniform delivery for direct federal and state-administered program beoefits; 
 • 

• 	 Interstate transactions! benefit portability through inter-state EST system operations; 

.. 	 EDT base service eonftguration: an EDT service package consistent with program 

functionai requirements and tailored to local needs and conditions; 
 • 

• 	 Standard financial con services: standard specifications for EBT transaction 

processing, funding, accountability, funding controls, and other financial serviccsj 


,. 	 Streamlined procurement p~: as permitted by state rules, streamlined andlor 

coordinated procurement PfO<'.:eSSCS would be available to states to avoid the redundancy 
 • 
and costs of separate p~ when acquiring common services; and. 

• 	 Uoirorm operatio,eoviron....': hy using !be .lementsof!be fOUDdatlon-principally, 

standard apc:rating rules l standard settlement services, and standard fmancial core 

services-a uniform nationwide operating envi.ronment can be built for aU EBT 
 •stakeholders. 

. Joint~Venture Prototype(s): The federal government will join with states in joint-venttm 
partnerships to develop, implement. and manage cooperatively a prototype system(s} to deliver 
ERT services across one or more r.egioDs. A federal design and development team will wort • 
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cooperatively with states to develop specifications for an integrated, muJti·state EBT system to 
deliver both direct federal and state·administered program benefits. The prototype will use a 
coordinated procurement process to acquire these services with the federal government and each 
state enlering into separate but related agreements with the winning vendor or vendors. 

The prototype(s) will avoid the redundant and costly processes for states to proceed 
individually with the design, development, procurement, and testing of separate state EST 
systems. Through the cooperative implementation of a common operating system, the 
government will pay for EBT design and development only once, not mwtiple times. Similarly, 
the costs and admiriistrative burden of individual state procurement actions can be minimized 
through a coordinated procurement process across federal agencies. 

Through the establishment of partnerships among the federal and state governments, the 
prototype management is patterned much closer to business-type models than traditional 
federal/state grant relationships. A federal/state management structure will need to be established 
to successfully oversee development and operations on an ongoing basis. Federal and state 
agencies will need to coordinate and cooperate in order to achieve desired results . 

.Several elements of the foundation are essential for the operation of the prototype-standard 
operating rules, standard settlement service. cooperator funding agreements. standard financial 
core. While development of these elements will begin immediately, the partnerships of the 
prototype(s) may be utilized to facilitate: the joint federal/state development of some of these key 
elements. 

Without question the joint-venture prototype(s) will present major organizational and 
management challenges to the government. The National Performance Review recognized these 
challenges as well as the need to change traditional federal/state grant management relationships. 
The Task Force believes that these challenges can be successfuJly met and result in substantial 
cost efficiencies to the government through the development and operation of a common, regional 
system. 

A number of states and state associations already have recognized the potential advantages 
of implementing a regional, multi-program EBT system. For example. social service 
commissioners in ten southern states have signed a formal Memorandum of Understanding for 
a regional EBT system; these ten states are now working with the federal government to develop 
a common regiona,l EBT system. 10 additioo, the Western Governors' Association representing 
six states; tbe states of North and South Dakota; and the states of Maine, New Hampshire, and 
Vennont are pursuing multi-state consortia to provide common EBT services. The Task Force 
endorses this kind of initiative and leadership. 

State-Initiated EDT: A parallel path to nationwide EDT recognizes that some states may 
want to proceed' with EBT development on their own rather than commit to a regional 
configuration. These states may want the autonomy and flexibility to pursue EBT procurement 
actions on their OWO. States will have the flexibility to procure and implement EBT services 
eitber singly or in groups•. and will be able to incorporate direct federal benefits into. the EDT 
operating system by linking with financial institutions approved by the Treasury Department for 
tbis purpose.

• 
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A key element of the foundation involves streamlining the federal grant application and 
approval processes to facilitate rapid EBT development and implementation. Several initiatives 
for such streamlining are already underway. The streamlining of processes such as these is 
consistent with the fundamental direction of the National Performance Review. States will have 
the flexibility to pursue EBT services through state-initiated contracts under existing authorities 
and prOcurement processes. To assist states in developing and procuring EBT services, states 
will need to be able to use the elements of the nationwide EBT foundation; use of the elements 
of the foundation will also ensure that state-initiated EBT services are consistent with other EBT 
operations. 

The Department of the Treasury will make a schedule of fmancial institutions available to 
states. The schedule will consist of financial institutions approved by Treasury to provide EST 
financial services to direct federal program beneficiaries.' States can either contract directly with 
those approved financial institutions on the Treasury schedule for EBT base services or procure 
services through a consortium of the approved financial institutions and other financial service 
providers. 

In addition to the increased flexibility and autonomy that these processes provide to states, 
states may be able to utilize expedited procurement processes in acquiring services from the 
Treasury schedule, as permitted by state procurement laws and rules. 

The early innovators, who have implemented EBT systems to date, should not be unfairly 
penalized as nationwide EBT is developed. The Task Force will work with these states. to 
migrate their systems and enable them to conform to tbe foundation. Since many of these 
demonstration projects and the current Food Stamp Program regulations bave required processing 
and system standards consistent with industry practices, any conversion requirements should be 
minimal. Ideally, the current system operations can serve as models requiring only minor 
modification in working with new states and groups of states to provide uniform. EBT operations 

. nationwide. 

Evaluation 

All efforts toward building the standard foundation for nationwide EBT and working with 
states to develop and implement EBT operations will require careful assessment. A3 state system 
development proceeds along either path, the Task Force intends to make available the system 
design specifications and operational requirements as models for replication by other states 
involved in development activities. To ensure success with this approach, the task force 
recommends a full, government-sponsored evaluation of key aspects of the development and 
operation of the systems being developed for future replication, including the prototype(s). 

EXPAND EDT SERVICES 

With successful implementation, the prototype(s) and state-initiated efforts will serve as 
models. The Task Force will encourage states to work cooperatively as regions for the 
following reasons: 
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• states already bave estabJlsbed consortia and inter-state structures to cooperate regionally 

for other shared services (e,g .• dectrical power. transportation); 

• • the greatest cost efficiencies are obtainable through jOint state EBT operations, 
maximizing transaction 
volume; an~ 

• • network intercilange fees 
can be mjnimi:ted 
through multiple sta •• 

. configurations that use 
regional networks, 

• The pace of deplo)'l!len' of 

• 

the national infrastructure for 
POS direct debit continues to 
accelerate. In addition to debit 
and credit. this infrastructure will 
support EBT. as well as other 
emerging POS services. 

• 

The governmen1's 
endorsement of nationwide EBT 
sbould further expedite 
deployment of tbe POS 
infrastructure. Given the 
increasing pace of POS 
deployment and states' interest in 
EBT. the standardization of 
operations and services shouJd

• facilitate stares' development 
effons; making EBT base 
services available to benefit 
recipients in all states by 1999. 

• ENHANCE EST SERVICES 

The leadership of the 
innovators and early pioneers of 
EST has boldly demonstrated

• methods for maldug government 
work better for less cost. It is 
their - Jeadership, both at the 
federal and state level, thai forms 
the basis for the bigb priority 

• 
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given this implementation plan for national, rapid deployment of a uniform, integrated EBT 
operating system. 

A key principle for the early EBT system designs was to utilize the existing commercial 
infrastructure to the greatest extent possible. That same principle remains foremost today; the 
EBT base service design is derived from the national ATM and POS EFf infrastructure. 
However, technological advances can influence business decisions that may lead to changes in 
that infrastructure in the future. 

As some states approach rollout of the base service design, others continue to innovate, 
providing insights into the future of not just EBT, but a broad range of government and 
commercial card products as well. The federal government, in its leadership role, must ensure 
that these innovators continue to be encouraged to explore, experiment, test, and evaluate. 

The Task Force supports the direction of the National Performance Review and the recent 
Office of Technology Assessment repon, Making Govemmenl Work, 2 which call for electronic 
government services in the broadest sense. In order to expand electronic services. it may be 
necessary to challenge current commercial service providers to develop new products to deliver 
services such as authorizing health care payments, and supporting housing assistance and infant 
nutrition. Through suppon of such innovation, the government can be proactive in applying new 
technologies and new uses of existing technologies to EBT, rather than be reactive to changes as 
they occur. . 

Off-line Technology 

An alternative technology to on-line access and magnetic stripe cards has been recently 
introduced in the U.S. This alternative, off-line processing may use a variety of access cards, 
but benefit program applications have thus far focused on smart cards. 

Sman cards contain a microchip that can store large amounts of information and manipulate 
data. Sman card proponents argue that the increased costs of the card can be offset by reduced 
telecommunications cost, increased security and increased functionality. The Food and Nutrition 
Service is sponsoring an off-line food stamp demonstration in Dayton, Ohio, which is planned 
to be expanded state·wide. 

A combined W1C and Food Stamp Program project will soon be piloted in Wyoming. Using 
smart cards, WIC administrators will be assured that only items prescribed for the participant are 
purchased using WIC benefit dollars and that purchase and health-related information is available 
to aid local health practitioners in nutritionaJ counseling of WIe recipients. 

There is a growing interest in the enhanced capacity and security which chip and laser cards 
provide. This may influence future investments by the commercial sector. Some recent 
announcements by major financial institutions and networks provide evidence that smart cards 

1 U.S. Congress, Office of Technology Assessment. Making Gove~nl Work: EJ~ctroflic Delivery 
ofFederal S~rvic~3, OTA-TCf-578 (Washington, DC; U.S. Government Printing Office. September 1993). 
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may supplement or replace the magnetic stripe card in the foreseeable future. The Task Force 
recommends that states be encouraged to work with private sector cooperativc:s to expioTe new 

• lechnologies and new uses for existing technologies. 

