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This report on the Feasibility of a Nationwide Electronic Benefit Transfer

Svstem for the Food Stamp Program originally was envisioned as two separate

reports: one addressing the feasibility of a nationwide EBT system and the
other examining issues involved in integrating EBT systems with commercial POS
networks. As work on both reports progressed, it became clear that each
report's subject matter overlapped significantly with the other. Abt
Assoclates and FNS therefore agreed to the preparation of a single report

containing all relevant information from the two draft reports.
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EXECUTIVE SUMMARY

In an effort to ensure the use of program benefits for intended
purposes and to improve the general integrity, efficiency and accuracy of
benefit issuance and redemption, the Food and Nutrition Service (FNS) of the
U.S. Department of Agriculture has been studying the feasibility of using
electronic benefit transfer (EBT) systems to issue and redeem program
benefits. These systems operate much like commercial debit card networks,
using computer systems, point-of-sale (POS) terminals, and electronic funds
transfers to déliver and redeem program benefits., An introduction of EBT
systems into the Food Stamp Program would integrate benefit delivery with the

commercial sector's increasing reliance on electronic payment systems.

At present the Food Stamp Program issues benefits in the form of
paper food stamp coupons. Program recipients use these coupons to purchase
eligible food items, and retailers deposit the coupons at their local banks
for cash credit. The banks, in turn, receive credit for the coupons they
accept when they send the coupons to a Federal Reserve Bank. The Federal

Reserve is reimbursed from a program account at the U.S. Treasury.

The coupon-based issuance and redemption process is cumbersome Lo
administer. Complex procedures are needed to prevent coupon losses and to
track and reconcile the flow of benefits through the system. Even with these
procedures, some losses occur. Furthermore, it is difficult to totally
prevent coupons from becoming an underground currency, with recipients selling

their coupons for cash at discounted values, (i.e., trafficking).

The use of coupons also imposes costs on program recipients,
retailers and financial institutions. In many areas, recipients must make a
special trip each month to obtain their coupons., If they lose their coupons
after issuance, the benefits are not replaced. Retailers and financial
institutions need to use special procedures toc handle and process the coupons

they accept.

By eliminating the use of food stamp coupons, an EBT system can
improve program accountability and reduce the costs of program participation.
Recipients would no longer need to make special trips to obtain their
benefits, and problems with lost or stolen coupons or authorization documents

would be eliminated. Instead, recipients would access their benefits at food
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stores’' POS terminals using a magnetic stripe debit card and a personal
identification number (PIN)--which helps to prevent unauthorized use of a lost
or stolen card. An EBT system also makes 1t difficult to convert program

benefits into cash, and cash change at the store is eliminated altogether.

Retailers and financial institutions do not have to handle and
process separate food stamp coupons in an EBT system. Instead, a store's POS
terminal sends infermation about a desired EBT purchase to a central file over
a telecommunications network. Once the purchase is authorized by the system,
the purchase amount is debited from the recipient's account and credited to
the retailer's system account. During system settlement, funds are electron-

ically transferred from the Food Stamp Program's account at the U.S. Treasury

to retailers' depository accounts.

Demonstrations of on-line EBT systems are underway 1in four States:
Maryland, Minnesota, New Mexico, and Pennsylvania. The purpose of these
demonstrations 1s to determine 1in a variety of conditions the technical
feasibility of on-line EBT systems and their cost-effectiveness, as well as
the impacts of EBT systems on program recipients, retailers, financial
institutions, and levels of benefit loss and diversion. FNS is currently in
the process of selecting a contractor to demonstrate an off-line EBT system:
one that stores information about program benefits in the recipient's access

card, eliminating the need for on-line authorization at the time of the

purchase transaction.

REPORT PURPOSE

The EBT demonstrations and the perceived benefits of EBT systems
have generated an increased interest i1n these systems among vendors, State and
Federal Agencies, and the Congress. In response, FNS is examining the feasi-
biity of a nationwide EBT system. Key issues 1include the expected costs to
design, develop, 1implement and operate a nationwide EBT system; technical
teasibility and system performance; and how Federal and State Agencies would
administer a natlonwide system. Another 1ssue 1s how to 1ntegrate an EBT
system with commercial credit and debit POS systems, making use of existing
terminals, telecommunications networks, and processing software and hardware.
The legislative and regulatory environment 1in which an EBT system would

operate also must be considered. A final 1ssue 1s what approach to take 1In

i1
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developing a nationwide EBT system. For instance, should a single, central-
1zed system or multiple, regional systems be implemented, or should each State

have its own separate system? If the latter, how much standardization in

system design should be required?

This report offers a preliminary examination of the issues
surrounding the feasibility of implementing a nationwide EBT system. In
researching these issues, we have interviewed numerous Federal and State
officials and representatives of the debit card industry. Further information
on the feasibility of a nationwide EBT system has been gained from the EBT
demonstrations being sponsored by FNS. Due to the presence of commercial POS
networks which use on-line authorization technologies, the major focus of the
report is on the feasibility of implementing a nationwide, on-line EBT system
rather than an off-line system. The report also considers the implementation
of a multiprogram EBT system--one that serves both the Food Stamp Program and

cash assistance programs like Aid to Families with Dependent Children (AFDC).

ALTERNATIVE APPROACHES TO SYSTEM DEVELOPMENT

An on-line EBT system would operate very much like existing commer-
cial, debit card networks--those that issue bank or retailers' proprietary
cards that can be used at automated teller machines (ATMs). Given this
similarity, it is both feasible and necessary that an EBT system be integrated
with the existing networks, using commercial terminals and processing
capabilities as much as possible. System costs would be much higher without
integration, and retailers would probably resist a new food stamp payment

system that could not be integrated with their existing systems.

Even within the context of system integration, alternative
approaches exist for the development of a nationwide EBT system. Three basic
alternatives have been identified and are referred to as the "Multiple Design"
approach, the '"Standardized Design'" approach, and the '"Unitary Design"
approach. Each approach gives individual State Agencies the right to decide
whether or not to participate in an EBT system. The approaches differ in
terms of how much control States have over system design, whether responsibi-
lity for providing the processing infrastructure of an EBT system rests with
State or Federal Agencies and their vendors, and the degree to which that

processing infrastructure is centralized.

i1
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In the Multiple Design approach, Federal Agencies specify the
functional requirements of an EBT system (i.e., what the EBT system must do),
but State Agencies are responsible for designing, developing and implementing
each State's system. It 1is anticipated that most State Agencies would
contract with a vendor for these services. A nationwide EBT system in this
approach would consist of numerous different systems, each operating inde-

pendently of the others.

The Standardized Design approach is similar to the Multiple Design
approach in that each State is still responsible for designing, developing and
implementing its own EBT system. In the Standardized Design approach,
however, Federal Agencies would specify some of the design parameters for the
system as well as its functional requirements. One major reason for standard-
ization 1s to allow recipients in one State to shop at stores in another
State. The flow of EBT transaction information among the States' individual
EBT systems is a process called "interchange," and it gives recipients the
same flexibility in benefit use that they currently have under the coupon-
based issuance and redemption system. Another advantage of standardizing the
design of State systems 1is that integration of multiple State EBT systems with
commercial POS systems is more feasible, which would allow greater sharing of

POS terminals and communications lines.

The Unitary Design approach differs from the prior two approaches in
that Federal Agencies would take the initiative to set up the basic processing
infrastructure for a nationwide EBT system. In the centralized (or
"National') version of a Unitary EBT system, Federal Agencies would select a
single vendor who would set up a single EBT processing point, with communica-
tions lines established to each State. All EBT transactions would be
transmitted to the single point for authorization. States deciding to
establish an EBT system would tie into the National system, transmitting

recipients' program issuance information to the central processing site.

A variant of the Unitary system is a decentralized (or 'Regional'')
system, 1n which Federal Agencies would select multiple vendors to set up
regional EBT processing sites. States would send 1ssuance information to the
vendor serving their area, and all transactions from the region would be sent

to the vendor's prozessing site for authorization.

iv
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In any of the three approaches to system development, the EBT system
could include cash assistance programs as well as the Food Stamp Program. If
cash assistance programs were included, their recipients could withdraw cash

benefits at POS terminals or ATMs.

Despite the differences among the three development approaches, they
share a common relationship between the Federal government and the States. In
providing system services, Federal and State Agencies and their vendors work
together in a manner similar to existing relationships among financial insti-

tutions, network operators, and retailers within commercial POS networks.

FEASIBILITY OF A NATIONWIDE EBT SYSTEM

The implementation and operation of a nationwide, on-line EBT system
is feasible under each of the three development approaches, although not all
approaches are equally attractive. The following sections summarize the

factors leading to this assessment of system feasibility.

Many State Agencies express positive interest in EBT systems, and about one-
third of the States have taken concrete steps to investigate the feasibility
of a local EBT system.

If a nationwide EBT system is to be implemented, individual State
Agencies must support the concept and be willing to invest resources in system
development and implementation. Based on interviews with program officials in
25 States, these officials gave numerous reasons for being interested in EBT
systems. The reasons included improved public perception of the Food Stamp
Program, improved service delivery to program recipients, reductions in
benefit loss and program fraud, and perceived benefits to participating
retailers and financial 1institutions. The officials also appeared more
interested in multiprogram EBT systems than in a system which could serve only
one benefit program.

About one-third of all States have taken steps to either plan for or
implement an EBT system. These steps include participating in the current EBT
demonstrations, preparing walver requests for new demonstrations, issuing

requests-for-information or requests~for-proposals from system vendors, and

secting up EBT project teams.
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State Agency concerns over EBT systems are largely financial.

State Agency administrators most frequently cited resource con-
straints as the biggest obstacle to implementation of EBT systems, including
both State and Federal funding levels and lack of State personnel with approp-

~chnical or managerial skills. With respect to funding, administrators

ria

were ~rned with high start-up costs and questions over the likely cost-
effect. ....  of EBT systems once they are operating. The latter concern was
particular v . sortant to States whose current issuance costs are relatively
low.

Technical considerations favor the Standardized Design or Regional versions of
a nationwide EBT system.

Regardless of which development approach is selected, a nationwide,
on-line EBT system is technically feasible. The basic hardware, software and
telecommunications networks needed for a nationwide system have been developed
in the commercial sector and tested in several demonstrations. While some

modifications to commercial software are needed to support an EBT system,

these modifications are not exteasive.

A maj)or drawback to the Multiple Design approach to system develop-
ment, however, 1s that 1t cannot fully support the interchange of benefits
among individual State systems, a potentially severe limitation in those areas
of the country where cross-border shopping by food stamp recipients is common.
Some systems developed under the Multiple Design approach also might not be

compatible with existing POS and ATM networks.

A National EBT system (i.e., the centralized version of the Unitary
Design approach) also has some technical limitations. While a National system
could be developed, the system wouid need to be very large and complex. If
all food stamp and AFDC reciplients participated in the National EBT system,
the system's central database would need to hold nearly 8 million recipient
account records and about 222,000 retailer account records. In addition, the
system would need to be capable of handling an estimated peak volume of about
6 million financial and administrative transactions per day. A system of this
size would require very specialized software and backup capabilities to avoid

degradation 1n system reliability and transaction response times.
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If Regional EBT systems were implemented instead of a National
system, each regional processing site would require a much smaller database
and would process fewer transactions. System size would be more in line with
existing POS networks, and system operations would be simpler. Furthermore,
it would be easier to integrate EBT operations with commercial processing
centers. System performance, as measured by response times at the checkout
lane and system availability, also would be improved. For these reasons the
implementation of multiple regional systems is preferred on technical grounds

to the establishment of a National system using one processing site.

There is little in.the way of technical reasons to prefer either the
Standardized Design or Regional EBT system approach over the other. If
Federal Agencies specified appropriate design standards in either approach,
the resulting EBT systems could support interchange and be compatible with

commercial POS and ATM networks.

The above assessment of technical feasibility pertains only to on-
line EBT systems. Off~line systems have not developed to the point where the
technical feasibility of a nationwide, off-line EBT system can be assessed.
In addition, a national infrastructure supporting off-line POS systems is not

in place.

Regardless of development approach, a nationwide, on-line EBT system will be
costly to develop and implement.

A significant obstacle to implementation of a nationwide EBT system
is the projected cost of system design, development and implementation. The
estimated cost of a joint Food Stamp/AFDC EBT system ranges from $233 to $291
million. The Multiple Design and Standardized Design approaches are the most
expensive-—estimated costs are $246 to $291 million. A Regional system would
cost from $241 to $286 million, and the National system would cost between
$233 to $278 million. The variation in costs within each development approach
arises from different assumptions about the costs to deploy a POS terminal and
whether PINs are assigned by the vendor or selected by recipients during
training. PIN selection is more expensive than PIN assignment. Presently,

both approaches are used in the commercial sector.

A significant component of total design, development and implemen-

tation costs is terminal installation, which is estimated to cost between $142

vii
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and $174 million nationwide. This cost does not include the purchase price of
terminals; all system hardware costs are amortized and treated as a monthly

operating expense. Estimated terminal installation costs assume that the EBT
systems would be integrated with existing commercial systems, making use of
about 50,000 commercially deployed POS terminals. While only 20,000 commer-
cial POS terminals are deployed in food stores at present, 50,000 terminals
will be deployed in five years if an annual growth rate of about 20 percent
can be maintained. Recent trends and industry projections suggest that this
should be possible.

The cost estimates also assume that an EBT system vendor will be
able to modify existing POS software, thereby avoiding substantial software

developmentr costs. Similarities in POS and EBT system application software
make this possible.

Finally, the above cost estimates assume that terminals would be
deployed in all lanes of all program—authorized stores. If alternatives to
equipping all lanes were determined to be feasible, implementation costs would
be reduced. To illustrate, a l0-percent reduction in deployed terminals would

reduce implementation costs by $13 to $16 million.

In addition to high initial design, development and implementation costs, a
pationwide EBT system is likely to cost more to operate than present coupon

issuance systems.

FNS and State Agencies spend an average of approximately $3.00 per
food stamp case each month to administer the current coupon issuance systems.
Projected monthly operating costs for a nationwide EBT gystem are higher.
Estimated monthly Food Stamp Program operating costs for an EBT system serving
both the Food Stamp and AFDC programs are $4.51 to $5.57 per food stamp
household. AFDC program costs are $2.90 to $3.52 per household. Monthly
operating costs are qulite similar across development approaches; the variation
1n per—-case-month costs arises from different assumptions about system design
(e.g., PIN assignment or PIN selection) and individual cost factors.

The above range 1n estimated monthly costs reflects experience with
current EBT demonstrations and policy decisions made to date. For an ©®7
system toc be cost-effective, some changes need to occur. An analysis of

sensitivity of the cost estimates to individual assumptions shows that Food
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Stamp Program costs could be as low as $3.36 per case month or as high as
$§6.35. AFDC costs could vary between $2.62 and $3.42 per case month. Most of
this additional variation is attributable to public and private sector deci-
sions about the extent of terminal deployment and the outcome of negotiations
on transaction processing costs. While it i; impossible to accurately
forecast the latter, it is clear that the terms of cost-sharing will be a

determining factor in any large-scale expansion of an EBT system.

A multiprogram EBT system 1is more cost-effective than a system
serving only the Food Stamp Program. In a Food Stamp Program-only system,

costs would be about $.45 per case month higher than the estimates provided

above.

Reductions in levels of benefit diversion can offset some of the cost
disadvantages of an EBT system and improve the public's perception of the
integrity of the Food Stamp Program.

The present coupon-based system incurs some loss of benefits during
issuance and a more substantial amount of benefit diversion. While benefit
loss adds directly to program costs (e.g., replacement of coupons reported as
lost or stolen in the mail), benefit diversion shifts the use of program funds
from their intended purpose. Examples of benefit diversion include purchase

of ineligible items, trafficking, and use of cash change for non-food items.

The first two examples represent a violation of program rules.

Based on an evaluation of the Reading EBT demonstration, the intro-
duction of an EBT system is likely to have little effect on net levels of
benefit loss in the Food Stamp Program, because these levels are already low
in the coupon-based system {totalling only about $.09 per case month). An EBT
system, however, can be very effective in reducing diversions of program

benefits from intended uses. By eliminating cash change and reducing the

opportunity for benefit trafficking, levels of benefit diversion may be
reduced by nearly 80 percent, or an estimated average of $2.45 per case

month., ! While this reduction does not translate into savings 1in program

costs, more benefits are directed toward food purchases. This will increase

lJohn A. Kirlin et al., The Impacts of the State-Operated Electronic
Benefit Transfer System in Reading, Pennsylvania, Cambridge, Massachusetts:
Abt Assoc:ates Inc., February 1990, pp. l44-146. .
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food stamp redemption levels among food retailers and improve the public's

perception of the integrity of the Food Stamp Program.

Implementation of a nationwide EBT system will require cooperation among
various Federal Agencies and other organizations. -

Before a nationwide EBT system can be implemented, basic decisions
must be made about system design; development approach; which programs to
include; sources of funding; and, possibly, appropriate design standards.
Because an EBT system will affect many different groups, cooperation among the
groups is needed to address these basic issues. To achieve the needed coop-
eration among groups and coordination of effort, an advisory group or task
force could be established. In addition to representing various Federal
Agencies, the group could consult with representatives of State governments,
client advocacy groups, retailer associations, financial institutions, and POS
and ATM networks, working to establish a Federal/State/private sector partner-

ship addressing the issues faced in implementing a nationwide EBT system.

