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Washington. DC 20006

Price Waterhouse “

August 8, 1991

U.S. Department of Agriculture
Food and Nutrition Service
Contract Management Branch
Administrative Services Division
3101 Park Center Drive, Room 914
Alexandria, VA 22302

Attention: Elaine S. Lynn
Contracting Officer

SOLICITATION RFP NO. FNS 91-20SLS
FOOD ASSISTANCE DELIVERY IMPLEMENTATION AND EVALUATION STUDIES

VOLUME I: TECHNICAL PROPOSAL
Dear Ms. Lynn:

The Price Waterhouse Team is pleased to submit our proposal to provide the referenced
assistance under a task order contract to the Food and Nutrition Service. Our project
team include Price Waterhouse (Prime Contractor), Benton International, Macro
International, Market Facts, Electronic Strategy Associates, and Burger, Carroll
Associates.

This volume contains our technical proposal and summary of qualifications. It includes a
separately bound Appendix. It has been prepared in conformance with the instructions

contained in the Request for Proposals. If you have any questions regarding our
proposal, please contact Dr. John Korbel or Mr. Joseph Casey at (202} 296-0800.

Very truly yours,

2 fi Al
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- INTERNATIONAL

August 7, 1991

Mr. John J. Korbel

Price Waterhouse

Office of Government Services
1801 K Street, N.-W.
Washington, D.C. 20006

Re: Request for Proposal
No. FNS 91-20SLS

Dear Mr. Korbel:

Benton International is pleased to be included as a subcontractor in Price Waterhouse's
proposal to the Food and Nutrition Service, and hereby commits to Price Waterhouse to
serve as a subcontractor in accordance with the termns of the RFP, in the event that Price
Waterhouse is awarded the contract under the RFP.

This letter is intended to meet the requirements of Page 65, footnote 1, of RFP No. FNS
91-20SLS, and should be so construed.

We look forward to working with you on this project.

Sincerely

James O. Howard
Chief Financial Officer

2601 Alrport Drive « Suite 370 « Torrance. Calfornia 905056136 ¢ (213) 534-2611 « FAX (213) 539-6923
747 Third Avenue « 32nd FIoor s New YOork, New York 10017-2832 e (212) 752-3020 « FAX (212) 593-379¢
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August 7, 1991

Dr. John Korbel

Office of Government Systems
Price Waterhouse

1801 K Street, NW
Washington, DC 20006

Reference: FNS RFP 91-20-SLS, Food Assistance Delivery Implementation and
Evaluation Studies

Dear Dr. Korbel:

Macro is pleased to join the Price Waterhouse Team in responding to the referenced
procurement. We believe that the resources offered by this team will give FNS a fresh
perspective on the issue of Electronic Benefit Transfer and the applicability of this
technology to FNS’ food assistance programs. We recognize that those who understand
EBT best are not necessarily those best equipped to develop instructional materials and
provide training. Macro is pleased to be working with the Price Waterhouse Team’s EBT
experts in developing instructional products that will be appropriate and cost effective.

Macro brings the team expertise in training and instructional product development; in
addition, Macro has ample resources in research, evaluation, and analysis that can be drawn
upon in future tasks. Macro has produced award winning videodisc technology applications
and was recently recognized by ABC World News Tonight with Peter Jennings as a leader
and innovator in the computer-based instruction. Macro is currently implementing a $27
million alcohol and other drug abuse prevention program in regions, states, and local
communities throughout the country.

We also look forward to the opportunity of providing expertise in future tasks. Our research
and evaluation staff have been immersed in the issues of integrated services and we believe
that our understanding of the contextual background for EBT may be helpful.

We are happy to participate in the Price Waterhouse Team, and are confident of our
abilities to provide FNS with the necessary support to move Food Stamps and other
assistance programs from paper systems to electronic systems.

Sincerely,

V& e
JoAnn Kuchak
Vice President

8630 FENTON STREET « SILVER SPRING. MARYLAND 20910 « TELEPHONE 301-588.5484 .« Fax 301-585-3180
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MARKET FACTS, INC.