• 

• 

• 

• 

• 

• 

• 

• 

• 

Hybrid On·LinelOff·Line Solutio .. 

There are a number of ways to combine on-line and off-line technologies in electronic benefit 
delivery systems, A hybrid EBT system would combiDe the use of on·line and off·liDe EBT 
technologies in single or contiguous systems. 

At least two initiatives invoJving bybrid solutions are currently underway. The Wle 
Program and Maternal and Child Health Program are working witb the Department of Defense 
to test a multi-program application that combines magnetic stripe and chip technology on a single 
card. In another initiative the Food and Nutritiol] Service will pilot test on-line or hybrid systems 
for inttgrated WlC and Food Stamp Program delivery with demonstration grants to be awarded 
in 1994, 

The government is proceeding to accomplish the delivery of multiple program lx:nefits 
tbrougb a uniform. integrated EBT system. As previously discussed. the initial focus will be on 
,ie, 1 and 2 programs (i.e., ,be Food Slamp Program and federal and state casb benefits) for 
rapid implementation nationwide. EST sezvices for all tier 1 and 2 programs should be: available 
by 1999, 

Programs with more complex fO'rms of benefit delivery will require continued ~b to 
determine how best to incorporate those programs into a single. integrated operating system in 
a cost effective manner. Both the federal and state governments bave provided strong leadership 
in such research and testing to apply iimovative technology to complex program benefit delivery. 

The Medicare and Medicaid programs provide medical care forOASDI recipients (Medicare) 
and for the poor and disabled (Medicaid), To date, the primary interest in EST for these two 
programs bas been for on~line eHgibiJity delerminatlon, As. part of the Health Reform effort. the 
Healtb Care Financing Administration is considering using a magnetic stripe card as the medium 
to validate health insurance eligibility information through in-place point-(lf-service equipment at 
the time of inquiry. 

In addition. 28 states are cumntly using magnetic stripe cards and point..of..service 
equipment to' expedite service dclive.IY in the Medicaid program. Services for which magnetic 
stripe tecbnology is in use include: eligibility determiDation. initiation and payment of claims, 
dispensing and initiation of paymentl for drug prescriptions, monitoring and enhancement of the 
quality of health 'eare provided, and the detection of patterns of fraud and abuse. 

The complexities of a total health care benefit delivery system are such that it will require 
continued research before such a sy~tem can be efficiently incorporated inlo a single, integrated 
EBT operating system, The Western (iQVemor.s' Association has undertaken a major effort-the 
Healtb Passport Project-to conduct researcll and feasibility testing tnward this goal; that is, an 
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.1 
integrated system using smart or bybrid card technology to provide access to a broad array of 
maternal and child health and nutrition services. 

The Task Force fully endorses such innovative efforts. The government must continue to 
support similar tecbnological experimentation and research l-o provide quality service. 
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4, 	 CHAUENGES 

• Vice President Gore's National Performance Review recognized that several major 
challenges must be met in order to acwmpJish the implementation of EBT services nationwide: 

• 
"Barriers 'till stand in til< way, Agencies will bave to work togetll<r to develop a 
comprehensive nationwide strategy for implementation; it will do no good for each 
agency to develop its own process. We will need to stItngtben panne~p between 
state and federal governments in developing and operating the system, We will 
have to eJiminau: some regulations tbat would prevent this radical change in bow 
government operates, ~l 

• 	 The primary challenges to the ~veiopme!1t of nationwide EST include: 

• 	 COSTS AND FINANCING: The gov,nuneot,' sbare of system costs must be 
",..,,,,ablc-.oased on equitable <:os",baring by all stakeholders in the design, 
development, implementation, IIlId operation of EBT, 

• 	 • MANAGEMENT AND ORGANIZATION: Both within til< federal government and 
among the system stakeholdtrs, new organizational relationships must be established 
to ensure uniform and cost effective development of EBT nationwide. 

COSTS AND FINANCING 

• 

• The Task Force believes that all stakeholders will benefit from EBT, The federal 
government will pay its fair share to provide nationwide EBT services, including an ~front 
investment in design, development and implementation. However. stakeholder benefits: must not 
be gained solely at taxpayer:s' expense, but rather through reasonable cost sbaring among all 
,takeholders. 

• 

Although there arc: promising cost data from the individual state--hutiatcd and the direct 
federal demonstrations, extrapolating these analyses to a reliable estimate for nationwide rollout 
of a govemmenrwide system is difficult given the large number of cost variables and many 
stakeholders, In addition, the limited seale and swpe of these demonsttations may nndell!tate 
savings. Consequently, this plan estimates costs based on the assumption that nationwide EST 
will roll out regionally based on a standard fouodatjon. lhis mode) is different from past 
experience in the following ways. 

• 
• Current demonstrations provide access to a limited set of program benefits. 

Howev"er. there is a strong fiXed cost element to EBT and the inclusion of multiple 
programs and Ea,ge numbers of customers wiU reduce the overall cost per casco 

I From &d Tape to Results, Creating a Goverrtl1Wlf that Wofts lktter and Costs Lns. op. cit.• page 

• 	 114. 
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• Each of tbe current demonstrations was designed, developed and implemented to 

meet the needs of a single geograpbic location. The Task Force's strategy, which 
is based on technical and operating standards. equitable cost sharing, large scale. 
regional deployment. and the i.nclusion of both dired federaJ and state-administered 
programs. should result in reduced costs to procurc:~ design.. develop, teSt, and 
implement compared to individual State implementations, and reduced operating costs 
through economies of scale. 

• With few exceptions, POS equipment and training have been provided by the 
government (through the EBT processor) to retailers participating in the 
demonstrations. Amortization of this implementation cost resuits in a direct cost to 
the government. In twO of me current demonstrations~ the government (again 
through the EBT processor) pays transaction fees to the retailer for EBT transactions 
processed on their existing equipment. The Task Force belIeves mat these rosts 
should be borne by the retailer community with a provision for government suppon 
In extraordinary cases. 

• Only two of the current demonstrations, each of which operate on a voluntary basis, 
limit the number of free ATM ......ctions. The Task Force recommends thatf,.. 
ATM transactions be limited. as they art for customers of commercial financial 
mstitutions~ and that recipients pay nominal fees for the added convenience and 
service of unJimited access. 

To suppa" a nationwide projection. data were gathered on actual network fees for different 
types of transactions (e.g., ATM withdrawals. POS purchases, and D<!Work intercballge fees). 
While it may be possible to negotiate mort favorable rates wed on volume. such rates were Dot 
anticipated in the oost modeL 

An additional item must be mentioned regarding the Food Stamp Program's conversion 
to EBT. ne Food Stamp Act calls for Sta.. EBT systems Issuing fOOd stamp ben.fits to be 
"cost.cffectivc" on an annual and state-by.state basis, Under USDA implementing regulations. 
these systems must be "oost ne.tral". That Is, the cost of delivering food stamp benefits by an 
EBT system must be no greater than the cost of the current paper.based system each year for 
eadJ statt. Greater flexibility may be needed to allow the federal govt:mment and the states to 
balance long-term savings against the initial investment required without arbitrarily constraining 
when that return on investment must occur. F:or example, eliminating the "cost neutrality" 
standard and substit\lting a governmcntwide. mullj~program "cost effectiveness" standard woutd 
recognize the ioterageocy. multi-state, and multi-year aspects of the EST effort now envisioned 
as a result of the National Performance Review recommendation. The current requirement 
penalizes states that have k.ept costs down the most-even when the shift to EBT would be cost.. 
beneficial in the long TUlI. 

EBT Cost Model 

To estimate: EST costs. the Task Force constructed a model to approximate the outcome 
of nationwide EBT design. development, implementation. and operating costs under some key 
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assumptions. The costs depicted represent the cost of EBT to the federal government based 00 

these assumptions" 

The table 00 tbe following page depicts, for the years 1994-2000, (a) the costs of the 
design, ,development, implementation. and operations for rolling out EST nationwide by Marcb 
1999, and (b) the amounlS attributable to potential sources for funding this rollout, Cost 
estimates assume that the design and development work to create the foundation~ wbich serves 
as the basis for standard implemeDtatio~ of EBT under both joiot"veDture prototypes and state~ 
initiated EBT, would begin lmmematelY. Some components of the foundation win be available 
as early as September 1994; all components will be available by March 1995. Following the 
completion of the foundation, a sample r~gion. representative of one-fifth of the nation, will begin 
implementation in March 1996, with fuU operations regioD-wide within two years. for purposes 
of the model. two regions representing another two-fifths of the natioD will follow. beginning 
implementation 10 the fall of 1996 with full operations within two years. The final twcrfifths of 
the nation would begin implementation in the spring of 1997 and complete implementation in two 
years. Under tbis sCenario. EBT will be available to all recipients nationwide by the spring of 
1999. 

EBT Costs 

The cost model includes costs for tl1ree cost categories - EBT system design and 
development. system implementarion t and EBT nationwide operations. 

Design and Development: Design and development costs include non~m."U1Ting costs 
associated with fuoctions wbicb would be performed principally by the EBT service provider, 
They include: detailed system design and review, development hardware acquisition. software 
development, system demonstration and acceptance testing, preparation of operations and users> 
manuals and training materials. and development of implementation plans. Other design and 
development costs include federal and .slate project administration. state ..specific development 
requirements. and independellt valjdation and verification. 