The need for 1interagency coordination will not end with system
implementation. If a Unitary EBT system is implemented, an ongoing need to
manage the system vendor's contract will exist. Regardless of system design
and development approach, Federal Agencies will need to respond to possible
problems with system operations and performance, or requests for future

enhancements to the system.

A npationwide EBT system will alter the relationship between FNS and State
Agencies in the administration of the Food Stamp Program.

In the current coupon-based 1i1ssuance and redemption system, State
Agencies assume the major share of responsibility for 1issuing program
benefits. FNS manages the benefit redemption process. A nationwide EBT
system will shift the boundaries of these administrative responsibilities. If
the Multiple or Standardized Design approach to system development 1is
fcllowed, for 1instance, State Agencies become involved in benefit redemption
for the first time. Their vendors will be responsible for seeing that POS
terminals are deployed in retail locatior . that retailer: are trained, and
that retailers receive credit for EBT transactions. Conversely, in a Unitary
EBT system, FNS hecomes directly involved with benefit issuance through its

oversight of the system's vendor. Thus, regardless of development approach,



Table of Contents

either FNS or State Agencies assume new responsibilities in program admini-

stration.

These shifts in administrative responsibilities point out the need
for close cooperation between Federal and State Agencies in the implementation
of a nationwide EBT system. For instance, reporting requirements will need to
be updated, and questions of appropriate cost allocations will need to be

addressed.

Implementation of a nationwide EBT system will require legislative and
regulatory changes for the Food Stamp Program, and the system will have to
operate within the framework of other State and Federal regulations,

The Food Stamp Act of 1977 and program regulations require crhat
program benefits be issued in the form of food stamp coupons. Thus, both the
authorizing legislation and the regulations need to be changed before a
nationwide EBT system can be implemented. Amendments to the Food Stamp Act
which would authorize EBT systems are presently being debated. Legislative
proposals include language which would allow State Agencies to implement on-
line EBT systems beginning in 1992. Prior approval would be needed from the
Secretary of Agriculture, and the Secretary would first need to promulgate
regulations dealing with standards of cost-effectiveness, recipient protec-

tion, system operations and performance, financial accountability, and other

factors.

An EBT system will also need to operate within a legal environment
defined by other relevant Federal and State statutes and regulations. In
designing an EBT system, therefore, system developers will need to pay heed to
the Privacy Act of 1974 (which governs record maintenance procedures for both
Federal Agencies and entities operating under Federal contract) and Federal
and State banking laws. If & Unitary Design approach is followed, the
resulting EBT systems will have to conform to the Computer Security Act of
1987, which seeks to protect the integrity and security of sensitive data

contained within Federal computer systems.

CONCLUSIONS

A number of factors contribute to a positive assessment for the
feasibility of implementing a nationwide EBT system. An EBT system can reduce

administrative error and levels of benefit diversion, increase program

xi
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Chapter One

INTRODUCTION

The Food Stamp Program assists needy households by providing
benefits which can be used to purchase food. Benefits are currently issued in
the form of paper food stamp coupons. As outlined below, the use of coupons
and other paper documents makes benefit issuance and redemption a cumbersome
process for all participants: State Food Stamp Agencies and their local
offices; program recipients; program—authorized retailers; financial institu-

tions; and the Food and Nutrition Service (FNS) of the U.S. Department of
Agriculture.

In Fiscal Year 1988, State and local'agencies issued approximately
40 million Authorization-to-Participate (ATP) documents to recipients, and
these recipients made approximately 40 million trips to coupon issuance sites
to exchange their ATPs for coupons. FNS and State and local agencies printed,
shipped, stored and distributed approximately 2.1 billion paper coupons.

Retailers accepted these coupons in lieu of cash for over $11 billion worth of
groceries.

After receipt of the coupons, retailers sorted, counted, and
endorsed the coupons; filled out an estimated 46 million Redemption Cerrifi-
cates; and deposited the coupons and certificates at their local financial
institutions. Financial institutions counted the coupons, verified the totals
with the amounts listed on the Redemption Certificates, filled out Food Coupon
Deposit Documents, and submitted the coupons and paperwork to the Federal
Reserve. Federal Reserve Banks, in turn, reverified the totals, checked for
counterfelt coupons, destroyed the coupons, and credited the sending institu-
tions' accounts. Finally, FNS monitored and reconciled this flow of paper and
benefits through receipt of numerous reports from State Agencies and the
Federal Reserve.

Because food stamp coupons represent an alternative form of currency
(albeit with restricted use), strict administrative controls must be main-
tained over the printing, storage, delivery and redemption of these coupons
and associated authorization documents. Partly as a result of the difficulty

of implementing these controls, coupon 1lssuance systems are vulnerable to

benefit dollar loss resulting from fraud and error. While the magnitude of
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actual issuance loss is relatively small (about $17.6 million in FY 1988, or
0.16 percent of benefits issued), the program's public image is damaged by
their existence and other actions which divert benefits from their intended
use, Examples of benefit diversion include the provision of cash change in
amounts less than $1.00 (which is legal) and recipients' sale of coupons for

cash at discounted values (often called "trafficking," which is illegal).

1.1 INVESTIGATION OF ELECTRONIC BENEFIT TRANSFER SYSTEMS

In an effort to improve program integrity and the efficiency and
accuracy of benefit delivery and redemption, FNS has been studying alternative
methods of issuing program benefits. One method which has received consider-
able attention in the past several years 1s the use of electronic benefit
transfer (EBT) systems. In an EBT system, a recipient's monthly benefits are
posted to a computer account, and the recipient 1is issued an EBT access
card. When purchasing groceries, the recipient and retailer use the card and
a point-of-sale (POS) terminal to request authorization from the EBT computer
system. At the end of the day, the retailer's authorized EBT sales are
totalled, and an electronic funds transfer deposits the store's EBT credits
into the store's bank account. Thus, when benefits are issued and redeemed
through an EBT system, the need to print, store, issue and redeem paper food

stamp coupons is eliminated.

The possible use of an EBT system for benefit issuance and redemp-—
tion offers several potential advantages beyond eliminating the use of food
stamp coupons and the benefit losses and diversions associated with coupon
use. An EBT system works very much like commercial debit card systems,
offering an opportunity to integrate private and public infrastructures for
financial transactions. An EBT system also can be expanded to serve other
government transfer programs, providing greater integration of public programs
and consolidation of services. Finally, an EBT system allows program
re_lplents to use payment authorization techologies being used by the general
public, which serves to reduce the distinction between program beneficiaries

and the public.

FNS' investigation of the feasibility and cost-effectiveness of

using EBT systems has been extensive. After funding a 1982 study which
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examined the technical and economic feasibility of an EBT system,l FNS
sponsored a demonstration of an "on-line" EBT system in a single test site--
Reading, Pennsylvania. In an on-line EBT system, information about recipi-
ents' benefits is maintained in a central database. When recipients wish to
use their program benefits, the POS terminal comﬁunicates with the system's

database to ascertain whether sufficient benefits remain for the desired

purchase amount.2

FNS also sponsored an evaluation of the Reading EBT demonstration to
determine the impacts of the EBT system on the administrative costs of issuing
and redeeming. program benefits, on program vulnerability to benefit loss and
diversion, and on all major participants (i.e., recipients, retailers and
financial institutions). The evaluation found that most system participants
preferred the EBT system to the coupon-based system it replaced, and that the
EBT system reduced their costs to participate in the Food Stamp Program. The
evaluation also determined that the EBT system could reduce the Food Stamp
Program's vulnerability to benefit loss and diversion. The administrative

costs of the EBT system, however, were nine times greater than the costs of

the coupon system.3

In 1985, the Pennsylvania Department of Public Welfare (PDPW)
requested an extension of the Reading EBT demonstration. FNS agreed to the
request, providing that the PDPW assume operating responsibility for the
system from its private developer, improve system performance, and reduce
operating costs. Pennsylvania assumed operating responsibility for the system

in April 1986. In June 1987, PDPW implemented a redesigned system in an

l&ggorc on the Feasibility of an Electronic Benefit Transfer System
for the Food Stamp Program, Silver Spring, Maryland: Birch & Davis Associates
Inc. and The Orkand Corporation, March 1982.

21n contrast, an "off-line'" system stores information about each
recipient's remaining benefits in that recipient's EBT access card. This
eliminates the need to communicate with a central database before authorizing
the purchase. FNS required that the initial demonstration use on-line rather
than off-line technologies because the 1982 study concluded that off-line
technologies were not yet sufficiently developed.

3William L. Hamilton et al., The Impact of an Electronic Benefit
Transfer System in the Food Stamp Program, Cambridge, Massachusetts:  Abt
Associates Inc., May 1987.
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effort to improve system performance and reduce costs. An evaluation of the
extended demonstration was recently completed. Recipients, retailers and
financial institutions continued to prefer the EBT system to the coupon
system, and the redesigned system reduced system operating costs by two~
thirds, largely through reductions in computer operator labor costs as EBT
functions and other PDPW computer operations were integrated on a single

computer system.l The reduced administrative costs, however, were still about

three times higher than coupon system costs.

FNS expanded 1its investigation of EBT systems in 1988 by inviting
interested State Agencies to submit  proposals for new EBT demonstrations.
Although FNS continued to require that any new EBT systems use on-line
technologies, FNS encouraged States to expand the EBT system to include other
assistance programs or to integrate their proposed systems with existing
commercial POS networks. The object of encouraging an integrated design was
to see whether the Food Stamp Program's portion of the administrative costs of
an EBT system could be further reduced, compared to the costs of a food stamp-
only system. FNS entered into cooperative agreements with two States for EBT
demonstration projects: Minnesota and New Mexico.? These demonstrations are
being evaluated by Abt Associates. In addition, Maryland submitted an unsoli-
cited EBT proposal to FNS and received a waiver to operate an EBT system.
That system has been implemented and is being evaluated by the State. Other

States may be granted similar waivers 1n the future.

Recognizing that commercial development of cff-line technologies has
advanced since the early 1980's, FNS contracted for a second feasibility study
in 1986. The study investigated possible alternative designs for an off-line
EBT system and the technical and economic feasibility of each alternative. It

conciuded that an off-line EBT system is technically feasible and that such a

ljohn A. Kirlin et al., The Impacts of the State-Operated Electronic
Benefit Transfer System in Reading, Pennsylvania, Cambridge, Massachusetts:
Abt Associates Inc., February 1990.

2 . . . .
“FNS also had cooperative agreements with Arizona and Washington,
but State spending cuts and other cost factors led to cancellation of these

projects.
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system appears feasible in terms of its development and operating costs. As

a result of this assessment, FNS is sponsoring an EBT demonstration using off-

line technology.

1.2 REPORT PURPOSE

If current and planned EBT demonstrations show that cost-effective
EBT systems can be implemented without negative impacts on program partici-
pants, a number of questions naturally follow. To what extent should EBT
systems be implemented throughout the county as an alternative to the present
coupon issuance system? Could coupon use be completely eliminated through
implementation of a nationwide EBT system? Would a nationwide system serving
the entire Food Stamp Program caseload (or a large portion of the caseload) be
technically feasible? Would it be cost-effective? What would be the obsta-
cles to implementing a nationwide EBT system? Finally, if FNS decided to
encourage the implementation of a nationwide EBT system, what would be the

best approach to developing such a system?

This report examines these questions by assessing the feasibility of
a nationwide EBT system. Like the previous feasibility studies, this study is
exploratory. It begins by identifying three possible approaches to developing
a nationwide EBT system. The three approaches differ primarily in terms of
what types of restrictions FNS would place on system design and who would take
the initiative for developing the system~FNS or individual State Agencies.
The report then examines those factors which affect the feasibility of imple-

menting a nationwide EBT system. Relevant questions include:

*» What organizational changes would be required at the
Federal, State and local levels to develop and operate a
nationwide EBT system?

» Does the technology exist for a nationwide EBT system?

e What might be the performance characteristics of a
natioanwide EBT system?

lpaul F.P. Coenen et al., The Feasibility of an Off-Line Electronic
Benefit Transfer System for the Food Stamp Program, Atlanta, Georgia:
Electronic Strategy Associates, Inc. and Abt Associates Inc., September 1987.
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« What legislative or regulatory issues must be considered
in an effort to implement a nationwide EBT system?

e To what degree might a nationwide EBT system be inte-
grated with existing commercial POS networks?

« To what extent are States interested in providing EBT
systems as an alternative issuance system?

+ What would be the cost of developing and operating a
nationwide EBT system?
Each of these factors is examined in the context of the three alternative
development approaches. Thus, the report essentially addresses the feasi-
bility of implementing a nationwide EBT system under each of the three

development approaches identified at the beginning of the report.

Due to the exploratory nature of the‘SCudy, it would be premature to
base future decisions about the use of EBT systems on the results of the
study. The feasibility of a nationwide EBT system will depend, in part, on
retailers' adoption of commercial POS systems over the next several years and
on retailers' and POS and ATM networks' willingness to work with Federal
Agencies to implement a cost-effective system. Furthermore, the report's
estimates of system development and operating costs are based partly on
experience with the Reading EBT demonstration. As additional EBT demonstra-
tions are evaluated, FNS will have more empirical data to use in assessing the
feasibility of future systems. Nevertheless, this study provides a context in
which to interpret those empirical results, especially in its focus on issues
cf large-scale implementation, which the 1ndividual demonstrations cannot

address directly.

In examining the feasibility of a nationwide EBT system, the task
becomes easier as the nature of the proposed system becomes more detailed.
For instance, evaluating the feasibility of an on-line EBT system is more
straightforward than an off-line EBT system, because on-line debit card
systems have progressed further in the marketplace than off-line systems. The
report, however, avoids restricting either the end design of a system or the
approach to 1mplementing a system as much as possible. Until current and
planned EBT demonstrations are completely evaluated, it 1s premature to narrow
the field of possible design and development approaches. By necessity,

however, preserving a wide range of options for system design and development
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limits the report's ability to assess the feasibility of specific design and

development options.

Even with a general goal of not limiting system design and develop-
ment options, some restrictions have been necessary. Because all the current
State-initiated EBT demonstrations have chosen a multiprogram EBT system in an
effort to improve cost-effectiveness, the report assumes that a nationwide EBT
system would serve cash assistance programs as well as the Food Stamp
Program. In discussing many of the factors affecting the feasibility of a
nationwide EBT system, the number of programs served by the systems 1is
immaterial. Thus, this "restriction" in design does not affect the findings
of the report. When assessing the costs of developing and implementing a
nationwide EBT system, however, the decision to focus on a multiprogram system

is important.

The report also focuses on implementation of an on-line EBT system,
because the existence of many commercial on-line debit card systems provides a
great deal of information about design and economic feasibility. An appendix

to the report discusses issues pertaining to the feasibility of a nationwide

off-line EBT system.

Finally, the study assumes that a nationwide EBT system is most
likely to be integrated with commercial POS and ATM (automated teller machine)
networks. Such integration will reduce system development and operating costs
through use of existing software, POS terminals and ATMs. It will also be
more acceptable to retailers than a stand-alone payment system that serves

only program recipients.

1.3 RESEARCE METHOD

This study has used a variety of resources to assess the feasibility
of a nationwide EBT system. These resources include the technical expertise
of a consultant with a significant amount of experience in on-line POS debit
card operations, interviews with State officials and industry representatives,
a review of trade publications following the development of the commercial POS
industry, and a review of pertinent legislation and regulations. The report
also draws extensively on the authors’' familiarity with the Food Stamp Program

and the EBT demonstrations sponsored by FNS.
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In assessing organizational changes needed at the Federal, State and

local level to implement a nationwide EBT system, the report has benefited

from a previous report focusing on similar issues.! Interviews were also
conducted with other Federal Agencies and vendors who have already grappled

with the problem of setting up national databases to serve Federal programs.

The technical feasibility of a nationwide EBT system has been
assessed by a technical consultant and has been supported by interviews with a

number of industry representatives.

With respect to the potential impact of existing legislation and
regulations on development of an EBT system, the following have been reviewed:
the Food Stamp Act of 1977, as amended; Food Stamp Program regulations; the
Privacy Act of 1974; the Computer Security Act of 1988, the Federal Reserve

Board's Regulation E; and State banking laws.

The feasibility of implementing a nationwide EBT system depends in
large part on whether or not State Agencies will be interested in implementing
such systems as an alternative to their present coupon-based issuance systems.
To determine the degree of State interest in EBT systems, interviews wer=2
conducted with Food Stamp Program directors (or other personnel recommended by
the director) in 25 States. These interviews focused on each State's current
level of knowledge and interest in EBT systems, local obstacles to system
implementation, and 8 likely timeframe for developing an EBT system initia-

tive.

The report's estimates of the costs of developing and implementing a
nationwide EBT system are based on cost models developed for several previous

EBT studies, cost data from the Reading EBT demonstration, and interviews with

the following industry representatives:

e Melissa Beidler of Bank of America;

* Rod Cullison of the First National Bank in Albuquerque;
* Ron Cummello of Martin Mariectta;

¢« Stan Paur and Steve Van Fleet of Pulse;

¢« Wayne Sanderford of TransFirst; and

+ Peter Skepstedt of Travelers Express.