Washingter,. D.C. - Chicago « New York + Los Angeles - Dallas - Boston - Terontc - Montreal - Vancouver

1776 1 STREET, N.W., SUITE 1040
WASHINGTON, D.C. 20006-3700
(202) 429-6990

FAX (202) 429-6988

August 2, 1991

Dr. John Korbel, Partner
Office of Government Systems
Price Waterhouse

1801 K Street, NW
Washington, DC 20006

Dear John:

On behalf of Market Facts, | am pleased to join with Price Waterhouse in this
proposal to FNS to provide Food Assistance Delivery Implementation and Evaluation
Studies. The team you have assembled has great strengths in all the areas needed to
assist FNS Headquarters, Regional Offices, and States in the coming transition to
operational EBT and other alternative issuance systems. The team offers highly
professional expert services in the areas of electronic funds transfer, technical assistance,
automated systems development and testlng, tralmng, policy research and program
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including both cash-out and EBT, and understand the issues thoroughly.

Of particular importance, in my view, is the ability of Price Waterhouse to give
management and technical advice completely free of conflicting interests. As a major and
highly respected accounting and management consulting firm, Price Waterhouse has a
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MARKET FACTS

Dr. John Korbel
August 2, 1991
Page 2

data. Our experience in the Off-line EBT Evaluation in Dayton is highly relevant to this
procurement, and our work to date illustrates our skills in research design and planning
for data collections and analysis. Other recent experience documents our ability to collect
policy-relevant data from difficult populations including residents of rent-subsidized
housing projects (for HUD), the elderly (for the University of North Carolina), urban low-
income households (for the Metropolitan Chicago Information Center), and rural low-
income populations (for DHHS/ASPE).

We look forward to this opportunity to continue our very successful relationship
with the Food and Nutrition Service and with Price Waterhouse. Please contact Stephen
Weber or me if you desire further information.

Sincerely,

e
b/

W. Burleigh Seaver
Vice President
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ELECTRONIC
STRATEGY
ASSOCIATES, INC.

July 30, 1991

Dr. John J. Korbel

Partner

Office of Government Services
Price Waterhouse

1801 K. Street, N.W.
Washington, D.C. 20006

Dear John:

I am delighted to be asked to be a part of the Price Waterhouse Team for
FNS 91-20SLS. I have been involved with EBT from the planning, evaluation
and "speculation" sides for several years. Having a chance to help resolve
issues and make EBT work for all involved parties is a special challenge
and opportunity to me and ESA.

Having much background in EFT and EFT networks and product development in the

US payment system, I feel I can add much to the Team. I have continued excellent
rapport with all the critical parties to EBT and that rapport should find

several uses in the project.

I have familiar with the time frames of the RFP and will be available to meet
them,

Please consider this letter a full endorsement of the Price Waterhouse approach
and effort. Price Waterhouse will bring new vitality, new skills, and a
new approach to EBT. I am pleased to be asked to be a part of the Team.

Siqcerely, o
St

Paul F; P. Coenen
President

42 Lakeshore Drive
Suite 100

Atlanta, Georgia 30067
(404) 953-1937
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Burger, Carroll Associates 2442 Cerrillos Road, Suite 218 (505) 471-0418
Santa Fe, New Mexico 87505

August 2, 1991

Joseph Casey

Price Waterhouse

1801 K Street NW

10th Floor

Washington, D.C. 20006

Dear Mr. Casey,

Burger, Carroll Associates is pleased to participate in your firm’s
response to the USDA, Food and Nutrition Service solicitation
entitled "Food Assistance Delivery Implementation and Evaluation
Studies" (RFP Number FNS 91-20SLS). We are confident that the
extensive expertise represented by your proposed project team will
provide the agency with the highest quality of programmatic and
technical consultation.

If you have any questions relevant to our participation, please
contact me at (505) 471-0418.

Sincerely,

Arthur W. Burger
Partner

BURGER, CARROLL ASSOCIATES

AB/st
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THE URBAN INSTITUTE

2100 M STREET, NW. / WASHINGTON, D.C. / (202)833-7200

Nathan Young Direct Dial:
Research Associate | (202) 857-8654
Joe Casey

Price Waterhouse

Office of Government Services
1801 K Street, N.W.
Washington, D.C. 20006

Dear Joe,

This letter is to formally express my intent to consult with Price-Waterhouse on the
Food Assistance Benefit Delivery Implementation and Evaluation Studies, independent
of, but with agreement of The Urban Institute. I anticipate that my current work schedule
makes it unlikely that I may consider work on this BOA before January 1, 1992. As
relevant tasks come up, such as review of state plans, state evaluation design, literature
reviews, and multiple state evaluations, we can discuss your needs and my availability on
an item-per-item basis.