Implementation: Implementation costs include non-.rccurring: costs to convert from paper
based benefit delivery systems to EBT, Major cost elements include: POS terminal deployment. 
participant training, and enrollment/conversion of the ongoing caseload. Implementation costs 
are assumed to be spread evenly over the deployment period for eacb region. 

A key implementation cost drivtr is the cost of deploying POS terminals in the retailer 
community. 10 the commercial ellvironment, food retailers provide EBT service through 
multiple-purpose terminal •• capable of accepting any of a number of debit or credit cards, Since 
the benefit a retailer would derive from an EBT transaction is similar to the benefit derived from 
a commercial transaction. the Task Force believes retailers should incur ~e costs of terminal 
deployment. 
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I I NATIONAL EBTCOSTSAND FINANCING 
I_J 

Acto., ........... Eltlmlle Tolll 
.m.99< 1m .996 "'" 1m 2000 It Afitr 19'94-2000 

EBTCOS'lS: 
Inr-.. "0.000 $HI.ooo $'0.000 $S,OOO 15,000 $',000 $',000 $50,000 
EST Admini.st:nstio .... 1,210 1,250 I,2SO 1.2>0 J,150 1,2$0 57,900 

0.,;..,. D'''''........ soo 4,213 7.'116 1,162 0 0 0 $14,061 
I~ 0 0 8.033 61.115 16.391 11,019 • $l6&,84B 
Opem:ioos 0 • 1,113 41.5:37 160,29lI 221,&" 234,120 S672,811 

Tou' 'edenl EaT COt'" 5...... SI5,46;I m,.111 SI1l,184 $2<....,. $:152,'11< S24J.MO $9U.611 

sou.eESOF FUNDING: 
Reductioo in hpcr Costl so so $4,117 $89,94' $299.601 $424.... S.o5.783 $1.254,93 I 
In¥cstmcRt AppropriItloo 10,900 15,463 23,46$ 3,,94' 0 0 0 &2,110 

Toul ,gadt A,..U.Ma $10,900 SI!,463 tiS,lal S.,1,134 Sl99,601 U"',188 $4.]5,713 5),.3J7,70t 

I I .s.fYlNGSCOMPAti!Dro,UU so so so so - Sln,ll!< 51,..713 5414.079 
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The federal government will be the deploy<:r of last ~sort. wbere necessary to ensure 
adequate access, by pmvidi"8 single·function terminals which would only be COllllCcted to the 
EST service provider. The following cban shows the impact on federal funding needs of 
differing levels of subsidized terminals. The rost model reflects government financing of 2S 
pen:<nt of the POS terminals. 

The federal government will also shaIe in the cost to deploy administrative terminals in 
the local welfare offices. The east model "'fleets financing of over 6,000 administrative 
terminals, 

Retail POS TermiDal ImplemeDtatioD 

Ee<momic Impact o-f Alternative Terminal Financing Scenarios 
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EBT OponlU-, The major alsts assooiatod with EST operatiOllS ... EST.,...,....,r and 
settlement service costs, ttamaction costs, state and county opcratlODj costI, and ezpeases 
associated with COIISUI!ICr protection ooverage WIder Regulation E, Operati... COSIS ... _ 
10 be spread eveoly 011 the basis of client participation. 

A ""Y policy variable related to operatiOllS is the nmoller of ATM ttIlISaI:IioDs that will 
be provided 10 recipients free of dw:gc:. For EST ope..tions to dale, policy oon""uiog the ATM 
transaction cos.. has varied. For example, the Depanment of the Trouury-sponsored EST 
project in Houston and DaDa. passes ATM transaction costs to the c:u.stomcf, whi1e in the New 
Me';co EST project all ATM transactio. alsts are paid by the fl:dcraJ and stall: goveromeotll. 
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Other projects bavl!i set a monthly transaction limit on the number of governmellt~paJd ATM 
transactions; customers are charged fees when mal limit IS exceeded. 

Annual ATM Transaction Subsidies 

Economic Impact ofAlttmative Transaction Subsidy ~arios 


fSO 'I;::::::::;-------~.. 

t11so rfi.:<i'f:H 

i 200 ,-
' 

ff==,-------------------.. 
-

roo 
.. 50 

] 0 
No. fJtfM AN Tnm·ectiouhJ Mooth 

Per Card Holder 

A • c 0 E 
No. tor McmJ..Taitd C'Ucm:I J! 2.5 U , 
No. for NM-Mu:I:I# TUled Clicna () () 2..s 2-' 

For cost projectioo purposes, .. average of 2.5 subaidiDO<! ATM -.aeliolls per mooth 
, for means-tesll:d benefit "'cipie.1s was assumed. Non-........1l:SIl:d benefit recipi<oDIs would pay 

their own ATM f.... The ATM tnlDSadion fee used in !he cost model is $0_20 for _lIS 
tnlDSadiDDS (ditoctly ""......d to the EBTvendorl and $0.425' for forcigll t:nIDlIICtioos (_ 
over networks). As shown in the c:bart above, deaeasing the subsidy for m ....... 1l:SIl:d m:ipicots 
to Dne tl'ansaCtion per month would increase anoual operaling savings from SIllS million to 
approximarcly $232 million. However. increasing government-paid subsidies to oS transactiou 
per month for means Il:SIl:d and 2.5 tnlDSadioos for DOn-means Il:SIl:d m:ipients would dccIIIaso 
iIIIJlual operating savings to only $67.8 million. 

Another by EBT operaling cost driver is Regulation E liability. RcguIBtion E is inte1Idcd 
. to provide ""os....r pro_on for participants in electronic funds _.rsyslema and sets limits 
on consW1lCf liability fur unauthorized ICCOUDt _ers. The card issuer assumes !he cost fur 
"'Placement of funds and claims investigation. In Febl1l&l'l' 1994, the Board of Governors of !he 
FedcIlll Reserve issued a decision that Regulation E applies to EBT. The decision provided for 
alhrcc-ycar1inle period before _becomes effective. 

, How&giImaJNetworlcllf1<_ge ,«seemp.,.. BaDkN_rkN"", (VoI_12; _21), 
M1:n:112$, 19!14. 
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There is much controversy surrounding the application of Regulation E to EBT. While 

federal and state agencies do not dispute the principle that EBT participants should be afforded 

• some basic consw:ner protection, aU agencies are concerned about assuming liabilities of 

• 

undetermined value. In addition to the cost of replacing benefits, states are particularly 
concerned about the additional burden of administering a claims adjudication process within the 
time frames stipulated in the regulation. Unlike commercial finaucial institutions wbose 
operations are normally covered under the regulation, states do Dol have the flexibility to increase 
staff to accommodate additional administrative responsibilities. Similarly, states and federal 
agencies cannot limit their losses by refusing to serve repeat claimants or bigh risk customers, 
as is the prerogative of commercial financial institutions. 

• 
=nt law limits HHS', authority to replace AFDC benefits. As a major player in EBT', 

implementation, IDiS must contributC'its fair share to cover the liability represented by the nced 
to give adequate protections to recipients. Not to do so could have a chilling effect on states' 
willingness to participate· in a national, multi-program EBT system. The cost model assumes a 
federal Regulation E liability of $116 million per year based upon an analysis oommissioned by 
the Department of the Treasury. } The following chan shows the impact on costs of operations 
of altering the consumer protection liability assumption. 
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Regulation E Consumer Protection 


Economic Impact of Alternative Regulation E Scenarios 
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) Impiicatioru of&guhuion E in Electronic lknefit Tronsftr Pro,ranu, Citicorp Scrvicea, lDc.• August 
1993. 
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To date, only the Houston and Dallas EBT project bas been covered by Regulation E, and 
data are available oniy from Houston. Thus, there is extremely limited experience with the 
number or value of daims submitted in an EST environment. The cost model includes the 
Houston investigation cost of $37,50 per claim, The benefit replacement rate used in the model 
for dire~ federal benefit recipjents reflects the Houston experience. The benefit replacemetlt rate 
for food stamp and AFDC used in the model is based on the rates experienced in paper-based 
systems due to expectations oC similar claim behaviors in EBT. Over the next three years, 
through field testing, more precise estimates of tho costs associated with the npplication of 
Regulation E to EBT will be obtained. The federal government. states, and the financial servi(ts 
industry will work: together to develop strategies and procedures that can linUt exposure to 
fraudulent claims and equitably distribute the liability among eaeb of tho stakeholder groups. 
Some states baye predicted that this liability could be as mud! as $500 to 5800 ntiUiOD 
nationwide. Cos", of this magnitude threaten the viability of EBT and make the linti"'ti.. of 
government liability imperative. 

Federal Paper-based Costs 

Federal paper-based costs represent a weigbted average of the costs per case per month 
for tho vario.. papsr payment types (coupons, federal checks, and state or local checks) used to 
deliver federal and Slllte benefits. The costs for each benefit type were wc:ight<:d based on 
caseloads and benefit delivery method, The data used in this analysis are from extant data 
sources. '. ,.. The cost was aUgniented by the current cost of duplicate issuances of food 
coupons only insofar as those costs covered the cost of replacing Food Stamp Program 
benefits through Regulation E protections. Based on this analysis, administrative costs 
of nationwide paper systems are estimated to be about $436 million annually. 