“‘Christopher W. Logan, Food Stamp Program Administration in an
Electronic Benefit Transfer System, Cambridge, Massachusetts: Abt Assoclates

Inc., forthcoming.
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While the cost estimates strive to be as complete and accurate as possible,
uncertainty always exists when estimating the costs of a system whose detailed
design has not been specified. Where appropriate, the report indicates
alternative design features and cost assumptions, and the impacts of these

alternatives on total system development and operating cOSts.
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Chapter Two

DEVELOPMENT OF A NATIONWIDE EBT SYSTEM

The primary objective of this report is to examine the feasibility
of developing and implementing a nationwide EBT system. In doing so, we need
to define in broad terms the characteristics of a nationwide system. These
characteristics may affect the technical and economic feasibility of an EBT
system, as well as the system's acceptability to State Agencies, retailers and

recipients.

A nationwide EBT system is likely to be integrated with existing
commercial POS and ATM networks. This chapter therefore begins by describing
the organizational characteristics of these networks. Section 2.2 then

describes the major functions and tasks to be performed in an EBT system.

The characteristics of a nationwide EBT system will depend, in part,
on the process which is followed in developing and implementing the system.
Section 2.3 describes three major alternative approaches to system develop-
ment, and these three approaches provide a framework for many of the
feasibility issues discussed in later chapters. The participants in a nation-
wide EBT system are described in Section 2.4. Finally, Section 2.5 addresses
some of the operating parameters of a nationwide system, giving the reader a

sense of the magnitude of a truly nationwide EBT system.

2.1 ORGANIZATIONAL FEATURES OF COMMERCIAL POS NETWORKS

We refer throughout this report to commercial point-of-sale (POS)

networks. In many commercial POS networks, however, point-of-sale transac-
tions currently form a very small part of the network's overall operations.
Most networks originally formed to route and process debit transactions at
automated teller machines (ATMs), which is still their major transaction
base. Only recently have the networks and their participating institutions
(mostly banks or major retail organizations) started offering debit card
authorization services at the point of sale. Some networks process only ATM

transactions; a few process only POS transactions.

Any POS network 1s composed of five different entities, although a

single organization often performs the duties of more than one entity. The

five entities are:

11



Table of Contents

1) card 1issuers, the organizations (usually financial
institutions or major retailers) who issue debit cards

to cardholders;

2) card acceptors, the merchants and financial
institutions who accept cards at .POS terminals or at
ATMs

3) acquirers, the organizations who drive POS terminals or
ATMs, accepting transaction data from card acceptorsj ,

4) intermediate network facilities, or switches, the
organizations which route cransactions between
acquirers and transaction authorizers; and

5) transaction authorizers, the organizations who
authorize or reject transaction requests.

Transaction authorization is usually performed either by card issuers or by

acquirers acting as agents for card issuers.

In a simple POS network, one or more financial institutions issue
debit cards to their depository account customers. A customer uses his or her
card at an ATM or a POS terminal, and the ATM or POS terminal transmits the
transaction request to a single intermediate network facility (or switch). The
switch routes the transaction request to the institution which issued the
card, and that institution authorizes or rejects the transaction after
checking the cardholder's remaining deposit balance. The institution's
response message ig transmitted back to the switch, which routes the response
to the ATM or terminal. During network settlement, the switch initiates a
transaction which transfers funds from the cardholder's financial institution

to the institution which owns the ATM or which holds the retailer's depository

account.

A more complex network is illustrated in Exhibit 2-1. In this
1llustration, Switch A 1is directly linked to three acquirers. Each acquirer
drives either POS terminals or ATMs {(or both) which are located on the
premises of card acceptors (e.g., merchants or financial institutions). In
addition, each acquirer provides card authorization services for two card
issuers (CIs). The switch also has direct links to two card issue-s who

perform their own transaction authorizations.

Switch A in Exhibit 2-° also connects to a second switch (Switch

B). Switch B has its own set o: acquirers, card acceptors and card issuers

12
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{not shown in the diagram). Switch B may serve a different geographic area,
or it may serve a different set of card issuers and card acceptors within the
same locale as Switch A. In either case, the link between the two switches

allows cardholders access to a wider range of ATMs and POS terminals.

Each switch in a network contains a central routing computer and
software which allows the multiple acquirers to exchange transaction data.
Acquirers maintain control files identifying all authorized terminals, and the
switch maintains a file of card-issuing organizations and a record of which
organization 1s expected to authorize transactions for each card base.
Typically, acquirers and the switch operate 24 hours a day, 7 days a week,

except for short periods of scheduled maintenance.

The operations of the early ATM network switches were usually placed
in the hands of one of the participant banks. As networks developed, this was
believed to provide an undue competitive advantage to the network participant
running the switch, and a migration began to independent switch-operating
entities or third parties. Even though the operation of the switch 1s now one
step removed from the participants, network operating rules and bylaws
strictly govern the behavior of the switch operator, and they may specify
which organizations can effect a direct switch link for authorizations and
interchange of transactions among the network participants. Thus, if an EBT
system is to be integrated with a commercial POS network, the network may need
to change its bylaws or a member institution may need to act as a sponsor for

the EBT system vendor providing authorization services.

Although the number of card authorizing institutions (including card
isspers and acquirers) that participate in individual ATM/POS networks used to
be relatively small, the trend in recent years has been toward greater
participation. Some networks serve well over 1,000 member 1institutions.
Requirements for these institutions' technical processing abilities and
response times for transaction authorizations are set by the network. A card
authorizer that chooses to link to the network must agree to meet these
standards and to abide by all the requirements stated in the network's

operations guidelines.

In most large networks composed of multiple acquirers, the switch
does not own or drive terminals, but acts only as a router for transactions

between terminals and the authorizing acquirer or financial institution.

14



Table of Contents

These networks are referred to as interchange networks. The hypothetical

network shown in Exhibit 2-1 is an example of such a network. When networks
that provide switching services also drive terminals, they are wusually

referred to as shared networks. In shared networks the switch may maintain

the authorization files for some participants. When an entity operates a
network entirely for itself, performing switching, card authorization, card-
lssuing, and terminal driving functions, it is referred to as a proprietary
network. If one broke the connection in Exhibit 2-1 between one of the

acquirers and Switch A, that acquirer and its linked entities would be a

shared or proprietary network.

Shared, proprietary and interchange networks can operate on a
regional or a national basis. At present, six national networks exist
(Cirrus, Plus, Visa, CitiShare, The Exchange, and Express Cash), and they
process mostly ATM transactions. The first three are interchange networks,
while the last three are shared networks. There are approximately 95 regional
networks, and nearly all are shared or interchange networks. Among the
regional networks, the major POS debit network is Interlink, which processes

about 46 percent of all POS debit card transactions nationwide.

2.2 MAJOR FUNCTIONS AND TASKS TO BE PERFORMED BY AN EBT SYSTEM

An EBT system will replace the Food Stamp Program's current coupon-
based system for issuing benefits to program recipients and for redeeming
these benefits after they are used at participating retail food outlets. The
system must therefore perform the following five basic benefit issuance and

redemption functions:
1) authorize recipient access to benefits,
2) allow recipients to use benefits,

3) credit retailers through financial institutions for
benefits accepted,

4) reconcile and monitor benefit flows and system
activity, and

5) manage retailer participation.

In performing these functions, the system must meet strict standards of
financial accountability and facilitate the enforcement of program regulations

concerning benefit issuance, use and redemption.

15
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If an EBT system served cash assistance programs, additional func-

tional requirements would include:

6) allow cash assistance recipients to withdraw benefits
at POS terminals or ATMs,

7) credit ATM owners and retailers with POS terminals for
cash withdrawals, and

8) manage ATM network participation.

Retailers other than Food Stamp Program—authorized stores also could partici-
pate in the cash assistance portion of the system, thereby expanding the scope

of the retailer crediting and management functions.

A number of specific tasks must be performed to support each major

function. These tasks are described in the following sections.

Authorize Recipient Access to Benefits

Eight tasks must be performed to authorize recipient access to

benefits in an EBT system:

1) certify recipient's eligibility for program participa-
tion,

2) determine the amount of benefits to be provided to the
recipient each month,

3) place household data and current allotment information
on the Food Stamp Master File,

4) create an issuance authorization file,

5) create reciplient's EBT account record,

6) post benefits to recipient's EBT account,
7) 1issue EBT access card, and

8) train recipient in how to use the system.

The first three tasks are not affected by the choice of a particular benefit
1ssuance and redemption system. A State Agency's procedures for performing
these ‘hree tasks will remain the same whether benefits are issued as food
stamp coupons or as ''electronic' benefits which can be accessed through an EBT

system.

16
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Create Issuance Authorization File. Based on the allotment informa-

tion placed on the Food Stamp Master File, a State Agency must create an
issuance authorization file which lists all recipients receiving benefits that
day and the amount of each issuance. Program recipients usually receive one
regular issuance within the first ten days of each month. Newly certified
recipients or recipients eligible for additional benefits may receive a

prorated or supplemental issuance at any time of the month.

Create EBT Accounts. An EBT system will maintain recipients"

benefits in a computerized EBT account. These accounts will be contained in-
an EBT Client Authorization File (CAF). For recipients receiving their first
benefit issuance under an EBT system, an account record needs to be created
and added to the CAF. At a minimum, this record will contain one or more
variables identifying the recipient, an encrypted form of the recipient’s
personal identification number (PIN), and a field containing the recipient's
current EBT balance. Likely identifying information will be the recipient's
Food Stamp Program case number and a special EBT account number which uniquely

identifies the account.

Post Benefits to Accounts. The issuance authorization file will be

used to post benefits to recipients' EBT accounts on the CAF. For existing

participants, the issuance will be added to the recipient's then-current EBT
balance.

Issue Debit Cards. Food Stamp Program recipients will access their

benefits in an EBT system by using an EBT debit card at POS terminals located
at participating retailers' checkout counters. These cards must be created
and issued to recipients. If an EBT system uses standard magnetic stripe
debit cards at the point of sale (as nearly all commercial POS systems do),

the magnetic stripe on the card must be encoded with identifying information
about the recipient.

Train Recipients. All program recipients must be instructed in how

to use their cards to access benefits at POS terminals. Recipient training
also will need to cover topics related to how to check remaining balances,

whom to call when problems are encountered, and the need to keep PINs secret

to prevent unauthorized use of the card.

17
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Allow Recipients to use Benefits

To allow recipients to use their EBT benefits to purchase groceries,
the State Agency or the network operator (or another network participant

working with the Agency) must perform seven separate tasks:
1) drive terminals,
2) maintain recipient accounts,
3) verify recipient's identity at point of sale,

4) electronically process purchase and refund transac-
tions,

5) authorize manual sales and post manually authorized
debits to recipients' accounts,

6) provide balance information, and
7) convert EBT benefits to coupons.

The same organization need not be responsible for all seven tasks.

Drive Terminals. Each deployed POS terminal in a nationwide EBT

system must be ''driven'" by a transaction acquirer. All terminals, however,

need not be driven by the same acquirer.

Terminal driving refers to the process of receiving transaction
messages from a terminal, reformatting these messages (if necessary) for
further processing, routing the transaction message on to & switch for

authorization, and transmitting messages back to the terminsl.

Maintain Recipient Accounts. The Client Authorization File will

contain account records for each participating food stamp recipient. The
account records will contain each recipient's current balance of remaining
benefits and sufficient information to uniquely identify the account and to
verify the identity of the card user (i.e., an encrypted version of the
recipient's PIN). Each account's remaining balance must be updated as
issuances are posted and as EBT purchases or refunds are authorized and
processed.

Account malntenance also requires that the account be placed on
"held" when the recipient reports that his or her EBT debit card has been lost
or stolen., This s:tatus prevents further access against the account. When a

new card 18 i1ssued, access to the account must be reinstated.

18
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Because recipients may still have benefits remaining in their
accounts when they leave the Food Stamp Program, account records must be
maintained for these recipients until all benefits are exhausted or some
specified period of account inacrivity has elapsed. The State Agency, 1n
conjunction with the Food and Nutrition Service, will be responsible for
setting policy on when recipient accounts can be deleted from the Client

Authorization File.

Verify Recipient's Identity. Before an EBT debit card can be used

at a point of sale or to access information about the account's remaining
balance, the identity of the cardholder must be verified. Verification
requires that the cardholder enter the account's correct PIN and that the

system check the entered PIN against the PIN information contained in the

car.}

Electronically Process Transactions. For purchase and refund

requests entered at an authorized EBT terminal, an EBT system must electronic-~
ally process the transaction request. Processing purchase requests requires a
check for sufficient funds in the recipient's EBT account. If the remaining
funds are not sufficient to cover the intended purchase, the purchase request
is denied. If sufficient funds exist, the recipient's EBT account is debited
by the purchase amount and the retailer's system account is credited by the
same amount.

As purchases or refunds are processed, a record of the transaction
must be added to the system's transaction log file. The transaction record
should identify the type and amount of the transaction, the account to be

debited, the account to be credited, and the date and time of the transaction.

Authorize Manual Sales. If a store's EBT equipment is not working

or if the system cannot provide electronic authorization of a purchase
request, procedures must be available for the manual authorization of EBT

purchases. To reduce the exposure to possible overdrafts, the State Agency

lother verification procedures are possible, including signature
verification and biometric approaches which measure handprints, retina
information, or handwriting dynamics. The use of PINs, however, is widely
considered as cffering the ©best combination of security and cost-

effectiveness.
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may specify an upper limit for the daily amount of manually authorized EBT
purchases for each EBT account. The Agency also may specify the conditions

under which manual authorization 1s acceptable.

When EBT purchases are manually authorized, the amount of the

purchase must be debited from the appropriate recipient account. This will
require manual entry of the debit information to the system's transaction

file. The transaction file entry will result in a debit to the recipient's
CAF reccrd.

Provide Balance Information. An EBT system must provide one or more

ways for food stamp recipients to check their current remaining EBT balances.
Although receipts for each EBT purchase may record the recipient's remaining
balance after the purchase, this balance information will become out of date
if either (a) an issuance is subsequently posted to the recipient's account,
or (b) a manually authorized sale 1s debited against the account. An EBT

system, therefore, must allow recipients on-line access to the system to check

their account balance.

Convert EBT Benefits to Coupons. Because food stamp recipients with

benefits remaining in their EBT accounts may move out of the area served by an
EBT system, the system must provide a means for their EBT benefits to be
converted to food stamp coupons. This can be accomplished by adding a
"convert benefits" transaction capability to the system. After determining a
recipient's current remaining balance, the State Agency-—-through a local
welfare office--would initiate this transaction type for the remaining benefit
amount. The recipient's EBT account would be debited to zero, and the local
welfare office would issue coupons or an Authorization-to-Participate ({ATP)
document to the recipient. The ATP could be redeemed for coupons at a local
1ssuance office.

The State Agency, ln conjunction with FNS, will have to establish a
policy for when EBT benefits may be converted. In addition to converting all
remaining benefits when recipients move away, the Agency could allow recipi-
ents to convert some or all of their benefits 1f they plan on traveling or if

they wish to shop in local stores not participating in the EBT system.
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Credit Retailers for Benefits Accepted

Three tasks must be performed to credit retailers for EBT sales:
1) create and maintain system accounts for retailers,
2) reconcile manual debits, and

3) post credits to retailer accounts.

Create and Maintain Retailer Accounts. All retailers participating

in an EBT system must have computerized accounts set up and maintained by the
organization driving their terminals. Account records will include infor-
mation identifying the retailer, information identifying the bank account to
which POS credits will be transferred, and space for maintaining the
retailer's cumulative POS credits for each processing day. The account
records also may contain information specifying the retailer's selected cut-

off time for account settlement and posting.

Reconcile Manual Debits. Just as debit information from manually

authorized EBT sales must be posted against recipient accounts, the corres-
ponding credit information must be posted to retailer accounts. This
¢crediting could be accomplished when the retailer sends proof of the transac-
tion (most likely in the form of a signed sales receipt) to the party
responsible for reconciling the amount of the creditr against the amount that
was previously debited from the recipient's account. After the manual debit
is reconciled, the party must manually enter the appropriate credit informa-
tion onto the retailer's system account. Alternatively, the retailer's
account could be credited at the time of the sale. If the manual sales slip
was not submitted for reconciliation within a specified period, the trans-
action would be reversed, thereby increasing the recipient's account balance

by the amount of the manually authorized transacrion.

Post Credits to Retailer Accounts. Retailers participating in an

EBT system receive funds for system—authorized POS transactions when POS
credits are posted to an account at their own financial institution. The
organization driving & retailer's terminals is responsible for posting the
retailers' total net credits (i.e., total credits minus total refunds) at the
end of each processing day. In most commercial POS networks, the daily credit

information is sent to the network's clearinghouse bank. The bank initiates
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an electronic funds transfer to retailers' bank accounts by transmitting the
credit information through the Federal Reserve System's Automated Clearing
House (ACH) network. In some networks, the terminal driver or the network

operator may initiate the ACH funds transfer process itself.

Because FNS maintains and analyzes retailers' monthly food stamp
redemption levels, the above process must be able to distinguish EBT system
credits from other credits on a store-by-store basis. The process also must
provide information on total redemptions within each State, an important
consideration to note if an EBT system vendor is providing services (o more

than one State Agency.