Sincerely,

A5 ,%13

Nathan Young, PhiD:
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Food and Nutrition Service

EXE E SUMMARY

Price Waterhouse, Benton International, Macro International, Market Facts, Electronic
Strategy Associates, and Burger, Carroll Associates offer our collective resources to provide
contractor support to the Food and Nutrition Service for "Food Assistance Delivery

Implementation and Evaluation Studies."

The purpose of this task order contract is to assist FNS with research, evaluation, training
and technical assistance in relation to alternatives for delivering Food Stamp Program and other
assistance program benefits, including such alternatives as Electronic Benefit Transfer and cash
out. FNS has been involved in demonstrations and evaluations of these alternatives and, with
the 1990 Farm Bill, EBT will soon be an operational alternative for states. States are in need
of training and technical assistance as they consider alternatives and implement EBT, with the
first task under this contract geared towards providing this assistance. Moreover, with the
increasing acceptance and use of EFT/EBT technologies across the Federal and other
government levels and with the implications of these technologies for other related income
assistance programs, FNS support will be vital to the adaption and adoption of EBT at both the
Federal and state levels. This task order contract will play a key role in implementing and
evaluating food assistance and other income support methods of delivery.

The successful contractor must combine a broad mix of professional skills, resources, and
experiences to provide appropriate and effective, timely task order support. In encouraging
teaming arrangements, FNS recognizes that it is unlikely for an individual firm to possess the
requisite depth and breadth of resources to meet current and anticipated task order needs.

Among other attributes, the successful contractor must have:

Price Waterhouse
1
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] The capacity to understand and respond to FNS’s information needs both in
terms of the professional resources and experience of the contractor and in the
demonstrated understanding of benefit delivery issues and approaches.

° An approach to creating task order teams, including identifying resources,
assigning tasks, managing individual tasks, and managing multiple task order
assignments.

o A variety of staff capabilities, skills and experience in areas ranging from

project management, to research design, to POS, EFT/EBT technologies and
practices, to technical writing.

L Corporate experience in managing multiple subcontractor teams and multiple
assignment contracts, in policy research and analysis in food assistance and
related areas, and an in-depth understanding of point of sale (POS) and EFT/EBT
technologies and their application in both the public and private sectors.

° An approach to EBT training and technical assistance for FNS and states
which understands EBT technology, operations and issues and has tested methods
for developing and implementing training packages.

L An approach to management and staffing of training for technical assistance
support which incorporates the appropriate mix of EBT expertise and training
skills for broad based support on a national basis.

The Price Waterhouse Team has the capacity to respond to FNS information needs

and an in-depth understanding of food assistance delivery issues and alternative delivery

mechanisms. In both Sections I and II, we describe the roles and capabilities of our
organizations. In order to respond effectively to the requirements of this contract, Price
Waterhouse in association with its subcontractors, has formed an interdisciplinary team which
incorporates capabilities in large project management, policy research and analysis,
understanding and experience with POS and EFT/EBT technologies and practices, and training
and technical assistance at all levels of government. As mentioned above, the Price Waterhouse

Team consists of the following organizations:

o Price Waterhouse (Prime Contractor), which brings to the project team
extensive experience in project management and in particular, management of

Price Waterhouse
2
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multiple subcontractor, multiple task order type contracts; experience with data
systems design, development, and implementation; in depth knowledge and
experience in the financial services industry and applications of EFT/EBT
technologies in both government and the private sector; and the Firms vast
resources with more 115 offices across the nation.

® Benton International (BI), which is a management consulting, business research,
and systems integration organization, brings to the team extensive experience in
the development and implementation of payment systems and in addressing
technical and policy issues concerning the integration of advanced
telecommunications and computer systems. BI will provide FNS with thorough,
current, and objective knowledge regarding complex issues associated with the
application of EFT/EBT technologies to the Food Stamps and related programs.

° Macro International (MI), a broad based consulting firm, brings to the project
team extensive experience in instructional technologies, training and technical
assistance and experience in large electronic networks and processing applications
as well as in policy research, analysis and evaluation.

® Market Facts (MF), a full-service survey research and consulting firm brings to
the project team it extensive data collection and analysis capability and experience
in sample design, survey execution, data processing, and research analysis
employing a variety of statistical methods and tools.