Federal Funding Need and Inveslmenl ApproptiatloDs 

Analysis of tbe co,", of EnT', design, development, implementation, and operatioo 
indicates that, given the right mix of investment by food retailers and financial institutions. the 
federal goVCI1UJ1CDt could realize ongoing operational savings beginning as soon as fiscal year 
1998. Annual reductions in operating cost once the system is fully operational t when compared 
to tbe operating costs of current paper-hased systems, would be approximately $195 million. The 
price of this long~term savings is an up-front investment. In the model, funding needs total $8.3 
million over a four~year period from 1994-1997. Since sufficient funds bave been appropriated 

.. 1M Impacts offlu: Statt-Initiated £BT ~ratioru on 1M Food Slam.p Program, Abt AsiOcilltCS, 
prepared tOT the Unil«! Sillies D<pMtmen' of Agriculture. Food aod Nutrition Service, Office of AIIalysis 
and Evaluation. June 1993. 

} U.S. D<pMtmeot of the Treasury. i"inanciaJ Management Service., Distribution ofCO!/.J by PaymenI 
Type for Fiscal Year 1991; Reguwrl OperaJions Costs for Fiscal YeQf 1992; FY 88 FMS ArtalCAttgory 
Avt'ragc' Unit CQSt, 

~ Benchmarking Comparatiyt P~nl Malwds: Cruu and Case StutlW. Food Marketing lnstitutc. 
Marcb 1994, 
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in 1994 and requested in 1995, the key years for which appropriations are needed to realize the 

• 

• 

• 

• 

• 

• 

• 

• 

• 
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benefilS of EBT are 1996 and 1997. Funding needed above tbe 1995 requested level in those two 
yem totals $25 million ($8 million in fiscal year 1996 and $17 million in fiscal year 1997). 
Appropriations requests in these years can be expected to reflect tbose costs. The Administration 
wiU enstm that teq~ts for EBT fundiog are coordinated and represent the minimum investment 
Decessary fur succesSful implementation of EBT nationwide. 

Based aD the cost analysis, the federal funding need rqm:sents the EBT costs in the yeam 
199~2000. net of any amounts avaiJabl.e from reductions in the costs of paper~based SYStems as 
a result of implementation of EBT in the states. After that year. savings available from paper 
are greater than EBT ooslS. 

MANAGEMENT AND ORGANIZATION 

The Task Force agrees that agencies will have to COlltinue to work together to implemeot 
EBT nationwide. Those responsible for EBT within the federal government should be organ.iz<:d 
to fulfill the following needs; 

• Develop consistent federal policy. so that EBT stakeholders (Le.) states, retailers; 
EBT service vendors. and advocates) receive a coordinated policy message across 
programs and agencies; 

• Ensure accountability. so tbat progress toward nationwide EBT is assessed and 
corrected as necessary; 

• Provide a Single point ofcontact. so that EBT stakeholders wbo Deed information and 
approvals do not have to, manage their own way through multiple federal contact 
points; 

• Mobilize federal resources to meet a ,c/",h;/. for 1'l1{Jid d<pIOJ'lfl""t of Mtionwide 
EaT, SO that scarce resources are managed effectivdy; and 

• Develop standards for a UIIifo,,", commerciolly compa1ibIe EBT op<rating 
environment, so- that retailers and financial institutions can tie into federal and state~ 
sponsored EBT systems that support interstate transactions for multiple programs, 

To respond to tltesc needs, the Task Force recommends a structure that consolidates 
responsibility for govemmentwide EBT policy and provides an account executive for each state 
or group of states, 

EBT 0'1la.lzado••1Roles and Reapon,lbililies 

Within the framework described above, the responsibilitie:i of.the key organizational 
entities are as follpws. 

From Papfr to EI.ttmt:in: c....m.g • B.../il tNliury Symn! 'l'IIDl "'_B_.,.. em. en. 
Chalhngu Pop 43 



I 

Task Force Executive Staff: National EBT policy. implementation. and operations. will 
be directed by the Federal EBT Task Force consisting of principals representing OMB, HHS, 
USDA, and Treasury and an executive support staff. The OMS principal serves as the Task 
Force chair. Specifically, the Task Force will: 

• 	 develop and oversee national EBT policy; 

• 	 direct the design and development of the EBT foundation; 

• 	 manage EBT prototype project(s)~ 

• 	 coordinate EBT stakeholder communications; 

• 	 work: with agencies to ensure the development of a streamlined. multiple program 
grant approval process; 

• 	 receive· new grant applications from states and oversee the federal approval 
processes; and 

• 	 coordinate budget requests related to implementation and operation of ttatioll\\'ide 
EBT. 

The Task Force is currently projected to sunset in March 1999. 

Lead Program Agency: As lead program agency, USDA will design.... an EBT """"""t 
executive to coordinate the federal response to EST grant applications from states or groups of 
states. Account executives will have a direct working relationship with the Task Foree executive 
staff and serve as the single point of contact for project tclattd commnni<:atlons. They will 
coordinate the review and approval processes within the federal government for <:lcb grant 
application. 'The account executive will ensure that govemmentwidc EBT policies are ~ 
consi$lently. In managing a project, the accounl executive will COIIsUlt willi the Task Force 
regarding progress, proolems, and changes in direction. The account executive will ensnre rapid 
review and approval of grant applications and will refer major problems to the Task: Force for 
resolutioD. The It ad program agency bead will ensure that account executives: 

., 	 are available to work with states; 

• 	 recognize their direct relationship with the Federal EDT Tas~ Force executive staff 
and the need 10 consult with the Task Force staff on progress, problems, and change. 
in direction; and 

• 	 meet or improve 00 the cycle times for review and approval of grant applications 
""""rding 10 • to-be-agreed-upon multiple-program EBT application process. 

Treasury Departmfllt: Treasury will manage the federal government's. financial 
operations associated with EST. Working with Tas.k Force executive staff to document 
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requirements, Treasury staff sball be responsible for acquiring services and managing the EBT 
financial services thaI are needed to suppon nationwide EBT. Functions will include: 

• • development of a federal net and commercial settlement services; 

• development of EBT service vendor audit and certification requirements; and 

• acquisition of services of ftscaJ agents to provide EBT ~rvjces, 

• EBT Executive Stall' Support 

The Federal EBT Task Force executive staff will Include an Executive Director, a Deputy 
Director, no more than eight additional professionals, and two suppon staff; suppon for the 
executive staff will be provided by HHS, USDA, and Treasury. In addition, Tre,",ury will

• provide the Task. Force with administrative services, including accounting. payroll, personnel. 
and procUrement services. 

The Account Executives 

• To leverage the re.sou.rc:es of the executive staff and carry out the lead program agency 
functions of coordination of approvals and providing states with a single point of contact, the role 
of the account executive is critical. A 5tat¢ should be able to count on having. a single person to 
coordinate the review and approval p~ss for its EST grant application within the federal 
government with an eye toward substantially reducing the cycle time for the process. 

• A key element of this management structure is the direct relationship of the Task Force 
executive staff to the designated aCCOOllt executives. Critical to the success of this innovative 
organizational struCture are the abi1ity of: (1) the account executive to have ac:cas to and raise 
issues directly witb the staff; and (2) tbe staff to communicate di~y with the account 
executives. 

• Ho.. It Should Work: A Coordinated Gnont Application Approval ........... 
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A state, either working with other states and the federal government in one of the 
prototypes or initiating an EBT effort OD its own~ would prepare a grant appliCation. The 
executive staff will receive the application and refer it to the appropriate account executive. He 
or she will be: responsible for coordinapng the review and approvaJ of the application within the 
federal government. The review and approval process will follow streamlined proc:cdures 
establisbed by tile Task Fora:, including specified timeliness for Completion of tlJe process. 

The application would be reviewed and approved by the appropriate agencies. The new 
featun: or tile process i. tII.1 tbe accounl executive would be responsible for facililaliDg solutions

• to problems identified in (be review process, MY probJeJll'!l or issues that the account executive 
cllCOllDtered in moving the application would be quickly referred to the Task Forte executive 
staff. 

• 
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Appendix A 

FRAUD REDUCTION AND OTHER BENEFITS OF EBT 

REDUCING FRAUD AND ABUSE 

An important benefit ofconvening from paper to electronic benefit delivery is EBT's value 
in reducing fraud. waste. abuse and inefficiency. Food stamps coupons are an underground 
currency. usc<! to buy eve'Ything from drugs and goos to real estate. Coupons are often redeemed 
or sold at discount for cash. often with the help of unscrupulous retailers. This diverts food 
stamps from their intended POlpOSO- feeding the poor. The Office of the !JIspector General. 
Depamne.. of Agriculture estimated diversion .t SIOO million per year. 

EBT provides investigators with a powerful weapon to detect and prosecute trafficking, 
With coupons, investigators rely on anonymous tips to identify potential cases and undertake 
wsdy undercover investigations. ~ith EBT much of the legwork is taken oul of fraud 
investigation. Inv~tigators use computer programs that systematically analyze information '0 
target lrafficking stores. EBT provides investigators with emnt data. reducing the time needed 
to bUild • case. 