In a commercial POS system, the clearinghouse bank's Federal Reserve
account is debited by the total amount of retailer credits transferred through
the ACH network. This debit is offset by simultaneous credits from the card-
issuers' Federal Reserve accounts. For an EBT system, the clearinghouse bank
could be reimbursed from a U.S. Department of Agriculture Food Stamp Program
account at the U.S. Treasury {(which might entail a slight delay in funds
availability) or from a program account maintained at a Federal Reserve Bank

(which would allow immediate funds availability).

Reconcile and Monitor Benefit Flows and System Activity

Six tasks must be performed to reconcile benefit flows through an
EBT system and to provide management information about system activity to the

State Agency:
1) reconcile benefit issuances,
2) reconcile EBT account and transaction activity,
3) reconcile retailers' EBT deposits,
4) reconcile EBT deposits against Treasury reimbursements,
5) provide system performance data, and
6) provide other management data.

Reconcile Benefit Issuances. To detect possible errors when food

stamp allotments are posted to recipients' EBT accounts, the total number and

dollar value of issuances actually posted to recipients' accounts should be

reconclled against the total number and dollar value of issuance records on

the daily 1ssuance authorization file created by the State Agency.

22



Table of Contents

Reconcile EBT Account and EBT Transaction Activity. At the end of

an EBT system's processing day, all EBT transaction records (i.e., issuances,
purchases, refunds, manual debits and benefit 'conversions') should be recon-
ciled against changes in recipients' remaining balances on the CAF. For each
account and for all accounts combined, the net value of all transactions

should equal that day's change in remaining balances.

Similarly, the net total value of all EBT purchase and refund
records on the transaction file should equal the net change in EBT-related

credits to retailers' system accounts.

Finally, total life-to-date benefits entering the EBT system
(through posted issuances) minus total life-to-date benefits leaving the
system (through EBT deposits to retailers' bank accounts and benefit conver-
sions) should equal the total current remaining balance in recipients' EBT
accounts. Because recipient account debits and retailer account deposits for
manually authorized sales may not occur on the same day, this latter recon-
ciliation will have to adjust for the total value of manually authorized
debits which have not been reconciled by receipt of the stores' signed sales

slips.

Reconcile Retailers' EBT Deposits. When retailers' daily EBT

credits are posted, the file containing posting information (i.e., the file
sent to the network's clearinghouse bank for ACH submission) should be

reconciled against the daily system file containing net credits for each
participating retailer.

Reconcile EBT Deposits against Treasury Reimbursements. After the

clearinghouse bank initiates the daily ACH electronic funds transfer for EBT
deposits, the bank will be reimbursed by the U.S. Treasury, usually by the
next banking day. Total drawdowns against the Food Stamp Program's Treasury
account should be reconciled against total EBT-related deposits on either a

daily or weekly basis, ctaking 1into account any lag between deposits and

reimbursements.

Provide System Performance Data. When a State Agency enters into

agreement with a vendor to implement an EBT system, the two parties should
agree on performance standards for the system. These standards should cover

areas of system accessibility, response times and the like. The Agency and
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vendor should establish procedures for monitoring and reporting upon system

performance levels each month.

Provide Other Management Data. To support its overall management

responsibilities for administering benefit issuance and redemption in the Foeod
Stamp Program, the State Agency will need detailed information on levels of
system activity (e.g., number, type and dollar value of EBT transactions),
operating costs, and transaction fees. The vendor is likely to be the best
source for some of this information; other information is more likely to be

available from within the Agency itself.

Manage Retailer Participation

A State Agency or vendor must perform four tasks to manage

retailers' participation in an EBT system:
1) maintain the Retailer EBT Participation File;

2) install, service and de-install POS terminals and asso-
ciated equipment;

3) train retailers to use the system; and

4) support compliance investigations.

Maintain Retailer EBT Participation File. If an EBT system serves

cash assistance recipients or 1f it is integrated with a commercial POS
network, some participating retailers may not be authorized to participate in
the Food Stamp Program. To ensure that non-program—authorized stores do not
accept EBT food stamp transactions, an EBT system must maintain a ''Retailer
EBT Participation File" of authorized stores that participate in the system.
Depending upon system design, either the terminal drivers or the party respon-
sible for authorizing EBT transactions must check the file before accepting or

authorizing any EBT food stamp transaction.

The Food and Nutrition Service's field offices authorize stores'
participation in the Food Stamp Program. Thus, the party responsible for
creating and maintaining the Retailer EBT Participation File must coordinate
with FNS' field offices to keep the file up to date. As stores close, change
ownership or become disqualified from the program, the file must be updated.
Likewise, as new stores are authorized by the field office, these stores must

be entered onto the Retailer EBT Participation File.
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Install, Service and De-install POS Terminals. As stores enter the

EBT system, POS terminals and associated equipment (i.e., card readers, PIN
pads, modems and printers) must be deployed at the stores' checkout
counters. In multi-counter stores, at least two checkout counters should be
equipped with POS terminals so that POS transactions can be performed if a

terminal or its associated equipment at one counter malfunctions.

Food Stamp Program regulations prohibit discrimination against or
unequal treatment of program recipients. This means that retailers cannot
specify individual checkout counters as ''Food Stamp Only" lanes. With respect
to terminal deployment, FNS' interpretation to date of the regulations is that
terminals do not need to be deployed in every lane unless expected peak-hour
EBT transaction volumes require full deployment. As long as the lanes with
deployed terminals could be used by other customers, no discrimination or
unequal treatment would occur. Thus, the two important factors affecting
terminal deployment decisions are expected transaction volumes and the costs

to deploy and maintain the equipment.

Once POS terminals and related equipment are deployed, the terminal

deployer must make arrangements for necessary supplies (e.g., printer paper)

to be delivered to the store and for the equipment to be serviced or replaced
when it malfunctions.

As stores close or change ownership, the terminal deployer will need
to see that the POS equipment is removed from the store. If the equipment is
used only for EBT transactions, it also will have to be removed if the store

is disqualified from participating in the Food Stamp Program.

Train Retailers. Retailers participating in an integrated EBT

system need to learn how to use the system. The amount of training needed
will vary according to whether the retailer has prior POS experience and
whether or not the retailer is authorized to participate in the Food Stamp
Program. If POS procedures differ for EBT and regular POS transactions, these
differences will have to be stressed during training. For example, the EBT
network will have to support electronic refunds and manually authorized

purchase transactions, but these functions may not be available for other POS

customers.
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In addition to training conducted when the EBT system 1s 1imple-

mented, a need exists for ongolng tralning as stores change ownership or new
checkout clerks are hired.

Support Compliance Investigations. The Food and Nutrition Service

is responsible for monitoring stores' compliance with program regulations. To
support this activity in an EBT system, compliance investigators may need toO
have special investigatory EBT accounts created and funded and EBT cards

issued. These cards and accounts will be used to test whether or not store

personnel allow non-eligible items to be purchased with program benefits.

2.3 THREE POSSIBLE DEVELOPMENT PATHS FOR A NATIONWIDE EBT SYSTEM

Conceptually, there appear to be three alternative approaches to
develop a nationwide EBT system. The report refers to these alternative paths
as the "multiple design'" approach, the '"standardized design' approach, and the
"unitary design' approach. Like many attempts at short-hand nomenclatures,
the above names fail to reveal the full range of differences among the three
approaches., Nevertheless, because the report will be referring to these

approaches throughout each chapter, a short-hand reference is necessary.

""MULTIPLE DESIGN' APPROACH TO DEVELOPMENT

The Multiple Design approach to developing a nationwide EBT system
1s a continuation of the approach FNS is currently following in the State-
initiated EBT demonstrations. Under this approach, FNS specifies what an EBT
system must do (via functional and special program requirements) and, 1if
desired, how well it must perform (via performance requirements). The
decision of whether or not to participate in an EBT system, however, 1s left
to 1ndividual State Agencies.1 Once a decision to deploy an EBT system 1is
made, State Agencies could contract with vendors to design, develop and

operate the system. Alternatively, the Agencies could perform some or all

'1n states with county-administered programs, the State Agency would
first have to decide to participate 1n an EBT system, Individual County
Agencies could then decide whether or not they wished to participate in the
State-sponsored system.
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On-line versus Off-line. With one exception, all EBT demonstrations

to date are based on on-line system designs. An on-line system 1s character-
ized by direct communication between the POS terminal and the system's host
computer each time an EBT transaction is attempted. During the communication,
the terminal sends information about the requested transaction to the host,
and the host '"tells" the terminal whether the transaction request is autho-
rized or denied. The only record of participants' remaining benefits is in
the host's database, which is updated each time a transaction is authorized.
For an EBT system which includes cash assistance programs and distribution of
cash benefits through ATMs, the request for cash disbursement also involves an

immediate transmission of the request to the host computer for authorization.

An off-line EBT system avoids the time and associated cost of
establishing a telecommunications link with the host computer by storing
information about each participant's remaining benefits on that participant's
access card. When the card is used to purchase groceries (or to request cash
disbursement), the POS terminal reads the level of remaining benefits from the
card. If the remaining benefits are sufficient, the terminal authorizes the
transaction and computes the participant's new remaining balance. This new
balance 1s written onto the card's storage medium. An on-line link between
the terminal and the host during off-peak hours would most likely be used to
pass information about the day's sales to the host, so that settlement could
be achieved. During settlement, informatrion about each store's EBT credits
for the day would be passed to appropriate financial institutions so that

these credits could be paid (settled) using program funds.

Even within an off-line system design, a major design choice must be
made about the nature of the system's access card. Possibilities include the
standard magnetic stripe card, an ilntegrated circuit card (commonly referred

to as a "smart" card or "chip" card), a laser card, and others.?

Programs Included. Whereas the Reading EBT demonstration

encompasses only the Food Stamp Program, the newer EBT demonstrations also

'For a thorough discussion of the topic of access cards which could
be used 1n . off-line EBT system, see Paul F.P. Coenen et al., The
Feasipility o an Off-Line Electronic Benefit Transfer System for the Food
Staxy Program, Atlancta, Georgia: Electronic Strategy Associates, Inc. and Abt
Associates Inc., September 1987,
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include cash assistance programs, such as Aid to Families with Dependent
Children (AFDC), General Assistance (GA), Refugee Assistance (RA) and Supple-

mental Security Income (SSI). The New Mexico demonstration also includes a
child support component.
With the Multiple Design approach, each State could determine which

programs it wanted to incorporate into its EBT system. Programs involving

Federal funding would need the approval of the respective Federal Agencies.

Integration with Commercial POS or ATM Networks. Another majo£

design decision is whether to integrate an EBT system with existing POS or ATM’
networks developed and operated By the private sector. Such integration would
improve service to system participants (e.g., by allowing cash assistance
benefits to be withdrawn from ATMs). Integration could also lower system
development and operating costs. An integrated EBT/POS network system could
use the network of telecommunications facilities already established by
commercial networks. To the extent that commercial POS networks have deployed
POS terminals in Food Stamp Program-authorized retail outlets, integration

with these networks would also lead to lower terminal deployment costs.

Even if terminals had not been deployed prior to implementation of
an EBT system, terminal deployment costs in an integrated EBT/POS system would
lead to lower costs if retailers opted for deployment of terminals which could
process commercial as well as EBT transactions. Under this approach,
terminal-related costs could be shared by the government and private sectors.
The actual allocation will depend on a variety of factors, such as special
Food Stamp requirements for terminals and transaction processing, the fre-
quency of equipment use by food stamp and non-food stamp shoppers, and the
relative cost-effectiveness of terminal deployment for public and private

sector groups.

Vendor or Agency Authorization. In selecting an EBT system design,

State Agencies need to decide whether they or cutside vendors will operate the
system. Options range from nearly complete Agency operation (as in cthe
extended Reading EBT demonstration) to nearly complete vendor operation (as in
the State-initiated EBT demonstrations). State Agencies would remain respons-—

ible for issuance file creation even in the latter approach.

If the vendor 1is responsible for a&ll major operations except
issuance file creation, it will acquire and authorize EBT transactions, switch

non-EBT transactions to other authorizers if the system is integrated with a
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commercial network, and settle the system. An example of this "vendor author-
ization" model is diagrammed in Exhibit 2-2. Like the hypothetical network
shown in Exhibit 2-1, the vendor (as the network switch) accepts transactions
from multiple acquirers. Each acquirer in the diagram performs authorization
services for two card-issuing institutions. The vendor also drives terminals

at two retail locations, acquiring all transactions (EBT and non-EBT) initi-

ated at those locations.

In addition to acquiring and receiving transaction messages, the
vendor routes some transactions to those card-issuing institutions which
perform their own authorization services (i.e., Institutions 5 and 6 in the
diagram).

Instead of routing EBT transactions to the State Agency for
authorization, the vendor maintains the EBT Client Authorization File (CAF)
and authorizes (or rejects) all EBT transactions. The linkage between the
vendor and the Agency represents the passing of issuance and other admini-

strative data which update the CAF.

The vendor and acquirers will perform all retailer EBT settlement

activities in the Vendor Authorization model, including reconciliation and
posting.

A very possible variant on this model is for the State Agency to
contract with a participating financial institution or an acquirer for EBT
authorization services. In this situation, the switch would route all EBT
transactions on to the financial institution or the acquirer. The financial
institution or acquirer would maintain the EBT Client Authorization File, and
the State Agency would transmit all issuance files to this institution for
posting. Thus, the Agency's system operating responsibilities remain exactly
the same regardless of which organization--the network operator, a financial

institution, or an acquirer--authorizes EBT transactions.

The Vendor Authorization model should be differentiated from
existing POS network models in which the network performs '"stand-in proces-
sing.” Stand-in processing refers to a switch operator's ability to process a
financi1al institution's POS activity for a temporary period when data
processing problems at the financial institution prevent on-line, real-time
authorization. With stand-in processing, the financial institution transmits
either a "positive" file or a ''megative" file each day to the network. (A

positive file 1is a listing of all the financial institution's debit-card
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Exhibit 2-2
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accounts for which POS activity is to be authorized; a negative file is a
listing of accounts for which authorization should not be provided.) When the
switch receives a transaction request requiring stand-in processing, it checks

the positive or negative file and either authorizes or rejects the transaction
accordingly.

Two features distinguish stand-in processing from the Vendor
Authorization model. First, stand—-in processing does not 1involve a check
against the cardholder's current balance. If stand-in processing results in
an overdrawn account, the financial institution assumes liability for any
excess debits authorized against the account. Second, stand-in processing is
used only as a temporary measure to ensure that cardholders can use the system
even when a financial institution cannot authorize transactions. In contrast,
the Vendor Authorization model assumes that the vendor authorizes all EBT

transaction activity for the duration of the vendor's agreement to provide

authorization services,

An alternative system design is the "agency authorization” model
diagrammed in Exhibit 2-3. 1In this model the State Agency has transaction
authorization responsibilities identical to those of card-issuing institutions
5 and 6. That 1is, all EBT transactions are routed by the vendor to the
Agency's data processing center for authorization. The Agency maintains the
Client Authorization File containing recipients’ remaining balance informa-
tion. After checking a recipient's remaining balance, the Agency sends the
authorization message f(either authorizing or rejecting the requested
transaction) back to the vendor, which relays the message back to the

retailer's POS terminal.

In the Agency Authorization model either the Agency, the vendor, or
the 1individual acquirers in the network could maintain the Retailer EBT
Participation File. In most cases, acquirers maintain such files to avoid
sending unnecessary traffic through the network. In a large network with many
acquirers, however, 1t may be difficult to ensure that all acquirers have
received and properly processed information updating the Retailer EBT Partici-
pation File. Thus, to avoid authorizing EBT transactions 1initiated at

unauthorized stores, the Agency may need to maintain the participation file.

In the Agency Authorization model the vendor, the Agency, acquirers,
and the other financial institutions must maintain information for network

settlement and retailer posting at the end of the day. Acquirers will main-
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tain all information on EBT and non-EBT credits owed to retailers. The vendor
(as network switch) will keep track of total amounts to be received from the
Agency and from each card issuer to cover retailers' credits. The Agency and
each card issuer also maintain totals for funds they must provide to the

network to cover those POS transactions authorized during the day.

The capability to reconcile between the various components of the
network ensures the overall balancing of system accounts, On-demand balancing
between all network participants ensures that a proper accounting 1s completed
daily. Hence, the retailer balances with its acquirer via an on-line settle-
ment transaction, and each card issuer (including the Agency) balances with
the switch at a given time in the day. Reconciliation of POS detail transac-
tion deposits to the daily on-demand balancing completes the balancing of the
entire network, with retailers being credited for all activity and card
lssuers being correspondingly debited. Each card issuer must balance inter-
nally (i.e., its record of authorized transactions must match the switch's

record of required funds for settlement).

For the Agency Authorization model, the State Agency must develop
the data processing capabilitiey to maintain the EBT Client Authorization File
(and perhaps the Retailer EBT Participation File) and to accept and process
EBT transactions in an on-line, real-time processing environment. This will
require special software and, perhaps, new processing and telecommunications
hardware 1f these resources are not already available in the State Agency's

data processing department.

Other design models are possible. For instance, the State Agency
could act as a transaction acquirer, authorizing all EBT transactions and
sending non-EBT transactions to the vendor. To do so, however, the Agency
would have to develop or acquire greater data processing capabilities, and it
would be directly responsible for settling retailer accounts. In general,
such an approach would be cost-effective only if the Agency could defray
operating costs by charging retallers and card-issuing institutions for all
non-EBT transactions it acquired. Because this would put the Agency in direct
market competition with commercial acquirers, this approach is unlikely to be

endorsed by Federal or State authorities.