° Electronic Strategy Associates (ESA), an association of Electronic Funds
transfer (EFT), Automated Teller Machine (ATM), Automated Clearing House
(ACH), Point of Sale (POS), and financial transaction card professionals, brings
to our project team pertinent knowledge and hands on experience with POS and
ATM networks, electronic technologies, and application of EBT systems. ESA’s
EBT experience in evaluating on-line and off-line systems for FNS will
particularly useful to FNS and the project team.

o Burger, Carroll Associates (BCA), which providing management and
information system consulting services to the public sector health and nutrition
community, brings to FNS and the project team critical experience in the design,
development, and implementation of public health and nutrition-related
information systems and in designing multi-program integrated statewide
information system networks including food assistance programs.

Together, the Price Waterhouse Team offers organizations with the complementary mix

of skills and resources and the breadth and depth required to provide effective and timely task

Price Waterhouse
3
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order support to FNS and states in implementing and evaluating food assistance delivery

mechanisms.

In Section I, we demonstrate our understanding by providing background on the Food
Stamp Program and the role of EBT in the program’s history. We review various models of
EBT and demonstrations that have taken place in the Food Stamp Program and related programs.
In order to understand the EBT and alternative delivery system implementation issues and
concerns at the Federal and state levels, we conducted an informal survey of all 50 state Food
Stamp Agencies to gain their perspective on the issues and their assessment of technical
assistance needs. We believe these views are critical to developing an effective training and
technical assistance package under Task Order 1.0 of this contract. Finally, our concept papers
on EFT security/vulnerability and implications for EBT systems; evaluation of alternative food
issuance systems; and industry standards for commercial EFT networks and the implications for
EBT systems demonstrate our understanding issues, objectives, and approaches for addressing

possible task assignments.

Finally, Section I demonstrates our understanding of the implementation assistance
requirements and the balancing between research and analysis, adaption and adoption of
EBT/EBT technologies, and the need for training and technical assistance to the FNS regions
and states. We believe this task order contract needs a contractor which brings fresh and needed
energy to the food assistance delivery area; offers a mix of skills, perspective and knowledge
of EFT/EBT, data systems, and innovative approaches to training and technical assistance as
well as policy and research capabilities that builds on the solid research base developed by FNS;
provides objectivity and independence in assisting FNS and states in considering and evaluating
delivery alternatives; can facilitate acceptance of delivery alternatives and provide linkage
between the public and private sectors; is integrated in the banking and financial services

community at the national, private sector, and state levels; can improve access to key the many

Price Waterhouse
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and diverse players in the food assistance area; and, above all, understands the immediate and
broader policy context of developments in this issue area. We believe the Price Waterhouse
Team brings these and many other attributes to FNS in addressing the requirements of this

contract.

We understand the requirements of task order contracts and offer a tested approach
for creating task order teams. As noted in Section II. A, the first step in our approach was

the creation of an interdisciplinary team drawn from six different organizations. This approach
was encouraged by the Request for Proposal (RFP) which recognized that it was unlikely for one
or even a few firms to have all the requisite skills. The next step is creating and organization
structure that effectively coordinates and deploys the resources of the Price Waterhouse Team

organizations. Key elements of our management structure include:

L A Management Team consists of Dr. John Korbel and Mr. Ran Advani, Co-
Project Managers and Price Waterhouse Partners and Mr. Joseph Casey, Deputy
Project Manager and Manager with Price Waterhouse. Dr. Korbel and Mr.
Advani bring to FNS the mix of policy research and EFT/EBT and computer
systems direction required by this and offer FNS a single point to contact for all
technical and contractual matters. Mr. Casey, as Deputy Project Manager, will
facilitate the day-to-day project management.

° An Executive Committee consisting of principals representing our Team’s firms.
This committee will review all task order requests and participate in decisions
regarding task order assignment and progress.

L A Quality Assurance Manager, Dr. Fredric Laughlin, a Price Waterhouse
Partner, who will task order performance to assurance that products and our
conduct of the assignment are consistent with the statement of work and, as part
of Price Waterhouse’s Second Partner review, assure that project documentation
and performance are consistent with our internal standards.

° Functional Leaders in broad topic areas to identify and coordinate professional
resources devoted to specific. These Functional leaders, who may also serve as
Task Manager, are in the areas of Project/Resource Management; Research
Design, Analysis, Implementation, and Reporting; EFT/EBT Technologies and
Delivery Methods; and Training and Technical Assistance.