EBT data is also useful for identifying recipients who may be trafficking. Under the ",upon 
system, investigators are unlikely to identify A trafficker unless tbty witness the transaction. EBT 
provides data OIl individuals who frequent stores suspei:ted of tl>fficking and capturc, data on 
each transactioo. When confronted with the evidentX, guiJty individuals are quid: 10 confess and 
accept program suSpension rather than'go to trial. 10e use of EBT in fraud detection has yielded 
some high profile results. For example. investigators used EBT to identify and tl>ck • sandwich 
shop in Reading. Pennsylvania suspected of trafficking over 5200.000 in food stamp benefits. 
After an investigation, store owners wert prosecuted. in addition. the Pennsylvania Attorney 
GenClal's Offioe oblAined signed "'nfessions from about 175 program recipients which 
disqualified them from receiving benefits for. two-year period. 10e recipient disqualificatiOllS 
from this case alone are believed 10 have saved about $750,000 in benefit outlays. 

REINVENTING GOVERNMENT AND PROGRAM SIMPLIFICATION 

EBT's suca:ssfu! nationwide implementation will sem as a model for federal-state 
cooperation in providing a customer~oriented servia:: tbat benefits not ooly recipients. but also 
taxpayers. At the same time the common benefit delivery platform of EBT (naY spur action to 
further simplify programs. eliminate program differences. and red... the rompleJdty inherent in 
the different eligibility rules and reqUirements of programs. In a related elWl1ple, a multi-agency 
fcdeIllI-state pannership is conducting the Atlanta Common A=ss Project, a pilot program which 
uses a consolidated application process and a common application fOIm for benefits for Aid to 
Families with Dependent CbiJdren (AFOe). Food Stamps. Medicaid, Housing Assistan",. 
Supplemental Security Ineome (551). and the 5pecial Supplemental Food Program for Women. 
Infants. and Child",. (WlC). Fonner Presidellt Jimmy Carter's Atlanta Project was the driving 
fora:: for this project. Just· as this project is the first anempl at combining the application and 
certification proa:sses ror both rede..1and Slate programs. nationwide EBT implementation will 
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be the first effon to combine benefit delivery for both federal and state-administered benefit 
programs. 

National EBT also will provide a model of public-private pannership. To the extent 
possible, commercial systems form the foundation for the plan. The use of existing infrastructure 
and exPenise, and private-sector competition to provide services will assure cost effective 
implementation. 

IMPROVING ACCOUNTABILITY 

In addition to the reduction of fraud and abuse, uniform nationwide EBT operations will 
provide for other key improvements to the integrity of governmental programs and the controls 
over the use of taxpayers' funds to suppon those programs. EBT moves the operations for the 
disbursement of funds for panicipating programs from various government agencies to the 
commercial financial services industry. By using the standard controls and operations of the 
commercial infrastructure, EBT will provide the same high level of security for government 
benefits that already exists for personal bank accounts. 

FACILITATING WELFARE REFORM 

The Administration's welfare reform initiative seeks to reinforce the values of work, family, 
opportunity and responsibility. The welfare reform plan is designed to give people back the 
dignity and control that comes from working. To that end, the welfare reform plan supports the 
use and expansion of ncw technology and automation to ensure quality service, fiscal 
accountability and program integrity. Providing benefits through an efficient and safe process that 
helps bring recipients into the economic mainstream can facilitate efforts Co reform the welfare 
system. 

Many program administrators see clear links between EBT and welfare reform. The 
potential scope of nationwide EBT includes the AFDC program. which is the primary "'welfare" 
cash assistance program and the focus of the welfare reform efforts. Both plans seek to improve 
the suppon provided to program panicipants. Successful early implementation of EBT can be a 
signal to recipients that the welfare system has changed. 

PromotiDg ResPODSibility aDd ACCOUDtability 

Welfare reform is aimed at helping people to support themselves while expecting them to 
achieve self-sufficiency through work. Recipients will be expected to participate in training, 
education and job placement services and make their best effort to take respoDSibility for their 
lives and the economic well-being of their children. 

Currently, approximately 80 percent of AFDC recipients are "unbanked". Since using an 
EBT card is like using a bank card, recipients will be better prepared to participate in the 
economic mainstream of tlte community once they are working. By exposing and training 
recipients to utilize electronic banking technology through EBT. they will acquire much of the 
knowledge necessary. to move into electronic banking. This strategy emphasizes the imponancc 
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• 
of helping unbanked recipient.. to become banked and will help maximize the number of low
income families who have bank accounts, tbus making better use of lechnology to encourage 
responsibility. Improved delivery and proc.cssing of program benefits will also increase 
accountability to taxpayers. 

Welfare as a Trabsitiou to Work 

• 
A critical goal of wtlfart rtform is to rtShape Ibe mission of Ibe current support system. 

The welfare reform proposal calls for replacing the current AFDC program with 11 transitional 
assistance program. fonowed by work. Welfare redpiency should be viewed as a transitional 
period of preparation for self.sufficien~, rather than a way of life. The welfare reform plan 
emphasizes that work is valued. Persons wbo are able to work wiU be expected to find 
employment before reaching the two..ycar limit. 

• EBT can be a symbol to recipients Ibat the welfare system has changed. Many non-welfare 
employees receive their salary and wages and perform many fmancial trusactions through 
electronic means. EBT helps blur the distinction bclwccn the "banked" and Ibe ·unbanked'. EBT 
can belp recipients gain familiarity wilb Ibe fmancial community aDd elearonic banking, as well 
as experience in tracking account balances to budget funds. 

• 

• EST could also facilitate the disbursement of advance payments of the Earned Income Tax 
Credit (ElTC). The ElTC i•• refundable tax credit wbich uses the tax code to provide a fcdcllli 
subsidy to low-income working families. The program is projected to grow to about $2S billion 
a year by the tum of the ..ntuty. Currently. EITC come. (1) through an .ft.,-turetimd or. (2) 
in advancc~ from employers. Both delivery mechanisms are SOUIrwbat problematic in making 
clear to individuals the true economic benefits of taking a low paying job. an outcome which 

• 

could advance the broader welfare "form Sllllt<gy. The fim approach does not provide an 
immediate work incentive because thert is "not a direct link between work and the EITC. Few 
workers utilize the second approach for reasons thai arc not weI) understood. The Department of 
the Treasury is currently exploring alternative approaches for providing the me, including 
pennining States to process payments. EBT could selV' as an ideal vebicle for delivering th... 
payments. 

• 

• 

• 
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Aptrendil: B 
STATUS OF ERT DEPLOYMENT 

\\!hilc well over balf the States are anticipating implementation of EBT. Maryland operates 
the only stacewide system. Six states operate small demonstration systems and the Treasury 
Department is demonstnlting the use of EST for direct fedel11l programs in Houston and Dallas. 
Another three stales have reccntly awarded contracts. 

EDT Operation, 

STATUS OFEBT DEPLOYMENT 


-
ESI DEPLOYED 


II J II1II1 t B.ECTRONIC AFOC ISSUMICE/FSP AUTHORIZAflON 


As shown ,i>ove, EIIT is currently opembonal statewide in Maryland and in pans ofsix other 
states. While New York does not have a tnlditional EIIT system, they have deployed an electronic 
authorization system tbat allows n::cipicnlS to obtain their food coupons or withdraw their cash 
ben.fits at authorized cl\eck asbing locations. 

OperatiOJlllI EBT System. 

The following location, have operational EST demonstration syste!DS. Cited caseload dsta 
n:present duplicated caseloads. calculated by summing the number of cases selVed for eacI\ 
benefit program. Since SODIe ases receive benefits from mon: than one benefit program. the 
number of caseloads cited overstates the total number of cascs served, 

• 
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• 	 Maryland: Thus far, Maryland is the only state to operate EBT state·wide. Maryland 
delivers about $55 million in state administered benefits each month and handles about 
250,000 cases. Benefit programs served by EBT in Maryland include Food Stamps, 
AFDC, General Assistance. and bonus Child Support. 

• 	 Reading, PenDsylvania: The Reading. Pennsylvania, project, the first EBT 
demonstration, was deployed in 1984. Pennsylvania delivers about $1.3 million in food 
stamp benefits per month to about 8,500 households. 

• 	 Ramsey County, MiDDe90ta: The Ramsey County EBT demonstration delivers about 
$8.8 million in state administered benefits each month and bandies about 34,000 cases. 
Benefit programs served include Food Stamps. AFDC, General Assistance, and Refugee 
Assistance. 

• 	 Beroolillo,CouDty, New Mexico: The New Mexico demonstration project in Bernalillo 
County delivers about $7.7 million in state administered benefits each month and handles 
about 36,000 cases. Benefit programs served include Food Stamps and AFDC. The 
New Mexico project is expanding statewide. 

• 	 LiDD COUDty, Iowa: The Iowa demonstration in Unn County delivers about $450,000 
in Food Stamps and AFDC benefits each month and bandies about 970 Food Stamp and 
670 AFDe cases. 

• 	 DaytoD, Ohio: The Dayton, Obio system delivers about 52.2 million in food stamp 
benefits per month and serves about 11,000 households. Unlike the other EBT 
demonstration systems, the Ohio system uses off·line authorization ·and sman card 
technologies. 

• 	 CamdeD County, New Jersey: New Jersey is currently implementing an EBT system 
in Camden County where they will deliver Food Stamp and AFDC benefits for 
approximately 24,000 cases. After an evaluation of the Camden County demonstration, 
New Jersey plans to expand to Essex and Hudson counties. 

• 	 Houston and Dallas, TeJ.as: The Treasury Department's Financial Management Service 
bas a contract to deliver direct federal benefits to recipients on a voluntary basis. The 
demonstration, first deployed in Houston has now been extended to Dallas. The system 
delivers OASDI, RRB, VA and OPM benefits and handles about 8,700 cases. This is 
the only EBT demonstration system to deliver direct federal program benefits. 