Manual Back-Up Procedures. A special program requirement of an EBT

system :s that Food Stamp Program recipients have access to their benefits
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even when the EBT system or deployed terminals are not working. Design
responses to this requirement, however, could vary in the Multiple Design
approach. Some States could follow the Reading model of requiring manual
authorization for all such sales, with each authorization involving a check of
the recipient's current balance. Other States might require authorization for
the sale, but without a check on remaining balances. Maximum purchase or
daily limits for manually authorized sales could vary by State. Finally,
different technologies could be used to grant authorization, ranging from a
telephone call to hotline staff (as in Reading) to use of an Audio Response

Unit (ARU).

If FNS wanted to avoid the risk of overdrafts inherent in some of
these design options, it would have to provide greater detail in the system's
special program requirements., Alternatively, FNS could require that if manual
sales authorizations did not include a check on the recipient's remaining
balance, FNS would not assume liability for purchases made with insufficient

balances.

Hardware and Software. Even if EBT system designs were similar in

all operational aspects, they could be based on different hardware, software
and telecommunications configurations. State Agencies and their vendors, for
instance, could base their designs on existing POS software packages (suitably
modified to meet functional and special program requirements for an EBT
system), or they could develop their own software from scratch. Telecommuni-
cations configurations could use different line transmission speeds, message
protocols, error-checking routines and technologies. Any one of a number of

different commercial POS terminals could be used.

The Possibility of Interchange Among States

For a transaction request to be processed in the POS direct debit
industry, information about the request must be processed by both the insti-
tution acquiring the transaction (usually the terminal deployer) and the
institution which 1issued the debit card. Specifically, the card-issuing
institution (or its agent) must authorize or reject the request (and debit the
customer's account if the transaction is authorized), and the transaction

acquirer must credit the merchant's account if the transaction is authorized.
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When the same institution both issues cards and acquires transac-
tions, the above processing can be done directly. All pertinent information
needed for processing 1is available to the institution. If the two
institutions are different, however, a mechanism for transmitting the informa-
tion between the institutions is needed. In addition, the information must be
interpretable to both institutions. Finally, a mechanism for transmitting
funds between the card user's account and the retailer's account must be in
place. This process of transmitting information between institutions and
processing that information is called "interchange.'" The POS industry has
developed elaborate and detailed procedures for effecting interchange in
recent years, including the establishment of switches whose primary role is

the accurate routing of transaction and settlement messages between acquirer
and issuer.

In an EBT system, interchange would allow Food Stamp Program
recipients in one State to access their benefits 1in a store participating in
another State's EBT system. Such interchange would give program recipients
the flexibility of using program benefits that they now have in the coupon-
based issuance and redemption system. That is, program recipients can now use

their food stamp coupons at any program-authorized retailer outlet, regardless

of that store's location.

Before interchange can occur between two States' EBT systems, a
number of gystem design features must be coordinated. First, the POS
terminals in each system must be able to read information contained on access
cards issued by the other system. This requires consistency in card informa-
tion and its location on the card. Second, the EBT databases maintained in
both States must be capable of receiving and transmitting messages to a
switching facility. Third, the informatioﬁ and format of the messages
(including data encryption procedures) must be consistent, or the information
sent and received by the other party will not be interpretable. Fourth, both
States must reach agreement on standardized procedures for settlement of funds
and reconciliation of transactions. Fifth, agreement must be reached on how
errors will be handled and the locus of liability when errors occur. Finally,

arbitration procedures must be in place. To facilitate interchange in commer-
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cial POS networks, the American Bankers Association (ABA) has developed

guidelines for all these design and procedural features. '

In the Multiple Design approach to developing a nationwide EBT
system, no assurance exists that interchange among States would be possible.
If each State has the option of designing its own EBT system, nothing prevents
each State from developing its own procedures for card information, message
formats and content, and the like. Even if these features were identical
between two States, there is no requirement that the individual States develop

the communications linkage (e.g., through a switch) necessary for interchange.

One real disadvantage of the Multiple Design approach, therefore, is
the lack of an assured interchange capability with other States. The severity
of this disadvantage would be most apparent in States where large metropolitan
areas lie on State borders. If program recipients in these areas are
currently accustomed to crossing State borders while shopping for groceries,

lack of interchange would require a substantial change in shopping patterns.

It is important tc note that interchange cannot be achieved in the
Multiple Design approach by simply adding it &8 a functional or special
program requirement for an EBT system. For interchange to occur, there must
be design requirements similar in scope and detail to the ABA guidelines and

negotiated agreements among the operators of individual EBT systems.

"STANDARDIZED DESIGN' APPROACH TO DEVELOPMENT

The "Standardized Design' approach to developing an EBT system with
nationwide coverage 1s similar in many respects to the Multiple Design
approach. Under the Standardized Design approach, FNS would specify
functional and special program requirements for each EBT system. System
performance standards might also be specified. In addition, the Standardized

Design approach again leaves the initiative for developing an EBT system to
each State Agency.

Unlike the Multiple Design approach, however, FNS would specify some

required design parameters in the Standardized Design approach. The amount of

lguidelines for Online Debit Card Systems at the Point of Sale,
American Bankers Association, Washington, D.C., 1987.
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standardization required, of course, is a decision which FNS must address. In
making this decision, FNS must decide which design parameters are of suffi-
cient importance to a nationwide EBT system that Federal restrictions on
design flexibility are warranted. Reasons for restricting design approaches

could arise from several objectives FNS might pursue:
1) ensuring the availability of interchange,

2) ensuring the compatibility of a State's EBT system with
commercial POS and ATM networks,

3) protection of program and system integrity beyond that
which can be gained with functional or special program

requirements,

4) protection of recipient and retailer interests beyond
that which can be gained with functional or special
program requirements, and

5) improving the cost effectiveness of each EBT system.

Ensuring the Availability of Interchange. If FNS wants interchange

to be available in a nationwide EBT system, it must specify that each State's
system design be standardized with respect to those elements included in cthe
ABA guidelines for POS direct debit systems. Examples include the content and
location of information encoded on the access card's magnetic stripe (so
terminal card readers in one State can read information on cards issued by
another State) and the content and format of transaction authorization
messages (to enable one State's processor to interpret messages generated in

another State).

To ensure cross-State 1interchange in an EBT system, it 1is not
necessary that FNS specify the same standards recommended by the ABA, only
that the standards cover the same design elements. Given the existing work on
standardization which has occurred within the commercial POS industry,
however, it seems unlikely that any government agency would adopt a wholly
different set of standards. The existing industry standards have evolved from
many years of commercial operations, and they ensure efficient and reliable
processing of interchange transacrions. If a different set of standards was
specified by FNS, the resulting nationwide system would necessarily have to be
a "stand-alone"” system. That is, the system could not be integrated with

exlsting commercial systems.

38



Table of Contents

An area in which FNS might want to elaborate on existing standards
1s for manual back~up transactions. In cooperation with industry representa-
tives, FNS could specify procedures which would allow interchange to occur

even if a terminal was not working or one of the two systems was otherwise

unavailable.

Ensuring Compatibility with Commercial POS and ATM Networks.

Compatibility can best be achieved by adopting the design guidelines issued by
the ABA. The ABA guidelines are also consistent with technical standards
issued by the International Organization for Standardization (ISO) and the
American National Standards Institute (ANSI). These latter standards cover
the use and format of a cardholder's Primary Account Number (PAN); physical
characteristics of the access card}; content and format of encoded information;
message formats; information codes; PIN generation, assignment, delivery and
issuance, and replacement; PIN pad key layout; and PIN encryption and
verification procedures. Where the guidelines go beyond the ISO and ANSI
standards, the guidelines have been submitted to ISO and ANSI with a request

for development of standards.

It should be noted that most commercial POS networks do not fully
conform to the ABA guidelines, especially in the areas of message formats and
which types of transactions they can process. While this incompatibility does
not preclude interchange, it makes interchange much more difficult to achieve.
To facilitate future interchange efforts, many networks are adhering to these

guidelines as they upgrade their equipment and redesign their systems.

Protecting System Integrity. Many factors affecting system and

program integrity can be controlled through detailed functional and special
program requirements. Examples include requiring (1) verification of the card
user's identity, (2) verification that messages from a POS terminal are being
transmitted from a program-authorized retailer, (3) reconciliation of benefits
posted to a recipient's EBT account, (4) reconciliation of daily transactions

against changes in recipient account balances, and (5) restriction of physical
and telecommunications access to the system.

If detailed functional and special program requirements cannot
adequately ensure system integrity, design standards dealing with system

security could be imposed. These standards could entail some of the

provisions included 1i1n Federal requirements for computer and automated data
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processing (ADP) security.l Furthermore, they need not be limited tec the
design of system hardware and software. System operating procedures, periodic

security reviews and audits, and training of system operators and participants

could also be covered in system '"design' requirements.

Protecting Recipient and Retailer Interests. As with protection of

system integrity, recipient and retailer interests can be protected in large
part by the functional and special program requirements which FNS specifies
for an EBT system. The functional requirements for crediting retailers can
specify within how many days a retailer must receive credit for an EBT sale.
Requirements for retailer and recipient training are intended to help both

groups of participants as well as to promote efficient and accurate usage of
the system.

Any system performance standards which FNS imposes on an EBT system
are also designed to consider the interests of retailers and recipients.
These standards might cover maximum response times at the POS terminal,
maximum times for vendors to repair or replace faulty store equipment, and
maximum allowable periods of system downtime, as well as other features of
system performance. A separate report prepared for FNS, for instance,

recommended a maximum period of system unavailability of 0.5 percent and a

maximum time until equlpment repair of 3 hours.?

Despite the above requirements which help to protect recipient and
retailer interests, detailed design standards also can act to improve service
to all participants, Certainly, any design specifications meant to allow
interchange among States' EBT systems further protect recipient and retailer
interests. Detailed standards of how manual authorizations are to be
performed can eliminate procedures which are difficult to implement at the
checkout counter. As another example, 1f the current or future EBT demonstra-
tions show that either on-line or off-line EBT systems best protect retailer
and recipient interests, FNS could specify that an EBT system incorporate one

or the other technologies.

IThese requirements are reviewed in Chapter 6.

2John A. Kirlin, Performance Standards for Electronic Benefit
Transfer Svystems, Cambridge, Massachusertts: Abt Associates Inc., September

1987.
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develop and operate (with the assistance of one or more vendors) a national

(as compared to nationwide) EBT system.

A Unitary EBT system could involve either centralized or regional
authorization of EBT transactions. In a centralized system, one vendor would
be responsible for maintaining an EBT database that contained records for
every food stamp recipient being served by the system. All EBT transaction
messages would be transmitted to this vendor's processing center for authori-
zation. Conceptually, the messages could be transmitted directly from POS
terminals to the national processor, but the more feasible approach would be
for messages to funnel to the processor through existing network switches.
After checking the requested purchase amount, the recipient's remaining food
stamp balance and the retailer's program authorization, the national processor
would send an authorization or reject message.back to the POS terminal (again,

either directly or through switching facilities).

The national processor would settle each day's activity by proces-
sing that day's transactions and initiating a funds transfer from the U.S.

Treasury to retalilers' depository institutions.

In a regional system, a single processor within each region would be
responsible for maintaining the EBT database for all food stamp recipients
within the region participating in the EBT system. In general, each regional
processor would perform all the functions that the national processor performs
in the centralized version of this approach. The major difference is that, in
order to allow full interchange, each regional processor would have to act as
a switch, routing transaction messages to (and accepting messages from)
another regional processor when recipients crossed regional boundaries and

wanted to access their food stamp benefits.

In either a centralized or regional version of the Unitary Design
approach, State Agencies would be responsible for sending EBT issuance
authorization files to the central or regional processor. The vendor
operating the processing center would need to specify one or more allowable
formats for issuance files, and the Agencies' data processing centers would
have to modify their software to provide the issuance files in the designated

format.
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As with the other development approaches, State Agencies would still
need access to the EBT database for administrative functions (e.g., setting up
accounts, checking balances, placing holds on accounts when cards are reported
as lost or stolen). With a national or regional processor, however, more
uniformity in allowable administrative functions and methods would need to be
imposed across the States served by the processor. Similarly, management
reports on activity by a State's participants would necessarily be more
uniform, given the common structure of the EBT database. Some tailoring of a
State's management reports would be possible (within the constraints of the
database), although this would increase development costs and, perhaps,

operating costs.

The Unitary Design approach will facilitate the reporting of EBT
system activity to FNS' national headquarters and the Regional Offices.
Instead of receiving many different reports (possibly containing different
information in different formats), FNS could receive reports from a national
processor which summarize activity by State, by FNS Region, and for the entire
system. In the regional version of the Unitary Design approach, the indivi-
dual regional processors could submit reports in a standard format, or they
could transmit summary information to one of the regional processor; for data

compilation and report generation.

One potentially difficult aspect of the Unitary Design approach is
retailer recruitment and management. In the Multiple and Standardized Design
approaches, each State (or its vendor) would be responsible for: recruiting
retailers for the EBT system, deploying and maintaining terminals, training
retailers, acquiring and authorizing EBT Crﬁnsactions, and effecting settle-
ment. Responsibility for these tasks 1s therefore spread across many
organizations. In the Unitary Design approach, the national or regional
vendors will be responsible for retailer recruitment and management. Even
though these vendors might subcontract with local institutions (e.g., banks,
existing POS networks, and service vendors) for retailer recruitment,
training, terminal deployment and maintenance, the national or regional
vendors would have final responsibility for seeing that these tasks were
completed. This centralization of responsibility adds a layer of required

management and supervision not found in the Multiple and Standardized Design

approaches.
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2.4 PARTICIPANTS IN A NATIONWIDE EBT SYSTEM

In considering the feasibility of a nationwide EBT system (regard-
less of which development approach might be followed), it is necessary to
understand that a large number of different institutions, recipients and
retailers will be impacted by implementation of such a system. This section
identifies these groups and discusses how each group's activities would differ

according to which development path is followed.

FOOD STAMP RECIPIENTS.

Nearly all Food Stamp Program households receive benefits in the
form of food stamp coupons. Recipients can use these benefits at any program-
authorized store, regardless of location. Furthermore, the coupons have no
expiration date. Once issued, they can be used at any time, even after the

household becomes ineligible for further program participation.

With the introduction of an EBT system, all food stamp benefits
i1ssued to each household participating in the system would be accessible only
through the EBT system. If some currently authorized retailers decided not to
participate in the EBT system, households' use of benefits would be somewhat
more restricted than at present. The extent of restriction, of course, would
be directly related to which stores within each market area decided not to
participate in EBT. If interchange with other States' EBT systems was not
possible, use of benefits would be further restricted. This would primarily
affect recipients living near State borders. These restrictions on where EBT
benefits could be used would be alleviated if EBT benefits could be converted
to coupons. The extent of the restriction would depend on policies regarding

when and under what circumstances conversion would be allowed.

Recipients participating in an EBT system would need training in how
to use the system, an aspect of participation that exists in the coupon-based
system to &8 lesser degree.

Recipients' interactions with an EBT system may differ depending
upon which development path is selected. For some recipients, use of benefits

would be less restricted 1f 1interchange was possible, a design factor not

likely to be incorporated in the Multiple Design approach. The Multiple
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Design approach is also most likely to result in differences across States in
how recipients use an EBT system. The most dramatic difference would occur if

some States selected an off-line system design while others implemented on-

line EBT systems.

PROGRAM~-AUTHORIZED RETAILERS

Program—authorized retailers accept food stamp coupons in lieu of
cash from program recipients. Retailers receive cash credit for the coupons
when they deposit the coupons, along with Redemption Certificates, at their
financial depasitory institutions. The Redemption Certificates specify the
store's name and deposit amount and are used by FNS in monitoring stores'’

redemption volumes.

With the implementation of an EBT system, participating retailers
must accept the installation of EBT equipment (i.e., POS terminal, PIN pad and
printer) at all or some of their checkout stands. Checkout clerks and
management personnel must be trained in how to use the POS equipment. Store
managers (or designated personnel) must also follow special procedures for
reconciling food stamp sales with receipts. Instead of counting coupons to
balance the cash drawer, the store must match EBT sales with subsequent

credits to the store's EBT account.

Store personnel will also need to learn appropriate procedures for
initiating and reconciling manually authorized sales. Such sales are neces-
sary when system or store equipment malfunctions prevent the electronic

authorization of EBT sales.

If all food stamp recipients are not served by an EBT system, some
retailers will continue to handle food stamp coupons as well as EBT transac-
tions. If retailers elect not ro participate in an EBT system, they might
lose whatever business had been generated by recipients participating in the
EBT system, depending upon policies concerning the conversion of EBT benefits

to coupons.

In general terms, the changes to retailer operations described above
will not vary depending upon which development path is selected. For each
development path, EBT equipment must be installed, retailers must be trained,

back-up procedures must be available, and reconciliation of sales must be

accomplished.
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The details of how a retailer interacts with an EBT system, however,
depend upon the selected design of the system. The most obvious difference is
whether an on-line or off-line system 1is implemented. A second issue 1is
whether the EBT system is compatible with existing commercial debit card
operations. Other design choices affecting retallers include which programs
are incorporated into an EBT system (e.g., will retailers be asked to provide
cash to AFDC recipients using the system), the availability of ATM services
for EBT recipients at retailer locations, the required procedures at the POS
terminal, procedures for authorizing manual sales, and how settlement is
done. Finally, the system's performance (which is affected by system design)

will have major consequences for retailers.