Price Waterhouse
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With this organization structure, subsequent steps in our approach to creating task order
teams include our method for assigning tasks, managing tasks, maintaining task and overall
contract documentation. Our approach to assigning staff is to view our Price Waterhouse Team
professionals collectively rather than as resources from separate firms--that is, we use an
integrated approach to task order assignment. Our objective in creating teams, is to bring
together the right mix of skills that most effectively address task needs. Thus, we anticipate that
many of the task order teams will be integrated and draw professionals from respective firms.
The Task Managers for the various tasks will report to the Management Team and directly to

the government’s task monitor.

We bring to FNS professional staff with capabilities, skills, and experience in all
the topic areas required under this contract. As indicated in Section II. B, our project team
consist of more that -- professionals from our various firms. Many of these professionals bring
to FNS skills and experience in more than one area and thus offer to FNS greater breadth, depth
and further disciplinary integration. We identify for our senior professionals their experiences
according to the various topic areas further highlighting their potential contribution to the project
team. While this group of professionals has the requisite skill and experience in the policy
analysis and research areas, we bring to FNS particular strength in the areas of large and
complex project and project team management, training and technical assistance, and, most
importantly, in-depth knowledge of POS, EFT/EBT technologies and their applications in a
variety of settings.

Our team has significant experience in managing complex, multiple contractor,

multiple assignment contracts for the Federal government and significant corporate

experience from assignments in topic areas related to this contract. In Section II. C, we

identify and describe 18 projects (three from each of our team’s firms) that highlight our

experience in all areas of this contract. The Price Waterhouse corporate experience is

Price Waterhouse
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particularly strong in task order management, in systems design, development and
implementations, and in EFT/EBT in the government. Benton International has completed
numerous assignments in addressing EFT/EBT technologies and practices.  Macro
International, in addition to research design and analysis, provides significant examples of its
training and technical assistance experience. Market Facts enhances the project teams data
collection capabilities and our understanding of the Food Stamp Program and delivery
mechanisms. Electronic Strategy Associates provides examples of its experience in EBT
implementation particularly as it applies to the Food Stamp Program. Burger Carroll
Associates provides examples of their experience in the WIC and related food assistance

programs and understanding of automation at the state level.

Our approach to training and technical assistance for implementing EFT/EBT and
other delivery alternatives as part of Task Order 1,0 is innovative and effective. In Section

111, we present our approach to developing and delivering training and technical assistance to the
FNS Regions and State Food Stamp Agencies considering and implementing food assistance
delivery alternatives. This approach draws extensively upon our knowledge of EBT technology,
operations, and policy issues. It demonstrates our ability to select appropriate information for
disseminating and effectively conveying to Federal and state food assistance agencies. Our
approach builds on our teams knowledge base and the research conducted in preparing this
proposal. In particular our informal survey of all the states to identify their status in moving
towards EBT and to understand their technical assistance need.  Our technical approach
incorporates a training plan that understands the information needs of FNS Headquarters and
Regional Office staff, as well as state agency staff. The approach incorporates interactive video

technologies and other learning tools.

Our to the management and staffing of the training and technical assistance task
order, demonstrates our collective commitment to this area of support. Our project team

Price Waterhouse
7
“Use or discl of data ined on this sheet is subject to the restriction on the title page of this proposal or quotation. *




Table of Contents

Food and Nutrition Service

draws upon the resources of all our team members, but principally Price Waterhouse, Macro
~ International, and Benton International. This mix of professional resources draws upon our
organizational strengths and develops a staff plan consistent with the task order requirements.
This management and staffing approach reiterates the steps by which we assign and execute task

order assignments.

* ¥ X %k X

In summary, the Price Waterhouse Team consisting of six firms has been formed to
address the diverse range of skills and potential task order support under this contract to provide
food delivery assistance implementation and evaluation studies. Our tested organization structure
will allow to identify the appropriate professionals from our various firms to staff task orders
in an effective and timely manner. Our reputation for independence and objectivity will facilitate
the implementation of food assistance delivery strategies. We bring to FNS a fresh perspective
coupled with substantial experience in the application of POS, EFT/EBT technologies to both
commercial and government activities and are confident in our ability to perform under the

challenges of this task order contract.