Operational Electronic Authorization Systems 

• 	 New York: Although New York does not have a traditional EBT system, they are using 
POS and mag.stripe card technologies to replace food coupon authorization to participate 
(ATP) cards and checks. The recipients receive their food coupons and cash benefits at 
authorized cbeck cashing locations. The full amount of the benefit must be taken at one 
time, as individual accounts are not maintained. This system is deployed throughout the 
state with the exception of New York City. 
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EDT System Development Elforls 

• Texas recently awarded a contract to deliver Food Stamp and AFDC benefits. The system 
will be piloted in ~ambers aod Harris counties, South Carolina awarded a contract to deliver 
Food S~mp benefilS; it will be piloted in Darlington County. Wyoming awarded a ""ntract to 
develop an off·line authorization. smart card demonstration to pilot Food Stamp benefit delivery 
in Natrona County and WlC benefit delivery in several counties. 

• EDT Plannillg Elforls 

• 

Under current procedures. the first step in the federal approval process is the submission of 
an Planning Advanced Planning Document (PAPD) to Ibe Food and Nutrition Service and Ibe 
Admil1is!..tion for Children and Families. The purpose of the PAPD is to request federal 
fnnding fur EST planning activities. The followil1g states bave submitted PAPDs to develop 
demOOJltratio. systems: Alabama; California (for San Bernadino county); Florida; Georgia; 

Illinois; Kanw; Louisiana; Maine. New Hampshire, and Vermont (joint PAPD); Michigan; 


. Mississippi; Missouri; North .nd South Dskota (joil1t PAPD); Oklahoma; Oregon; Uttth; and the 

District of Columbia. 

• 

• 

• 

• 

• 

• 
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STATE PROGRESS TOWARD ERT DEPLOYMENT 

Maryland 

low. 

STATEWIDE 

State~wide c:xpansioD completcd 

IN ONE OR MORE COUNTIES 

Operating EST Pilot. 

Operating EST Pilot in Ramsey County. Pla..ing for 
.~iOQ of Food Slamps intO Heonipen County. APD 

Began Operation, in camden County in February•.1994 

EBT pilot in and around Albuquerque. 
APD- FNS ACF 

Operating off· line Food Stamp project; issued RFP to 
statc~wide. 

Operating EBT pilot in Berks County. PAPD submitted to 
FNS regioonl office for expansion of system. Intend to add 
AFDe. 

Vendor selected. Operations I<> begin in November. 1994 

Vendor selected. Contingent approval to spend 
funds for MIS 

Vendor selected for off-line project. 

• 


• 


• 


Jersey • 
Mexico 

• 

IMPLEMENTING ERT (3) • 
II S(lUth Carolina 

: Texas 

• 
• Wyoming 

• 


• 
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STATE PROGRESS TOWARD EBT DEPLOYMENT 

• 

• 

• 

• 

• 

• 

• 

• 

• 
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Alabama 

California 

Connecticut 

Florida 

minois 

Kansas 

Louisiana 

Maine/New Hampshirel 
Vermont 

Missouri 

No. Dakota/So. Dakota 

Oklaboma 

Utab 

of Columbia 

ofPAPD FNS 

Revising PAPD and RFP for food ,umps in San 8ermldino 
PAPD submitted for San 

of 

Submitted PAPD to ACF and FNS 

PAPD FNS and ACF 

ACF and FNS. 

Contingent approval of PAPD by HCFA. Approval by 
FNS and ACF for food and AFDC benefit 

Approval of PAPD by FNS 

of PAPD. Reviewing feasibility study. APD 
submitted for increase 

PAPD 

PAPD 

PAPD approved by FNS and HCFA. Planning RFP 
submitted. 

PAPD FNS and ACF. lAPD submitted. 

Bna' of RFP submitted to FNS 

PAPD 

dQcumentation. PAPD 

PAPD submitted. 
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STATE PROGRESS TOWARD EBT DEPLOYMENT 


INVESTIGATING EDT (8) 

Carolina 

Yorl< (statewide 

II ~:~:it for New Yo,l< 

EBT 

EBT 

off-line 

EBT 

EBT 

EBT 

a laser card 

Investigating EBT. Feasibility study oompleted. Awaiting 
state decision. 

Investigating EBT 

Operates electronic authorization to replace ATP card and 
check. Olupons and casb disbul>ed at authorized check 
cashiers; fun benefit amount must be drawn. as no aa::ounts 
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, Appendix C 

STANDARD FINANCIAL CORE 

• 

• 

The standard financial con: represents aset ofstandard specifications governing EBT financial 
processes, To provide for uniform national operations, primary financial operations wiU be 
standardized across EBT systems and states. To a large extent. the financial core will be shaped 
by the standard operating rules fur EBT, based on existing financial industry rules. Consistent 
with those rules. these: specifications aJtew standardized services anl<mg'EBT service vendors. 

The standard financial core includes: 

• 
• Posting to Beaefit Autborizatloll Accoaots: Benefit autboriution files win originate 

from two sources-<mc for, statt·administered programs, one for federal direct benefit 

• 

programs. Before the monthly benefit allotment comes due (generally, the beginning of 
each month), state program offices that determine recipient eligibility and calculau: 
benefits will transmit authorization files, in a standardized format. to the EBT processor, 
Smaller files will be transmitttd daily for clients eligible for a pani.1 or supplemental 
payment. The EBT processor will post the: new allotments to client accounts', adding the 
current month's allotment to any amounts mnainiog from prior mMths. 

• 

Payment information and funds for each direct federal EDT client must flow to a 
designated financial institution through the automated clearing hoose method in the same 
manner as regular direct deposit payments are disbursed for individual beneficiaries. The' 
participating financial institution will remain Jiable to the government for compliance with 
existing rules and regulations regarding the accqnance of direct deposit payments and 
returns and reclamations. The individual acoount~ or SUNccount mechanism of a master 
account, must have a fully lnIceable audit trail for each payment delivtred tbrough the 
EBTsysttm. 

• • Account Maintenance: The EBT service provider must maintain client acoounts, using 
standard case identifiers and 3COlunt structures to allow for inter~processor transactions. 
Two rypes of accounlS will be maintained-pooled cash (e.g., cash assistance) and 
restricted access (i.e., food stamps and WlC). Accounting infonnation will include the 
current balance and a transaction history for each account. 

• • Transaction Proees:sing: EBT transaction proce&sing will follow the standards for 
commercial transaCtion processing. The minimum EST transaction stt indudes: FSP 
purcbases, FSP refunds, casb withdrawals, non,FSP purebases, voids, reversals, and 
balance inquiries. Uke any other commercial card transaction. every EBT transaction 
requires an exchange of two mcssages-.1 request message and a response or authorization

• message. 

Th(: authorization request iDcludes information that identifies the: card bolder. transaction 
type. aDd transaction amount. If theft are sufficient funds 10 cover the transactioQ, the 

• 
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processor's system returns the authorization message [0 the originating terminal. Benefits 
may then be issued to the client. 

During transaction processing. the processor must capture the transaction information and 
other information to ensure the timely. accurate settlement of the transactions, The 
·proccssor also must capture enough information 10 tracc the transaetion-sbould a 
subsequent dispute arise. The minimum information will enable the processor to identify 
and matcb:thc request and response messages. identify the time and terminal at whicb the 
transaction originated, and provide the client aCX'.Ount and transaction amount. 

• 	 Settlement and RecoDciliation: In general. settlement is the exchange of information 
that produces the transfer of funds from one entity to another. completing a financial 
transaction. For EBT. settlement involves the tlectronic transfer of funds from EST 
accounts maintained by the EBT service provider or Treasury accounts through financial 
networks to ATM and POS financial service pfO'\liders. AI the end of each transaction 
day. the service provider will, at a minimum. calculate the total value of all account 
authorization and client transactions and balance them to net debits and credits posted to 
client accounts. After end-of-day balancing, the service provider wiu initiate settlement 
through the EBT settlement service provider-the mstitution in which the coosolldated 
pooled benefit accounts arc maintained. Based on oommUllication from lbe EBT 
processor, the settlement service will transfer funds to the financial institutions and 
retailers wbich disbur.;ed benefits to EBT clients through their ATM terminals. ros 
terminals, or both. The processor and settlement servict provider could be the same 
institution. To the extent possible, the most cost-effective processes will be used for 
settlement-such as settlement through automated clearinghouse (ACH) processes. 

In settling transactions wbicb originated at ATM terminals and are aumoriud through 
networks. the settlement service will move funds from the consolidated pooled benefit 
accounts. through commercial networks. to the tranSaction acquircrs (financial institutions 
that own and operate the ATMs at which be1ld1!S were disbursed). TIIis process may 
require the settlement service provider to be a member ofone or mort regional nctw<Jrb~ 
and to maintain clearing accounts with the networks. 
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Appe.dix D 
EBT BASE SERVICES 

All EBT syslem operations must provide for a common set of EBT base services. The base 
services will be structured to meet runaional requirementS developed by federal 2nd state 
program agencies to best serve their customers. While some degree of commonality will exist 
among states for tb~e service requirements, states will have flexibility to determine how best to 
perform these functions based on the local customers and conditions. 