Although the design of an EBT system within a given State may vary
depending upon which development path 1is selected, one cannot say with
certainty that one development path will be more advantageous to retailers
than another. As described below, however, the choice of development path can

affect selected groups of retailers,

It is likely that the speed of system implementation will wvary
according to the selected development path, although it 1is not clear which
development path would lead to the quickest start-up of an EBT system within a
given State. Under the Multiple or Standardized Design approaches, some
States might be ready to implement an EBT system within a couple of years.
Other States might not implement an EBT system for a decade or longer, if
ever. If the Unitary Design approach were selected, it is likely that some
States' EBT efforts would be delayed while they wait for the system to be
implemented. For those States not currently considering an EBT system,
however, the existence of a Unitary system might speed local efforts to tie

into the existing system.l

It is also possible that large retail chains would prefer the
Unitary Design approach, or at least the Standardized Design approach over the
Multiple Design approach. For chains with stores in more than one State,
management would probably prefer as much uniformity as possible in EBT

operations across States.

lp discussion of individual States' interest in EBT systems 1is
presented in Sectinn 7.2.
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FINANCIAL INSTITUTIONS

Financial institutions now accept food stamp coupons like cash for
deposit by food retail customers. After processing the paperwork associated
with these deposits, they send the coupons to a Federal Reserve Bank (or a
correspondent bank which, in turn, sends the coupons to the Federal Reserve)
for credit to their account. Some financial institutions also act as coupon

issuance agents for State Agencies.

With an EBT system, financial institutions will receive féwer (or
possibly no) coupons from their retail food customers. Retailers' EBT credits
will be transmitted electronically to the institution, possibly through the
Federal Reserve's Automated Clearing House (ACH) funds transfer system. To
the extent that the volume of deposited coupons decreases, financial institu-
tions will enjoy a reduction in the labor-intensive effort required to count
deposited coupons and prepare the necessary paperwork for forwarding the
coupons to the Federal Reserve for credit. Based on interviews with bank
officials in Reading, most financial institutions will be happy to give up

their role as coupon issuance and redemption agents.

Because the back-end settlement procedures for an EBT system will
probably be quite similar regardless of which development path is chosen, we

see no reason why banks would prefer one development path to another.

TRANSACTION ACQUIRERS

For the Multiple and Standardized Design approaches, State Agencies
will have overall responsibility for deploying POS terminals in program-
authorized stores. Unless an Agency operates its EBT system, however, it will
not acquire the transactions. In addition, State Agencies have little or no
experience dealing directly with retailers. We therefore assume that each
Agency will contract with one or more vendors for terminal deployment and
rransaction acquisition. Alternatively, an Agency's system developer could
handle terminal deployment and transaction acquisition, either directly or
through subcontracting arrangements. In the Unitary Design approach, the

national or regional vendors would be responsible for these tasks or for

arranging the suhcontracts.
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It is possible that State Agencies or the national or regional
vendors may run into some difficulties finding institutions willing to deploy
terminals and act as transaction acquirers for EBT transactions. To under-
stand the potential difficulty, one must understand the business incentive to

participate in a POS system.

When financial institutions or other vendors deploy POS terminals in

retail outlets, they incur costs for the following activities:
1) contact and convince retailers to accept POS equipment,
2) negotiate contracts with the retailers,
3) purchase and install the POS terminals and equipment,
4) maintain the terminals and equipment,
5) acquire POS transactions,

6) either process the POS transaction or route it to the
transaction authorizer,

7) settle each terminal at the end of each business day,
and

8) periodically bill the retailer for all recurring costs
in the negotiated contract (e.g., lease costs, service
costs, transaction fees).
These costs are recovered in the recurring charges to the retailer, in
transaction acquisition fees paid to the acquirer when cardholders from
another institution use the terminal, and possibly in fees charged to its own
cardholders when they initiate POS transactions. The financial institution
also enjoys the benefits of building a more diverse busin 3is relationship with
both the retailers and its cardholders., This relationship may lead to the
delivery of other profitable business services, as well as the use of funds

held in depositors' accounts.

In an EBT environment, a financial institution (as terminal
deployer/transaction acquirer) loses some of the benefits described above.
Because all programauthorized retailers need terminals, the financial
institution will need to deploy terminals in many stores where other business
prospects may be limited or not valued by the financial institution. In
addition, because program recipients will not be bank customers, there is no

opportunity for collecting fees from the recipients and little incentive to
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try to draw the reciplents into a customer relationship. Instead, the finan-
cial institution will have to negotiate a contract with the State Agency or
the system developer that covers all costs except acquisition and settlement
fees. These latter fees will be billed to the system operator and, in turn,

will become part of the vendor's fee to the State or FNS for providing EBT

processing services.,

The above discussion 1is not meant to suggest that finding local
institutions to deploy terminals will be impossible. The important point to
recognize is that the business case for deploying EBT-only terminals in an EBT
system is different than deploying POS or integrated EBT/POS terminals.
Terminal deployers may not see the same business advantages to deploying EBT-
only terminals. As such, they may be less ,likely to contract for these
services, or they may require higher reimbursement for the services they do
provide. To the extent that terminal deployers cam install a mix of EBT-only
and EBT/POS terminals, of course, potential future benefits accrue to the

deployer, and it should be easier to find institutions willing to deploy

terminals.

STATE WELFARE AGENCIES

Once a Federal decision is reached to expand EBT systems beyond
pilot demonstrations, State Agencies will play a key role in the implementa-~
tion of any EBT system, regardless of the development approach taken. As
described below, however, their role under the Multiple Design and

Standardized Design approaches is somewhat different than under the Unitary

Design approach.

In either the Multiple or Standardized Design approaches, the State
Agency makes the initial decision about whether or not it wants to use an EBT
system to issue and redeem program benefits. Once the decision to implement
an EBT system 1s reached, the Agency 1s totally responsible for managing the
design, development, implementation and operation of the entire system.
System design and operation, of course, must conform to any functional,

special program, performance or design constraints imposed by FNS.

Most, if not all, State Agencies will enter into contracts with one
or more vendors to design, develop, implement and operate their EBT systems.

Some States could opt instead for turnkey systems which they would operate, or
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even decide to manage system design and development themselves. As in Penn-
sylvania, however, vendor support 1is likely to be needed for some tasks.
Regardless of the detailed approach to development, the vendors will be

selected by the State Agency.

In the Unitary Design approach, each State Agency again makes a
decision about whether or not to implement an EBT system. In this approach,
however, the EBT system will be integrated with the national system. To
achieve this integration, the Agency will have to enter into a contract with a

vendor selected by FNS.

The State Agency's interaction with the regional or national vendor

will have to cover the following functions:
. sending issuance authorization files to the vendor,

. accessing the vendor's database to perform administra-
tive functions,

. settling EBT debits involving State-provided benefits,
and

. receiving and reviewing summary reports on Ssystem
activity.

Although each of these functions also occurs in the Multiple and Standardized
Design approaches, implementing these functions in the Unitary Design approach

will be different, as described below.

Issuance Authorization Files

In each development approach, the State Agency will have to pass
information about new accounts and benefit authorizations to the vendor. In
the Unitary Design approach, however, the format may be pre-defined by the
vendor. Although the vendor may be able to modify its format requirements to
meet local needs, the range of possible formats will probably be more limited
than in the Multiple or Standardized Design approaches. The vendor's database

design may restrict format choices because the regional or national vendor has

to accept other States' issuance authorization files as well.
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Accessing the Vendor's Database

The EBT vendor will be responsible for maintaining the client
database. Each local office will have to be able to access this database to
perform administrative functions like card or account set-up, history and
balance inquiries, and "hotcarding" lost or stolen cards (to prevent unautho-
rized use of the card). Again, because the vendor in the Unitary Design
approach will have a database that encompasses more than one State's EBT
population, the vendor will impose some uniformity on database structure and
content. This means that the State Agency will have less flexibility in

designing database access and functions than in the Multiple and Standardized

Design approaches.

Settlement

For cash assistance programs whose benefits are funded partly or
totally from State treasuries, the EBT vendor will need to access these funds
during each day's settlement of the State's EBT system. In an effort to
streamline its back-end settlement activities, the vendor in the Unitary
Design approach may restrict somewhat the different methods for achieving this
aspect of integration. While the vendor may not need to impose identical
settlement procedures on all States, it is probably correct to assume that
design flexibility for this aspect of system operations will be more limited

than under the Multiple and Standardized Design approaches.

Summary Reports

The vendor will provide the State Agency with periodic reports
sumnarizing all financial and administrative activity related to the State's
EBT participants. While the State Agency and the vendor will have some
opportunity for negotiating the content and format of these reports, report
content will be directly influenced by the structure of the vendor's databases
and processing system. Thus, once again, a State Agency will not have as much
flexibility in defining report content and format in the Unitary Design

approach as in the other development approaches for an EBT system.
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LOCAL WELFARE OFFICES

Nearly all interaction between Food Stamp Program staff and program
recipients occurs at local welfare offices. Throughout the United States,

there are approximately 3,600 such local offices.

The introduction of an EBT system will have little effect on
certification activities at local offices, but it will change 1issuance
procedures. Instead of 1issuing checks for cash assistance programs and
coupons {(or coupon-authorization documents) for the Food Stamp Program, local
offices will become involved with EBT card issuance, client training, and

performing administrative updates to the EBT database.

In the current round of State-initiated EBT demonstrations, the
project vendors are assuming responsibility for initial card issuance and
recipient training. In one site, the vendor will also do card issuance and
training after system implementation., In a Statewide EBT system, however, it
seems more likely that local offices will assume card issuance and client
training responsibilities, at least for ongoing operations. 0f course, a

vendor could assist in preparing a training curriculum and training materials.

Local welfare offices' general responsibilities in an EBT system
will be the same regardless of which development approach is taken. In the
Multiple and Standardized Design approaches, however, State Agencies will have
more flexibility in designing how local offices interact with the system for
administrative functions. This design flexibility could allow the

introduction of more cost-effective administrative procedures than under the

Unitary Design approach.

FOOD AND NUTRITION SERVICE

The implementation of any nationwide EBT system will require major
changes in FNS' administration of the Food Stamp Program. As might be
expected, the greatest changes occur 1f the Unitary Design approach is

selected.

Multiple Design Approach

Before the Multiple Design approach to system development can be

implemented, FNS must change existing Food Stamp Program regulations and
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specify the functional and special program requirements the State-initiated
systems must meet. FNS may also want to specify performance requirements for

EBT systems,

Once States begin initiating their EBT systems, FNS will need to
monitor development and implementation activities and ongoing system opera-
tions. At a minimum, FNS will have to review system designs to ensure that
all functional and special program requirements are met. FNS also may want to
monitor system testing and implementation, although this could be left as a
State Agency responsibility. Once a system is operational, FﬁS would need to.
provide. the same type of oversight as is currently performed for States'
coupon issuance systems. Due to the greater number of functions performed by
an EBT system and the number of systems involved, however, the amount of
oversight needed would increase. For instance, benefit redemption, settlement
and reconciliation would have to be separately monitored for each State
system, whereas in the coupon system many of these functions are centralized
within the banking system (the Federal Reserve being the primary point of
contact with the U.S. Treasury and FNS). In addition, the FNS field offices
would need to transmit retailer authorization information to the States (or

their vendors), a task not present in the coupon system.

Unless the State-initiated EBT systems completely eliminated paper
coupons, FNS would still remain responsible for all coupon-related activities
_and management currently being performed. Because the level of coupon igsu-

ance and redemption would be reduced, however, the management effort also

could be reduced.

Standardized Design Approach

FNS' responsibilities for a nationwide EBT system remain virtually
the same under the Standardized Design approach as under the Multiple Design
approach to development. The major difference is that FNS must also decide

which design features of the States' EBT systems are to be standardized.

As in the Multiple Design approach, FNS will need to review proposed
system designs to ensure compliance with functional and special program
requirements. Compliance with specified design requirements will also need to

'be monitored. This review process is likely to require somewhat more effort
on FNS' part, especially if interchange with other States' EBT systems is
anticipated.
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Another reason for recruitment efforts by FNS is that total costs
per case may decline as more recipients are placed on the system. Whether or
not costs decline will depend largely on the nature of the contracts with the
national or regional vendors. If the vendors offer discounted prices for
larger transaction volumes, costs per case will decline as more States

participate in the system.

2.5 OPEBRATING PARAMETERS OF A NATIONWIDE EBT SYSTEM

Because this report examines the feasibility of implementing a
nationwide EBT system from.different perspectives, it is useful to consider
the general size of a nationwide EBT system. These operating parameters will
help in anticipating what is involved in implementing and operating a nation-

wide EBT system.

PREPARING RETAILERS FOR AN EBT SYSTEM

. Approximately 222,000 retail food ocutlets are authorized to partici-
pate in the Food Stamp Program. If one envisions a nationwide system with
complete geographic coverage, POS terminals and related equipment (i.e., PIN
pads, printers, telephone lines) need to be deployed at each retail site.

Furthermore, store owners and staff need instruction on how to use the system.

If EBT equipment is to be installed at all checkout counters in each
program—authorized store, approximately 577,200 direct debit POS terminals and
related equipment would be needed. This estimate is based on an average of

2.6 checkout lanes per store.} By way of comparison, only 51,000 commercial

2

debit card terminals are in use throughout the country. The number of

required EBT terminals could be reduced by using debit terminals deployed in

food stores, but only about 20,000 such terminals have been deployed so far.

lThe estimate of 2.6 checkout lanes per store reflects the number of
stores and lanes in the Reading and State-initiated EBT demonstrations.

2Ctedic card networks have deployed about 800,000 credit card
terminals nationwide, so a precedent exists for deployment of large numbers of
debit card terminals. Chapter 4 addresses the possibility of using credit
card terminals for debit transactions.
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Three factors could help reduce the number of EBT terminals needing
to be deployed. First, commercial networks could deploy more terminals in
retail food outlets in the near future. Second, it might not be necessary to
deploy terminals at every checkout counter.! Third, retailers with low food
stamp sales volumes might be able to use regular touch~tone telephones to
obtain authorization for EBT sales. Even with these factors, however, the
number of terminals needing to be deployed would still be very high. Clearly,

the magnitude of this effort cannot be underestimated.

With respect to training requirements, it 1is not unreasonable to
expect an average of 60 minutes. per store for on-site training. This
translates into 222,000 total hours for retailer training. Assuming that one
person could train employees at an average of four or five stores per day
{allowing time for scheduling visits and travel between stores), about 50,000
days of training would be required. To train all stores within three years,

one would need a team of about 70 instructors working full time.?

Training resources could be reduced if store managers and employees
went to group training sessions. Lf group size were restricted to about 24
and an average of three people from each store were trained, however, nearly
28,000 training sessions still would be needed. Group participants would then

train those employees who did not attend the group training sessions.

Once all stores have been equipped and trained, there is a need for
ongoing support as new stores are authorized. Evidence from the Reading
demonstration suggests that the number of newly authorized stores each month
equals, on average, about one percent of the existing retailer base. Thus,
for a nationwide system with 222,000 program-authorized retailers, about 2,220
new stores would need EBT equipment and training each month. Some of the
equipment could be taken from stores leaving the Food Stamp Program, thereby

reducing additional equipment costs.

lThis issue is being examined in the State-initiated EBT demon-
strations.

Zupyll time" assumes five-day work weeks with eight holidays and two
weeks vacation.
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If an EBT system includes cash assistance participants, merchant
participation need not be restricted just to Food Stamp Program~autherized
retailers. Cash assistance recipients could access their benefits at any
store electing to participate in the system. If non-food stores participated,
terminal deployment and retailer training requirements would be greater than

those listed above.

PREPARING CLIENTS FOR AN EBT SYSTEM

All program recipients participating in an EBT system need EBT
access cards and training. There are approximately 7.05 million households
participating in the Food Stamp Program and 3.77 million households partici-
pating in the AFDC program. About 80 percent of AFDC households also
participate in the Food Stamp Program, and we assume that card issuance and

training could be integrated for these households.

If all food stamp and AFDC households participated in an EBT system,
about 7.8 million EBT cards would have to be purchased, encoded and issued to
recipients. Assuming that these functions would be carried out at the nearly
3,600 local welfare offices in this country, the average office would have to
issue approximstely 2,175 EBT cards when that office converted to the EBT
issuance system. Larger offices, of course, would have to issue many more

cards.

Each month, approximgtely 390,500 new households are certified as
eligible to participate in the Food Stamp or AFDC Programs (an intake rate of
5 percent). Thus, once all offices were participating in an EBT system, up to

390,500 new cards would need to be issued each month.l

With respect “to training, if we assume that an average of 20
FSP/AFDC recipients can be trained in an hour (as in Reading), total training
requirements at system start-up is about 390,500 hours. This averages to

approximately 109 hours of direct training per local welfare office. An

IThe actual number might be smaller, because many ''new" recipients
reapply to the Food Stamp Program after a short period of ineligibility. If
these recipients retained their old cards, new cards would not need to be
issued. Any reduction, however, is likely to be more than offset by replace-
ments for lost, stolen or damaged cards (estimated at 3.5 percent based on
data from the Reading EBT demonstration).
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additional 10.8 hours per month would be needed at each office to train newly

eligible recipients.l

PREPARING THE SYSTEM DATABASES FOR OPERATION

Before an EBT system can begin operations, four databases need to be
created: a client authorization file, retailer files, a transaction log file,

and a history file. These databases are described below.

Client Authorization File

As discussed in Section 2.2, information about recipients participa-
ting in an EBT system will be stored in a Client Authorization File. If one
processor is responsible for authorizing all EBT transactions in a nationwide

EBT system (i.e., the centralized version of the Unitary Design approach),

that processor's CAF would contain 8.4 million records.? In the regional

version of the Unitary Design approach, the average size of the CAF would be
about 1.2 million records if processing were split among seven regional
processors. In the Multiple and Standardized Design approaches, each State's
CAF would reflect that State's caseload. For a combined AFDC/Food Stamp
system, file size would range from as low as 11,000 (for States like Alaska,

New Hampshire and Wyoming) to as high as about 800,000 (for States like New

York or California).

Retailer Files

Transaction acquirers in an EBT system need to establish merchant
and terminal control files to ensure that only transactions from program-

authorized stores are routed to the EBT processor for authorization. These

1The estimate of 10.8 hours per month assumes an average of 2.5 one-
hour training sessions per week. This schedule should meet expedited service
requirements and, with an expected average intake of about 109 cases per
month, averages a manageable 10 clients per session. The intake volume of 109
cases per month is based on an EBT caseload of 2,180 and an intake rate of 5

percent,

ZA11 estimates of the number of records in the CAF assume main-
tenance of inactive accounts for three months after a recipient leaves the
Food Stamp or AFDC program.
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files contain one record for each merchant served by the acquirer and one
record for each terminal deployed in those merchant locations. Acquirers must

also establish retailer account files for settlement.

Although the merchant, terminal and account files will need to
accommodate records for at least 222,000 retailers and perhaps 577,200
terminals, these records will be divided across the files of a large number of
acquirers. Thus, retailer files for any given acquirer need not be very

large.

Transaction Log File

An EBT system also needs a transaction log file (TLF) for recording
information about all transactions being processed by the system. As
explained in the next section, the total number of POS and ATM transactions in
a nationwide EBT system serving both the Food Stamp Program and AFDC would be
about 72 million transactions per month. During days of peak transaction
activity, the daily volume of POS and ATM transactions could exceed 6 million
because benefit issuances (and use) are concentrated in the first two weeks of
each month. This volume is very high. In 1989, for instance, total POS debit
card volume in the U.S. was only about 13 million transactions per month. ATM
volumes were much higher at 422 million transactions per month. ! Thus, a
nationwide EBT system with 72 million financial transactions per month would
represent an increase of about 17 percent over current total debit card

transactions.

History File

Finally, the EBT demonstrations to date have adopted a strategy of
providing on-line access to up to 60 calendar days of transaction activity,
This information is stored in a system History File. Using an average monthly
transaction level of 100 million (including administrative transactions, as
described below), the History File in a Unitary Design system with a single

processor would contain about 200 million records.

lpank Network News, ''1990 EFT Network Data Book," Vol. 8, No. 13,
November 1989.
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TRANSACTION PROCESSING

An EBT system needs to process many types of transactions during
daily operations. Thegse include financial transactions and administrative
transactions. For a nationwide EBT system serving 7.05 million food stamp
clients and 3.77 million AFDC clients, the average monthly volume of transac-

tions could reach 100 million. Exhibit 2-4 summarizes the nature and volume

of these transactions.

Financial Transactions

Financial transactions include all transactions which affect the
level of funds remaining in a recipient's or a retailer's account. As such,
they include food stamp and AFDC benefit authorizations, food stamp purchases,
food stamp refunds, cash withdrawals, and transfers of funds to retailers' or

banks' accounts.

The only evidence to date about usage of an EBT system by food stamp
recipients comes from the Reading EBT demonstration. As shown in Exhibit 2-4,
Reading recipients averaged about 8 purchases and 0.0l refunds per month. On
average, recipients received 1.05 benefit authorizations per month. (Recipi-
ents receive more than one authorization per month when supplemental benefits

are authorized.)

Based on information from the AFDC pilot demonstration in Ramsey
County, AFDC recipients make an average of about 4 cash withdrawals each month
from ATMs and POS terminals, Exhibit 2-4 assumes that AFDC recipients receive
an average of about 1.5 benefit authorizations each month, because some States

make two authorizations per month.

In a nationwide EBT system, funds would have to be transferred to
transaction acquirers each day. Because the number of transaction acquirers
would be relatively small (probably less than 500, or 10 per State), the
number of funds transfers is too small to warrant a separate entry in the
exhibit.

Adding all the financial transactions in the exr »it yields an

average monthly volume of 84.61 million transactions.
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SUMMARY OF MONTHLY EBT TRANSACTIONS?2

Transaction Type

Monthly Frequency
per Participant

Number of
Participants

Total Monthly
Volume
(millions)

Financial Transactions

Food stamp purchases 8.00 7.05 million 56.40
Food stamp refunds .01 7.05 million .07
Food stamp issuances 1.05 7.05 million 7.40
AFDC withdrawals 4,00 3.77 million 15.08
AFDC authorizations 1.50 3.77 million 5.66
Subtotal 84.61
Administrative Transactions
Set up new accounts .05 7.80 million .39
Set up new/replacement cards .085 7.80 million .66
FS balance inquiries 1.00 7.05 million 7.05
AFDC balance inquiries 1.00 3.77 million 3.77
Retailer deposit inquiries 15.00 222,000 3.33
Other 278.00 3,600 1.00
Subtotal 16.20
Total Transactions 100.81
Note: 3Based on 7.05 million food stamp recipients, 3.77 million AFDC

recipients, 222,000 retailers, and 3,600 local offices.

Estimates of

the volume of financial transactions are based on information from
the Reading and Ramsey County EBT demonstrations.
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Administrative Transactions

Administrative transactions include setting up new recipient or
retailer accounts, initializing new access cards, placing holds on accounts

when cards are reported as lost or stolen, performing balance inquiries, and

other general maintenance functions.

The Reading and Ramsey County demonstrations do not provide evidence
on the average number of administrative transactions performed each month for
the respective food stamp and AFDC caseloads. The figures in Exhibit 2-4,
therefore, represent a "best guess' as to the likely magnitude of administra-
tive transactions, With a 5 percent intake rate for the AFDC and Food Stamp
Programs, 390,000 transactions would be required each month to set up new
accounts. * New cards would have to be issued to both new recipients and
existing recipients who report their cards as lost, stolen or damaged. With a
5 percent intake rate and a 3.5 percent card replacement rate (based on data
from Reading), 663,000 transactions would be required to pass card information
to the database. If each food stamp recipient made one balance inquiry
against the database each month, an additional 7.05 million administrative
transactions would need to be processed. Similarly, if each AFDC recipient

made one balance inquiry per month, 3.77 million administrative transactions

would be generated.

If one-half of all retailers made daily inquiries to the database to
check recent deposit information, 3.33 million inquiries would be processed
each month (i.e., an average of 30 daily inquiries from each of 111,000

retailers).

Finally, to cover '"other'" administrative functions (e.g., checking
transaction histories, entering information from manually authorized sales,
placing holds on accounts, removing dormant accounts from the database), we
have added 1 million transactions per month. This volume works out to about

278 transactions per month for each of the 3,600 local welfare offices, or

about .13 transactions per client per month.

lyich 80 percent of AFDC cases also receiving food stamps, the total
number of AFDC and food stamp cases is about 7.80 million.
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Adding all the administrative transactions in Exhibit 2-4 yields
16.20 million transactions per month. When the financial transactions are
included, the total number of monthly transactions in a nationwide EBT system
is estimated at 100.81 million. If a nationwide EBT system served only a
portion of the national caseload, of course, the number of monthly transac-

tions would drop proportionally,

63



Table of Contents

Chapter Three

ORGANIZATIONAL FEASIBILITY

A number of organizational issues arise in the implementation and
operation of a nationwide EBT system. These issues can be collapsed into four
ma jor categories:

1) cooperation among Federal Agencies in administering a
multiprogram EBT system;

2) the nature of the relationship between FNS and State
Agencies in administering- the Food Stamp Program,
including issues of cost allocations;

3) changes in the administrative responsibilities and
organizational structure of FNS; and

4) changes in the administrative responsibilities and
organizational structure of State Agencies.
These issues are discussed below, together with an examination of how the
organizational issues vary by the development path chosen for a nationwide EBT

system.

3.1 COOPERATION AMONG FEDERAL AGENCIES

An EBT system has the potential to serve as an issuance or redemp-
tion system for many different government programs. Any program which issues
benefits to households or transfers funds to service providers could be
included in an EBT system. Examples include the Food Stamp Program; direct
cash assistance programs like AFDC, Refugee Assistance, General Assistance,
and Supplemental Security Income; and programs like subsidized day care or
subsidized school meals, An EBT system also could serve programs which
require verification of eligibility before services are provided (e.g.,
Medicaid). Many of the above programs already are being included in EBT or

EBT-like demonstrations.

If an EBT system is to serve multiple Federal and State programs,
the administering Agencies must work together during system design, develop-
ment, implementation and operations. To facilitate the coordination of
effort, an interagency task force or some other intergovernmental entity would
be helpful. Indeed, Federal Agencies have already developed a number of task

forces to address EBT issues.
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With respect to EBT system planning, development and operation, an
interagency task force probably could not represent a final decision-making
body. Individual Agencies would likely be wunwilling to delegate such
authority or unable to under existing legislatiocn. Nevertheless, the task
force could serve as a forum to address EBT system issues affecting multiple

programs., The following sections identify several of these issues.

BASIC SYSTEM DESIGN

A multiprogram EBT system could be based on on-line or off-line
technologies. A consensus on which technology i1s most appropriate may or may
not exist among 1individual Agencies, even after all currently planned
demonstrations are evaluated. Before a multiprogram system is implemented,
however, the participating Agencies must agree on basic system design.

Achieving this consensus would be an important goal of an interagency task

force.
Another basic design 1issue 1s whether or not the system should

support the interchange of EBT transactions across State borders. As
explained in Chapter 2, this choice will require standardization in design
components and development approach. The 1issue 1s also related to the
possible integration of an EBT system with commerical POS and ATM networks.
If either interchange or integration is desired, the EBT system design will

have to be compatible with standards adopted by commercial networks.

DEVELOPMENT APPROACH

Once a basic design for a multiprogram EBT system is agreed upon,
the next question is what approach to use to establish the system. This issue
also raises the question of the relative roles of State and Federal Agencies
in system design, development, implementation and operation. Should Federal
Agencies take the lead in establishing an infrastructure for a nationwide EBT
system (as in the Unitary Design approach to development) or should this be
left to State Agencies (as 1in the Multiple and Standardized Design

approaches}?

Regardless of the selected development approach, Federal Agencies
probably will want to provide oversight for the process of designing,

developing and implementing an EBT system. Oversight tasks include reviewing
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system design and test plans, addressing policy issues, monitoring system
acceptance tests, and reviewing implementation and training plans. Although
each Agency participating in an EBT system will have its own responsibilities
for oversight, the overall process can be coordinated through an interagency

task force.

LEGISLATIVE AUTHORIZATION

As explained in Chapter 6, the Food Stamp Act of 1977 must be
amended before the Food Stamp Program can participate in a nationwide EBT
system. Legislation affecting other programs may need changes as well., A
task force could serve as a vehicle to coordinate efforts to identify needed
legislative changes and to provide supporting testimony to Congress. The
individual Agencies would then take responsibility for promulgating any
regulatory changes needed for each program. Some coordination in promulgating
new regulations would be required to ensure that regulations for different

programs were consistent with respect to use of an EBT system.

SYSTEM OPERATIONS

The need for coordination among Federal Agencies will not end once a
nationwide EBT system is implemented. Federal Agencies will need to coordi-
nate their oversight of ongoing system operations. Although individual
Agencies probably will need to establish administrative units with responsibi-
lity for direct monitoring of system operations, there is likely to be some
need for coordinating Agency responses to policy questions or problems that

cross program lines.

Coordination of Agency responses may be needed at two levels. For
example, Federal Agencies should realize that the EBT system itself will be a
continually evolving system. States, system vendors, and Federal Agencies may
seek enhancements to the system over time, either in terms of programs served,
functions included, or technologies employed. Some of these enhancements may
arise as commercial POS systems mature and develop new productgs for the
private sector. Other changes may be needed as operating procedures and
policies for programs served by the system evolve. Thus, Federal Agencies
will continually be addressing how best to improve the system, and

coordination of these deliberations will be needed.
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At a second level, some coordination may be needed for day-to-day
operations of EBT systems. Examples include monitoring the system's
settlement of food stamp and AFDC purchases and cash withdrawals, and the

interagency oversight of cost accounts and cost allocations.

Because different Agency personnel would need to be involved in the
two levels of Agency interaction, these responsibilities may need to be
divided across separate interagency groups. Major policy issues or questions
of system enhancements could be addressed by the task force, while day~to-day

lssues could be handled by communication among existing administrative units.

3.2 THE ADMINISTRATIVE RELATIONSHIP OF FNS AND STATE AGENCIES

In addition to the need for coordination among Federal Agencies, FNS
should recognize that the implementation of a nationwide EBT system will
change the relationship between Federal and State Agencies 1in program
administration. Some of these changes relate to who performs specific tasks;
these changes are described in later sections. Of greater interest in this
section 1is the possible fundamental change in FNS' and States' roles 1in
benefit 1issuance and redemption. Other ©possible changes 1include the

allocation of costs and liabilities between FNS and the States.

FNS' ROLE IN BENEFIT ISSUANCE

For the most part, FNS allows the States to determine how Food Stamp
Program benefits should be issued. Program regulations specify a number of
different allowable issuance systems, but States determine which system or
combination of systems to use. FNS provides coupons to the States and
(through its Regional Offices) audits and monitors the issuance systems States

have implemented.

With the advent of EBT systems, FNS could treat EBT as just another
alternative issuance system which States, at their discretion, could adopt for
their entire caseload or portions thereof. 1In this respect, the availability
of EBT systems would not change the basic administrative relationship between
FNS and the States. States would continue to choose the issuance system(s)

they believed to be most appropriate.
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If enough States select EBT so that a sizeable portion of the
national caseload 1is switched to EBT systems, however, FNS might consider
eliminating coupon use altogether. To do so, FNS would have to rewrite
program regulations, eliminating the choice of coupon issuance systems. This
would reduce the States' current flexibility in choosing an issuance system
best suited to their needs, and State Agencies would probably view such a

situation as a major change in their relationship with FNS.

Whether an EBT system were treated as an alternative issuance system
or the only allowable issuance system, the choice of development approach also
has major implications for the relationship between FNS and State Agencies.
In the Multiple Design approach, FNS would give States considerable latitude
in choosing an appropriate system design. Less flexibility would be allowed
under the Standardized Design approach, but in both approaches States retain

total responsibility for selecting a vendor and implementing the system.

In contrast, the Unitary Design approach to developing an EBT system
introduces a fundamental change in FNS' role in benefit issuance. In this
approach FNS (in conjunction with other participating Federal Agencies)
selects the EBT system vendor and operator, and States must interact with the
vendor to tie into the system. Through its contract with the system vendor,
FNS becomes directly involved with actual benefit issuance (as opposed to
coupon supply) for the first time, and States lose some of their ability to
tailor the issuance system to meet local needs. As discussed more fully in
Chapter 7, some State Agencies may resist the implementation of a Unitary EBT
system, believing that such a system would inappropriately reduce their
ability to respond to local conditions. Thus, selecting a Unitary system not
only changes FNS' role in the major program function of benefit issuance, it
may require a substantial "msrketing" effort on FNS' part to dispel States'

concerns.

Summarizing, two aspects of a nationwide EBT system have the poten-
tial for changing States' current ability to select an issuance system and to
retain total responsibility for benefit issuance. Complete elimination of
coupons would limit States' choice of issuance systems, regardless of which
development path for an EBT system was selected. If a Unitary system was
implemented, States would share management responsibility for benefit issuance

with FNS. In either situation, FNS probably would need to gather political
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support at both the State and Federal level to successfully implement a policy
with such broad implications for the relationship between States and FNS 1in
administering the Food Stamp Program. The task force mentioned above could

serve as the vehicle for gaining the needed consensus and political support.

In addition to the above major issues, another issue related to the
implementation of an EBT system is the degree to which FNS and other Federal
Agencies provide guidance and participate in States' development of EBT
systems, especially under the Multiple and Standardized Design approaches to
system development. In the current round of State-initiated EBT demonstra-
tions, FNS has taken an active role in system design and, especially, testing
activities. Instead of just reviewing design and test plan documents, FNS has
found that greater guidance on the content and structure of these documents
has been needed. FNS may find similar needs as other States develop EBT
systems. Without some clear guidelines of what the role of FNS and other
Federal Agencies will be as States develop EBT systems, the Agencies may find
resistance and conflict concerning the appropriate boundary for Federal

involvement.