The EBT base services include: 

• 	 Client ...... lIm..tl. lb. EDT .ystem: Clients will enroll in EBT when they apply 
or arc "certified for program benefits at the stale-local program office. Unbanked 
appJicants for (tircCl federal benefits-thosc wbo do not have a bank account and 
cannot take advantage of direct deposit applications-will be presumed to choose EBT 
unless they request 10 bavc their payments made by check. Customers that arc 
receiving direct federal benefits on an ongoing basis will be ..,rolled through mailed 
malenal. from the EBT service provider and referral. from program agencies. Upon 
assignment of accoont numbers. the finandal institution will elearonically transmit 
.nrollment information to federal program agencies through tho ACH. This approach 
shifts the enrollment funClion to the financial industIy and c1bninat<:S the requirement 
that a recipient rnale< a special trip to. program agency field office to enroll in EDT. 

Con.i.tent with the AdminiStration', desi,.. to deliver all federal paym..,ts through 
EFf. declaring in statute that EFT---direct deposit for those with bankaeoounlS. EBT 
for those withoot-is the presumed ft«(ral payment method rould accelerate our 
efforts to expand electronic government. 

• 	 Card issuanee: alent.; may receive their EBT card either in person or tlIrough the 
mail. depending upon !he benefit program(s) in which they are enrolled and their 
personal preferen"". For state-administered programs. card issuance generally will 
occur in tbe state or county program office. Upon issuance, the program office will 
ask the client to choose a PIN and will provide hands~on training upon request. Also. 
each client will receive written materials about the card. For direct federal benefit 
recipients. the EBT service provider will issue the EBT card and PIN and may do SO_ 
in person or by mail at the discretion of the participant. The PIN can be assigned by 
the card issuer or selected by the panicipant consistent with current private sector 
practices. 

• 	 Client training: All clieDts will be eligIble for basic training in the use of EBT cards 
and the system, Written and other types of educational material (e.g., videotapes and 
displays) will be avaUable at local program olli.... States will have flexibility in 
dtsigoing the training and education services that best meet the load needs aDd 
oonditions. 
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For direct federal benefit recipients, training i5 optional at the discretion of tile 
panicipant. The EBT service provider must provide training upon request and may 
utilize mall. video~ or Ilands-oo training techniques. 

• 	 Problem resolution: Clients will be able to direct problems with tbeir cards or 
accounts to a dient service center by accessing a ton~free telephone number available 
24 hours a day ~ 7 days a week:. The service celiter must also offer s<:rviccs war 
provide key elient accoun. informa.ion (e.g., elien. balances. issu••ce da.e(s), and 
recent transsction history) by type of program. ClIS!omer service representA.ive, will 
be available for consultation at state program offices andlor cxmtracted facilities. 

.. 	 Card replacement: EST base services will give clients a tollwfree number to report 
Jost or stolen cards. Clients also may report lost or stolen cards in person at state 
program offices. The service provider will immediately freeze the card balance and 
authorize the issuance ofa new card. The cl~nt will then be able to pick up tbe card, 
with a selected or assigned PIN, as previously described. The number of free card 
replacements may be limited. based 00 program requirements. 

• 	 Beaefit a«m: EBT base services will give clients reasonable access to benefits at 
little or no "'S!. Oien,. will be able '0 .a:ess cash benefits at all ATM and POS 
locations displaying the identifying EST logo, and at panicipating mercbant DC 

financial ",!Via: locations that offer cash benefit disbursement. The government will 
nOI limit the number of food stamp POS transactions at autbol'i2cd food retailers. 
SimilarlyJ it will not limit the Dum1x:r of cash back transactions at participating POS 
merchants. Any limitation on the number or amount of casb~back transactions will be 
bastd on the: commercial industry or merchant-specific procedures. 
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SUMMARY OF KEY TASK FORCE RECOMMENDATlONS 

OELlvF,R GOVERNMENT-FUNDED BENEFITS flY t:1IT THROUGH A SIN(a.E CARl) 
Replace multiple papcr;based benefit delivery Ry!itcm~ witha sir.glcdcclroniesystcm tha( delivers benefits 
for a full ung() of rederal and slale progrnms. 

ESTABLISH PARl'NERSIIU'S WITH STAn;S TO IMJ'LEMENT EWr NATIONWIDE 
For many programs, govcmmc:lt benefit delivery is a shared responsibility between the federal lind stille 
governments. State lax dollars help fund EBT devdcpmen! tlnd optratkiTls. Successful natiollwide 
deployment of HBT requires a working partnership between tbe federal and slate governments. 

DEVELOP UNIFORM EBT OPERATING fo:NVIKONMENT BASED ON COMMERCIAL EfT 
To ensure uniformity. EBT opera:iom should be based on a standard foundation. 100 foundation should 
be derived frum ofXlraling rules and technical s!.J.ndards available in the commercial $e(IQ(, 

EMPLOY A NATIONAL b'1'RATEGV TII,,\1' t<1~ATURES TWO IMPU:MENTATION PATHS 
Some $tates \\ill enter ioto P;!!tner!>r.ips with lhe federal government: some slales may wish to proceed 
with EllT development on their ov.n, Tbe 'fask Force ~mmcnds an implementation str.alegy thllt 

fe3tures 1\\1) oonverging paths: joint-venture federal/$l.ate prototype(s) and slale-initiated EST projects, 
Both paths will be based on [he standard fouruUtion. 

BEGIN IMPI ..EMt;'''ITING BASIC EIrI' SF,RVICI<;S BY MARCH J'196 ANO f.xPAND BY MARCil 1999 
Basic lIllrviCC!l include a standard financial core and flexible EDT ellenl services. Basi( EST scrvlces 
should begin to be delivered through prototypc(s) by March 1996 [()T lhe major federal and state programs, 
EBT should be available r..'ltionwidc and expanded to additional benefil programs by Mareh 1m, 

ENHANCE EBT SI-:RVICt::"<>i 
1be: federal government should suppol1lhe aooplion of appropriale new and emerging tedmologies for 
EBT. placing special empiwis Qtl innovative tecltnologies su>:h as smart cards. 

SHARE COSTS f:QUlTADLY AMONG AU. STAKEHOLDERS 
The federal government should pay a reasonable share \0 prcwide oationwide EST services. Costs should 
be shared among governments. relailen;, the fhuncUil services community, and benefit recipients. 

CALL 01"\ Rt,'TAH.t:RS TO I~VEST [N l':R'f 
As is common in the commercia! seelor, retAilers should assume costs (or tem:inal deployment and PQS 
transactions. "l1.e government should be the clcployer of last resort t,) ensure adequate recipient access. 

UMIT FREE A'fM TRANSACTIONS 
The number of no-cost A TM iraO!ilctions should be limited fm means-tested program recipients. Non 
means-tested program recipients ~h(}Uld pay a nominal foo for ATM lransactioll$. 

BAI..,\NCE COSTS OF ADEQUATE CONSUMEk pROTECTION WITH TilE CO~ TO TAXPAYERS 
1be federal govemme:lt, states, and the financial service community should work together 10 limil 
govemmem exposure to frauduler.t claims while providing adcqtrulc con~umer protection.. 

INVEST FUNDS IN ""(OCAL YEARS 1995 THROUGH 1997 
111e sllvings from reductions: in lhe cos! of pnpcr-based delivery should be made available to fund 
nationwide BBT, Untillhese savings beoome grezter litao the oost of llBT, investment will be ~uited 
10 fund EBT deVelopment and implernen1alion. 

WORK TOGI'."THER WITIUN TilE nmt:RAI. (';OVER.."MENT TO IMPI.EME.'IT EBT NATIONWIDE 
National EBT poHpy, implemcntllion. :md oper.ations should be direeled by a Federal EBTTask Force. 

"1;ila.i!'£c by o~m and inch.xiing principals representing lUIS, USDA. nnd Treasury, and an executive 
support suii. USDA. as lead program tlgency. should desigr.ate account .executives fo serve as a single 
point of contact for each sUile Of gtOUp of states. 
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FEDERAL CONTRIBUTORS AND STA.KEHOWER PARTICIPANTS 

• 
. , 

FEDERAL.CONTRlBUTQRS 

• 
This report is the result of the dedication and hard work of many c:ontributors. The Task Force 

principals and the Executive Steering Committee charted the course, reviewed the draft reports. and 
provided valuable input. Memben:; of the Federal ~T Task Force core staff were 1be principal 
authors of the report, Agencies made staff members. available to conduct and participate in tbe many 
stakebold<r meetings. Agency staff ""'tributors also provid<d input and support for task force issues 
papers, as well as this report. 
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Betty james. Department of Health and Human 
,Services 

8dtsy Lane~ Department of the: Treasury 

Bit1 Ludwig. Department or Agrimiture 

Naomi MarT, Departmeat o,r HenItb and HUlIU'lJl 
ServlCH 

RUBeU Mol'rll, Department of tho Treasury 

Tim O·CODDo,r. DepartDwU or Agriculttare 

Jean Saunders. Department of Eclucatioa 

Mati Sdiwieftteck, Department of Health and 
Human Servlces 

George Strader. Dt:partmeat o,r Health and 
Human Senket 

Cuf'th Smith, Offlce of Personnel Management 

R. J. Vogel, Departmenl of Vmran. Attain 

dcency (ita[f Contrilmtors 

Lioda Braye. Department o,r Agriculture 

jeff Cobea, Depanmeat o,f Agrlculture 

Colleen naly, Department o,f Healtb and HuQlU 
Services 

Art Foley. Departmeat or Agriculture 

Fau! Gist. Departumli or the Treasury 

William Faned, Department of Hea.Itk and 
HUmall Services 

Paul Flore, Departmtltt of Health ud Human 
Services 

Robert HarrisoD, Dep8l"t1Mnt of Dt:fense 

Lft JOQt!s, Department o,r tbe treasury 

Peter Larson, Railroad Retiremeat Board 

Gary LarSOfl. Departmeot or Veterans Arrairs 

Erin McBride, Departmeat or Agriculture 

Ana McCormick, Departmenl or Health aad 
Human Senke. 