STATES' ROLE IN BENEFIT REDEMPTION

State Agencies currently have no role in benefit redemption in the
Food Stamp Program. As coupons are passed through retailers and financial
institutions and on to the Federal Reserve, FNS monitors retailers' redemption

levels and the food stamp coupon-related operations of the Federal Reserve.

With the implementation of an EBT system, States assume for the
first time a pivotal role in benefit redemption. Unless the Unitary Design
approach is followed, States will be responsible for seeing that POS terminals
are deployed in program—authorized stores and subsequently maintained. The
vendors selected for deploying terminals will be responsible for training
retailers, acquiring EBT transactions and crediting retailers' depository
accounts. The States' vendors also will be responsible for passing retailer
redemption data to FNS and for staffing a hotline to answer retailer
questions, In addition, the States will be responsible for ensuring that
retailers removed from the program can no longer accept food stamp EBT

transactions.
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The States' new role in benefit redemption clearly changes their
relationship with FNS in program administration. As discussed below, this

change may affect the current relationship in cost allocation and liability

for program losses.

ALLOCATION OF COSTS

FNS currently pays about 50 percent of each State's costs of
administering the Food Stamp Program.l Seventy-five percent funding is
available for the development of data processing systems which meet specific
functional criteria. EBT system development costs, however, do not qualify

for enhanced funding.

As detailed in Chapter 8, the development and implementation of a
nationwide EBT system will be very costly. These costs can be reduced through
use of existing POS terminals and processing capabilities, and the remaining
costs would be shared among Federal and State Agencies. Nevertheless, some
State Agencies have said that lack of enhanced Federal funding would be an
obstacle to EBT system development. It is therefore possible that the focus
of future debate over EBT systems will be on who pays for system development
and implementation. That is, under current funding formulae, States may not
have sufficient resources to initiate the development of EBT systems. If FNS

decides that the benefits of EBT systems outweigh their costs, it will have to

address these funding issues.

The question of FNS' share of development and implementation costs
becomes an even greater issue if FNS ultimately pushes for a nationwide system
that totally eliminates the use of food stamp coupons. In this situation,
State Agencies would no longer have the freedom to decide between sharing the

costs of the EBT system or continuing with their coupon issuance systems.

Issues of cost allocation also arise in ongoing operations of an EBT
system. In all three development approaches, FNS' costs for coupon production
and supply will be reduced or eliminated. In the Multiple and Standardized

Design approaches, State Agencies will incur costs related to benefit

lrhe 50-percent reimbursement rate may be adjusted because of
payment error rates.
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redemption--costs now borne by FNS in the coupon system. In the Unitary
Design approach, FNS takes on additional benefit issuance responsibilities,
but it is not clear that State 1lssuance costs would be reduced. States'
issuance costs in the Unitary Design approach will depend on whether they are
responsible for any of the operating charges imposed by the system vendor.
The point is that whatever development approach is selected, the allocation of

administrative responsibilities between FNS and the States will shift.

ALLOCATION OF LIABILITIES

Losses of program funds are possible under any benefit issuance and
redemption system. As the coupon 1issuance systems have evolved, policies
regarding the allocation of liability for benefit losses have been formulated
and implemented. These policies generally assign liability to whomever has
control over the benefits. Thus, States or their issuance agents assume full
liability for some ATP-related issuance losses. Coupon manufacturers {(under
contract to FNS) assume liability for theft or loss of coupons prior to
delivery to issuance points. FNS assumes liability (up to a threshold level)
for mail issuance losses. States assume liability for any mail losses above

the threshold level.

EBT systems will change the types of benefit losses that occur in
the Food Stamp Program, eliminating certain categories of loss (e.g., transac-
tion of duplicate ATPs) but potentially introducing other forms of loss (e.g.,
errors in transaction processing or overdrafts resulting f{rom manually
authorized transactions).l With the change in the nature of potential
vulnerabilities to loss, new policies regarding the locus of liabilities will
need to be formulated. As discussed further in Chapter 6, liabilities may be
assigned either entirely to the States or to FNS, or they can be shared.
State Agencies, in turn, may assign some liabilities to the vendors who
develop and operate the EBT systems. Certainly, liabilities for losses

associated with the States' new role in benefit redemption would fall in this

category.

1o discussion of the coupon and EBT systems' vulnerabilities to
benefit loss is presented in Kirlin et al., The Impacts of the State-Operated
Electronic Benefit Issuance System in Reading, Pennsylvania, Cambridge,
Massachusetts: Abt Associates Inc., February 1990.
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The point to be made here is that to the extent that EBT systems
lead to a change in the assignment of liabilities between FNS and the States,
the administrative relationship between FNS and the States changes. Plus, FNS
and the States will need to develop a new process for identifying losses and

charging these losses to the responsible parties.

Finally, it is important to realize that the issues of cost alloca-
tions and liability for losses are interrelated. Any changes in States'
overall administrative costs due to an EBT system may be offset or exacerbated
by changes in liability. Thus, both administrative costs and potential losses
should be examined when considering appropriate allocation and liability

rules,

3.3 ADMINISTRATIVE CHANGES AT FNS

FNS' administrative responsibilities for the Food Stamp Program are
currently split among its national headquarters, seven Regional Offices, and a

number of local field offices within each region.

National headquarters staff have a broad range of administrative
responsibilities. Program staff determine policy, interpret and promulgate
program regulations, and prepare annual budgets. With respect to benefit
issuance, the national office manages the contracts for coupon printing and
supply. National staff monitor the Federal Reserve's role in coupon redemp-

tion. They also oversee the investigation of possible retailer violations of

program regulations.

Regional Offices serve as the interface between State Agencies and
FNS' national headquarters. Regional Office staff review State Plans of
Operations, act as conduits between FNS and the States for coupon orders and
issuance reports, audit States' issuance systems, oversee field office
activities in retailer authorization, and perform administrative activities

related to compliance enforcement.

Field office staff, supervised by the Regional Offices, are respons-
ible for authorizing retailer participation in the program and for providing
retailers with information about program regulations, Field office staff
participate in compliance enforcement, including the monitoring of retailer

redemptions, responding to allegations of retailer fraud, and enforcing

retailer sanctions.
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The implementation of a nationwide EBT system will likely have two
impacts on administrative responsibilities. First, because an EBT system
changes how benefit issuance and redemption are performed, the specific
administrative tasks to be done will change. Second, the allocation of which
tasks are performed at each administrative level may change. Both sets of

changes will vary depending on which development approach for an EBT system is

selected.

Under the Multiple and Standardized Design approaches to system
development, FNS will need to monitor the operations of State EBT systems.
This monitoring will include review of system performance, system adherance to
functional and special program requirements, and system costs. These review
tasks could be assigned to the Regional Offices, with technical support (if
needed) provided by national headquarters. Because State Agencies assume
benefit redemption responsibilities under these two approaches, Regional
Offices would become more involved in monitoring this aspect of program

operations.
If a Unitary EBT system is implemented, FNS' management responsi-
bilities would include the following tasks:

1) oversight of technical operations, including system
performance;

2) oversight of States' interactions with the vendors,
including the resolution of disputes between State
Agencies and vendors;

3) monitoring of system activity levels and their rela-
tionship to vendor billings; and

4) promulgation and interpretation of program regulations
and policy determination as they relate to EBT system
operation.
The first three administrative tasks could be assigned to Regional Office or

headquarters staff, or divided among administrative units. Headquarters staff
would be responsible for the fourth task.

In any EBT system implementation, field office responsibilities
could be expanded to include communication of retailer authorizations and

disqualifications to the system vendor. The system vendor would use this

information to schedule equipment 1installation or removal, and to update
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system files which control retailer access to the EBT system. These
responsibilities could be assigned to the Regional Offices instead, with field

office follow-up to ensure that appropriate actions had been taken.

FNS' oversight of technical operations in a Unitary EBT system
deserves additional comment. One major difference between an EBT system and
the use of coupons for benefit issuance and redemption is the on-line, real-
time nature of EBT operations. Many problems with system operations will have
an immediate effect on recipients and retailers. As a result, response to the
problem also must be immediate. While the system vendor will be responsible
for resolving the problem, the Federal Agencies  participating in the system
may need to get involved as well. Thus, FNS' organizational structure for a
Unitary EBT system will have to support very rapid response to major system
problems, including the ability to call upon appropriate staff for assistance

at all hours of the day.

3.4 ADMINISTRATIVE CHANGES WITHIN STATE AGENCIES

It is at the State and local office levels that the implementation
of a nationwide EBT system will have the greatest impact on administrative
responsibilities and organization. State Agencies (or County Agencies, with
State concurrence) will need to decide whether or not to implement an EBT
system and, 1if so, they will need to manage system design, development and
implementation activities. Local welfare offices may be heavily involved in
recipient training and EBT card issuance at the time of system implementation.
Finally, system operations will change administrative activities within both

the State Agency and local welfare offices.

PLANNING FOR SYSTEM DESIGN AND DEVELOPMENT

Once a State Agency decides to implement an EBT system, Agency staff
need to plan for system design and development. These tasks represent major
efforts in the Multiple and Standardized Design approaches. Even in the
Unitary Design approach, however, some design and development work will be

needed to provide the data processing interface with FNS' EBT vendor.

Within a State Agency, an "EBT work group' could provide the nucleus
for organizing the State's role in system design and development. In a planned

multiprogram EBT system, it would be very important to develop from the
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beginning an organizational structure that ensures effective communication
among all program representatives. Although the Food Stamp and AFDC
administrative units already may be integrated to some extent, this may be
less likely for programs like Child Enforcement or Medicaid. 1In those States
in which a separate data processing department serves all State Agencies,

representatives of that department would need to be included in the work
group.

In the Multiple and Standardized Design approaches to system devel-
opment, the State will probably want to procure the services of a vendor to
design and develop the system.. The EBT work group would prepare the Request
for Proposals, choose the vendor, and work with the vendor in selecting an
appropriate design and in resolving design and policy issues. Once the system
design had been finalized, the work group would monitor the vendor's progress
on system development, providing further input if development tasks raised new
design or policy issues. The Agency's or State's data processing department
would need to be heavily involved in this process, because the department will
need to develop an interface system to transmit issuance data and other

administrative information to the EBT system.

A major Agency task in the Multiple and Standardized Design
approaches is overseeing the recruitment of program~authorized retailers and
terminal deployment (the latter being an implementation task, but a task whose
planning must begin during the design and development phases). The Agency
could assign retailer recruitment to the system vendor or negotiate separate
contracts with financial institutions or third parties interested in deploying
terminals throughout portions of the State. As discussed in Chapter 2,
terminal deployers also will be responsible for acquiring transactions and
crediting retailers' accounts at the end of each day's processing. Thus, any
contracts negotiated by the State Agency would need to cover activities after
system start-up as well as initial terminal deployment. In a Unitary EBT

gystem, these tasks will be the responsibility of FNS and its vendors.

PLANNING FOR SYSTEM IMPLEMENTATION

A great deal of effort is needed to implement an EBT system, even
after the system's hardware and software have been thoroughly tested and

approved by State and Federal Agencies. These activities are primarily
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related to terminal deployment and retailer, recipient and office staff

training.

The vendor(s) responsible for terminal deployment will need to enter
into contracts with individual retailers and plan for terminal installation.
During installation, store managers and staff will need instruction on how to
use the system. If the system vendor is not responsible for terminal
deployment, the terminal deployers will have to work closely with the system
vendor during retailer recruitment so they can inform the retailers about
planned system design and functionality. The State Agency will have to ensure
that the various vendors pass the required information among themselves and

arbitrate any disputes that arise.

The State Agency also needs to make final preparations for staffing
of recipient and retailer hotlines. Hotline personnel need to be trained on

their responsibilities, and the communications lines need to be instailed.

Finally, the State Agency needs to pass information about the first
group of EBT recipients to the system vendor so accounts can be established on
the system's files. Depending on card issuance procedures, similar informa-
tion may need to be sent to the card manufacturer. Just prior to system
start-up, the Agency needs to send an issuance authorization file to the

vendor so that program benefits can be credited to recipient accounts.

One major organizational issue to be resolved during the contract
negotiations with the system vendor is who will be responsible for training
recipients and issuing EBT cards when the system is first implemented.
Although Chapter 2 concluded that card issuance and training after system
implementation are likely to be handled by local offices, local offices may

not have the resources to train large groups of recipients in a short period.

If local offices are to be responsible for card issuance and
recipient training during implementation, the State will have to coordinate
these activities, perhaps with assistance from the vendor. Depending on
system design, card encoding equipment may have to be purchased and installed.
Card stock will have to be designed and purchased, and local office staff may
have to be trained in card encoding procedures. Training materials will have
to be developed, and local office staff will have to be trained on how to

instruct recipients to use the system. Finally, local office managers will
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need to address the logistics of card issuance and training: how many training

sessions will be held, when, and which recipients will be trained at each

session?

Final preparations at the local level for system implementation
include installation of system workstations and the training of office staff
in how to use the workstations to pass information to or access information
from system files. Procedures for local office staffing of the recipient
hotline also need to be finalized. Communications lines supporting the

workstations and the hotline may need to be installed and tested.

EBT SYSTEM OPERATIONS

An EBT system changes the operating responsibilities of both State

and local offices in the administration of the Food Stamp Program.

Changes in State Agency Responsibilities

In those portions of a State which are converted to EBT, the State
Agency will no longer be responsible for coupon issuance activities. The
State will no longer have to negotiate contracts with coupon issuance agents,
nor will it have to order coupons or monitor changes in coupon inventory (and
bill the agents for losses). In areas where ATPs were being issued, these
ATPs will no longer have to be printed, issued and reconciled. Where coupons

are mailed to recipients, this task is eliminated.

The elimination of coupon and ATP issuance responsibilities may
eliminate the need for certain administrative units at the State and local
level. In offices where coupons or ATPs are issued over the counter, the
elimination of these tasks will allow this space to be converted to other
purposes (although other space will be needed for ongoing card issuance and

training activities).

The State Agency, however, will assume responsibility for many new
tasks under an EBT system. In the Multiple and Standardized Design
approaches, the State will have to supervise the vendor's operation of the EBT

system. This supervision will include:
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. ensuring that performance standards are being met;

. reviewing vendor billings and comparing them to system
activity levels (if activity levels form the basis for
billings);

. reconciling authorized and posted issuances;

*» compiling information about EBT 1issuances and
redemptions and submitting these data to FNS; and

. compiling and monitoring other management data.

Many of these tasks will also be present in a Unitary system. In a Unitary
system, however, the State will not be responsible for managing the system

operator's contract.

The previous section noted FNS' need to be able to respond quickly
to major system problems if a Unitary EBT system is implemented. If the
State's vendor is operating the system, this need for rapid response passes to
the State Agency. Again, while the system vendor 1is responsible for

correcting any problems, State staff may need to monitor the problem and push
for immediate response.

The largest EBT-related change in administrative tasks at the State
level will be the State's new involvement in benefit redemption. In the

Multiple and Standardized Design approaches the State, through its selected

vendors, will be responsible for ensuring that the following activities are

performed:

. terminals and associated equipment are deployed in new
stores;

. retailers receive training in how to use the equipment;
. equipment is removed from stores leaving the program;

e EBT equipment is properly maintained; and

s retailers receive credit for EBT transactions.

Other changes in ongoing operations include: passing information on
new accounts and issuance authorizations to the system operator; maintaining a
recipient hotline during hours when local offices are not open; and compiling

information for FNS' reconciliation of redemptions and debits to its account

at the U.S. Treasury.
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Cost accounting for the EBT system also may be different than in the
coupon issuance systems. In a multiprogram EBT system, current cost alloca-
tion plans (assigning State and local costs to individual programs) may need
to be updated. While the same accounting unit at the State level could handle
the new responsibilities, new methods for acquiring and compiling the required

information may need to be devised.

Changes in Local Office Responsibilities

Local welfare offices will no longer be responsible for any coupon
issuance activities in an EBT system. Instead, they become responsible for
EBT card issuance and recipient training. In addition, local office staff
will need to assist in staffing a recipient hotline., Finally, local office
staff will need to learn how to access the system (through workstation
terminals) to pass information on new, lost or stolen cards to the system.
Staff will also need to know how to access the system's history file, to

assigt clients who have questions about account balances or who report

problems with specific transactions.

These new tasks may require some reorganization of local offices’
administrative structure. New units, for instance, might be established for
card encoding, recipient training and hotline staffing. Because recipients'
questions about issuances would be channeled to the hotline, caseworkers'

involvement with issuance~related activities would be decreased.

3.5 SUMMARY

Implementation of a nationwide EBT system will entail major changes
in administrative responsibilities and structure at the Federal, State and
local levels. Federal Agencies will need to coordinate efforts to establish a
multiprogram system, With respect to the Food Stamp Program, a nationwide EBT
system will affect administrative functions and relationships both within and

between FNS and State Agencies.

One organizational issue in the establishment of a multiprogram EBT
system is the need for an interagency task force to coordinate efforts at the
Federal level. This task force could address questions of appropriate system

design and development approach, needed legislative changes, and allocation of

system costs across programs. The task force would include representatives of

all Federal programs which might be served by an EBT system.
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Regardless of development approach and final system design, an EBT
system will shift the locus of program administrative responsibilities between
FNS and State Agencies. In the Multiple and Standardized Design approaches,
State Agencies will be responsible for benefit redemption ac