Pta M~Namare, Department or Health and 
Human Serriees 

C.n:d Olaader, Department o,f Agriculture 
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STAKEHOLDER PARTICIPANTS 

• As stressed throughout this report, the federal government cannot build the infrastructure for 
nationwide EBT in isolation. SuCCtssfui implementation ~quires a partnersmp between the federal 
and state governments aDd the support of private sector stakeholders. The Task Force believes we 
bave made Ii good start i~ building these relationships. Over the past several months, the Task Force 
participated in numerous meetings with stakeholders to understand their coocc:ms and obtain their 
input for this report. Many stakeholders were generous with their time and support and we wish to 
recognize those who participated in this process. Inclusion of names on this list does not constitute• endoresement of the recommendations of the report. 

Client A4I!IJ!:ates 

• Carol Ham.Ut~. Coalition ad Hu.man Needs 

Daphne HerUDR. Marytaod Food COll1miUee 

Fr. Pet~T Kliok, U. S. Jade Conrerence 

• Carrie Lewis, Food ltesearrh au ActiOll Center 

Barbara LeYKr, Center on Soda! W~lrare Polky 
and Law 

• Michelle Meier. COOSUDlflrs Unicm 

Lawrence Moore, Bnad for the World 

Faitb MuUfin~ American ANOclatIOd or Relind""...... 
• Jfllolfer Rathbun, Alliance to Ead HomtIessneS5 

Davkl Super. Center on Budget and Polity 
Priorities 

• State AssocilJtiQns 

Gre" Brown. National Atsoelal.ton 01 Slate 
Budlt" om~n 

• Jfllniftr Bruuresema. SoutbHu Cow-mon' 
A.sotlatioa 

Larry Goolsby.· American Publlt: WeJf.tt 
As!JOtial1011 

• 

Martllu Saoz, National Assod.tloQ of Counties 

Helena Sims. National Assadallon of Stale 
Aodlton, Comptrollen, and Treasurers 

KeD, Thompson, Amerk:u PubUc Welfare 
AoociatioQ 

Joe Anton.. IlIiDol! 

Ed Bailey. Mfmmrl 

Mike Barban. North Carolbut 

v.......rIy. Virginia 

. Sta. BleD. MIddpo 

Darrn Borad. Orqon 
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Deborah Brady. California 

Dale Bro,",~ Mal')'land 

Pat Craig. Craig Auodates 
(CaUfornIalMI...soIII) 

JoaDDe Cunnlngbam, MarylaDd 

Dave Dobsoa, New York 

0.. Foaa, Oklab .... 

Tom Fash.lagbauer. Mb:u:woea 

Kevin Fitzgerald, Nortb 
Carolina 

Jobn T. FlYIlD, Massachusetts 

Gene Gaudy, Mabama 

Billy HamiltoD. Texas 

Jack Hill. TeoDessee 

Andrew HofllSby, Alabama 

ADD Howard, Georgia 

Issac Jackson, Teus 

Ed Jakobsen, Ulbtois 

Joyce JohDson, North Carolina 

Elizabetb Kilcoyne, Massachusetta 

William KllmartiD. MassachUKtts 

Ken Mannella. Marylaud 

Kathy Manolf, MiaDf!Sota 

Ludlle Maunr, MaryJand 

I. 


Delores McLeod, Nortb Carolina 

Marilyn MIchel, Miuissippi 

Todd Morgaa, Tna! 


Larry Nale. Teus 


Rkh Pedroll, MaMath...", 


Edith Prwmllum. Iowa 

Eddie Quirt. Ketltueky 

Mark It...r, Maryland 

Connie Reinhardt. Florida 

John Scaggs, Ohio 

Bob Scllmltt.. Ktrltucky 

David Schwartz, Oblo 

David Smedley, Arkansas 

Esteban "'biela, Puerto Rico 

Jolm WaUtt. New Mexico 

Briall W.bb, CaUr._ 

Touy Whamr, South CaroUaa 

Jean Womack, Keatuc:ky 
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food Retail.,.. 

• David Smlin, WinD-Dixie: Store!. IDC. 
, 

Jennifer Fldiam Brandenburg, Lucky StOru.,IDt. 

• 
George Dlflttrkb, FlemiDg Companies, tat. 

Larry Friedman, Price Chopper Supermarkets 

Bobby Gowms. llandaU's Food MarbtJ, lilt. 

• 
 ~f1e Hood, WegttUIos Food Markets, [Ill.':, 


• 


Petef Larkin, Food MarketiDI In.titute 


Vlrginta MWer, The Vons Compulel, lK. 


Jay N....., Giant Food Im:. 


• 


Jim Nygftll:l. Fry" Food StortS or Arlmna. Inc. 


Roo Parmelee, Safeway, Inc.. 


Art Powell, Albertson', IDC. 


• 


Todd SebDUCk, Sebnud Markell. Joc. 


Tom SlIortt, Twin County Groeers. Int. 


Mklulel Wheeler. Hy.V.. Food Sto-. 10<, 


Kevin Wittig, StJPERVALUt Inc. 

l\obrk WUliams. Carr Gottstelll Foods Co. 

• finqncial Services Communilv 

Susan SaUlD8JUl. BaDk or Amtrie.I 

Gng Benson, Savings and Community Banun or 
America 

Brian Claire, CitiBaok 

Oeruds Clark., National Bankert AuoclIlIUoo 

• 
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Lynette C~r. ENVOY CorponltlO1l 

Dan Cwm1agbam. CEMPLUS C.rd latematioul 

MalnJder Dent, G£MPLUS Card lalernatlonal 

Mary :Dw:m. Cndlt UBion National Association 

Stan Fnrldaa, SymDUI Planning Auociate. 


AlUI FD<lbc'll, GTECH 


ClJariee< Gardner, NotloDaI Cily I'ro<essID&
C__ 

J.... GdJ, F<dmd Jrue.... -...I 

Katby G<orpHouab. Faraday 

Lisa Hatotr, CaDadIan Banken Auoc:iatlOD 

Kurt Helmig, Eledronic Fuods Tramfer 
APOdad.. 

CaM. J........ """k South. N.A. 

Robert Joyuer, First Security Se"ic:el 

Searl Kennedy. EIectnmJ( FuodJ Tracuter 
AuodatIo. 


Alfred LoIJt, TIle Apple Crook """kiD. C4mpaDy 


Anne U........., Amerlcao """ken Anodal.... 


Naude Lyncb, MeDoo Baa~ N.A. 


Wayue Malone, Chemlcal Buk 
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Howard Mandelbamn. National Cbe<:k Cashen 
AlIsm:iatiou 

F;UloU McEnt-ee, National Aulomated Clearing • 

House Association 

Tom Mc:Laugblln, DeIU1f! Oata SYlieDlll 

BeD MWer, CardTetb SealrTecb • 

Donald Ogilvie, Americaa Banken Auodatloo 

C. Stanley Pri .., N.doaal Pro<euIDg Com_ 

Mau Robinson, IBM • 

Mitcb 81. Thoma:s" Transadlve Corp. 

Jolla _ ....., CltI_ EBT 


Carolyn Spicer, State Bank (Mkhigaa) 
 • 

Marcia Sullivan, CousumeJ' Banken Assodatiou 

Gall Thompsoa, Wells Fargo 

LuAnn Vcker. DIebold. IDe. • 

Viveca Ware, IDdt:pendem Bankers Assoclatioo of 
A_ 

Dovt: Weber. Armed Forces Flnaucial Network 

• 

• 

• 

• 

• 

Dick Vauk. Yankee 24 

From Pap~"'O Elutrtin.ics: Cl'NJing 4 BtNtjiJ ~liw,., S,sum TIull Worts Sftk,. and o,Sls un 
Patt F--6 A.pptndiz F: Ferkfdl c"ntrib_,. ami Sl4Uhollkr Pri<ipdIIJI 



Superintendent of Documents Publications Order Form 

Charge your order, 
n's easyl 

D YES, ~le88e send me the following indicated publication: 

_ copies of 'Trom Paper to Electronics: Creating a Benefit Delivery Syatem That Works Better 
& Costs Less," SIN 041-OO1....()()436...0 at $4.75 each. 

o Please send me your Free Catalog of hundreds of bestselling Government books. 

The total cost of my order is $ . (International customers please add 25%.) Prices include regular 
domestic postage and handling and are good througb l~. After this date, please call Order and Information 
Desk at 202-783-3238 to verify prices. 

PI...... Choooe Method of Payment,
(Company of penona.I name) (Pleue type or print) 

D Check. payable to the Superintendent of Documents 
(Additional IlddrcNlllttenUon line) o GPO Deposit Account I I I 1,.-D 
(Street addnM) o VISA or Mastet<;ard Account 

(City, State. ZIP Code) I I I I I I I I I I I I I I I I I I I I I 
( ) 

(Daytime phOlUl incIudina ~ code) (Credit card eKp. date) 
Thank you for your order! 

Mail 'Ib: Superintendent of Documents. Government Printing Office. Washington. DC 20402-9325 