Price Waterhouse
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L. SUBSTANTIVE CAPACITY TO MEET FNS INFORMATION NEEDS

The Food Stamp Program is confronted in the near term with the reality of implementing
a major change in the way the benefits are issued to recipients, the way those benefits are
converted into food purchases, and the way that the expended benefits flow through the national
financial system of banks, clearing houses, and the Federal Reserve. The changes associated
with the elimination of the current paper coupon system in favor of electronic benefits transfer
will result in a significant restructuring of the established state and Federal roles with respect
to food stamp administration. Finally, this change will call into issue fundamental financial

issues about the way program funds are managed and distributed and the consequent effects on

. . .
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In this section, the Price Waterhouse Team addresses the variety of issues that surround
this change. We begin in Section A with a review of the Program’s history and characteristics
and continue with discussions of key EBT/FSP issues. A significant quantity of the information
presented in these discussions was developed over the past 15 days through discussions with state
officials in all of the states, discussions with the major financial networks, and representatives
of the banking, electronic funds transfer, and merchant communities. In Section B we present

our response to each of the three concept papers called for in the request for proposals.

Finally, in Section C, we briefly review the requirements of this task order contract and
the rationale for the diverse and resource-rich team we have brought together to assist FNS in
its EBT implementation leadership role. The primary difference that distinguishes our team
from all others is that we represent an appropriate and unique balance between research and
technical implementation experience, particularly hands-on EFT/EBT technical knowledge and

applications coupled with our regulations for independence and objectivity. This balance is vital
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to well planned EBT systems for both Food Stamps as well as WIC and the other major state
administered income transfer programs such as AFDC, Child Support, General Assistance.

A. Overview of Benefit (FSP) Delivery Process and Electronic Benefit Transfer
History and Issues

In this section of the proposal, the Price Waterhouse Team addresses two goals. First,
we demonstrate our ability to develop a sound working understanding of the Food Stamp
Program. To do this, we provide a general background discussion of the Food Stamp Program
as it currently operates. Second, we demonstrate our understanding of EBT and the
implementation of EBT in the Food Stamp Program. Then, we examine a variety of aspects of
the history, current status and directions that EBT is likely to take.

1. Overview of the Food Stamp Program

In this section, we summarize the history of the Food Stamp Program, participant

characteristics, and program characteristics.

a. FSP Program History

The Food Stamp Program was first authorized in 1964 under the Food Stamp Act. The
goal was to improve the nutrition of low-income households. While the Food Stamp Program
was designed to be Federally funded, its day-to-day administration occurred at the state level.
The Act required applicants to apply in person at their local food stamp office. The 1964 Food
Stamp Act also required each state participating in the program to establish eligibility standards
for low-income households. States developed their own standards for residency, financial
resources, and household composition. As originally defined, a "household” was an economic

unit comprising a group of individuals who lived together, shared cooking facilities, and
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purchased food together. All states were required by this Act to participate in the Food Stamp
Program by 1971.

In 1971, the Food Stamp Act was amended by Congress to ensure that food stamps went
to truly needy households. Amendments were passed which transferred the responsibility of
eligibility requirements from the states to the Federal government; thus, nationally, uniform

standards applied to all people. Also, benefits were denied to communal groups.

New legislation was enacted as the Food Stamp Act of 1977. In this Act, the Food
Stamp Program was simplified, eligibility requirements were made more precise, and the number
of judicial challenges to the program’s regulations was reduced. Among some of the specific
changes to the Food Stamp Program were clarification of the program’s goals and procedures,
quality control review, and the re-definition of a household. The focus of a household changed
from one based on members sharing resources to that of individuals purchasing food and

preparing meals together.

In the early 1980’s, Congress enacted major revisions to the Food Stamp Program in an
effort to contain costs and tighten administrative rules. The Omnibus Reconciliation Act of 1981
restricted parents living with adult children and boarders from qualifying as separate households.
The intention was to prevent families claiming to purchase and prepare food separately from
forming separate households to attain larger food stamp benefits. The Omnibus Reconciliation
Act of 1982 also sought to cut the Food Program budget. This act ended eligibility for most
post-secondary students and strikers, and it required siblings living together to form one

household regardless of whether they purchased and prepared their meals together.

The next major change to the program occurred in 1985 when Congress passed the Food
Security Act. This act reauthorized food stamp appropriations and liberalized food stamp rules.
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New initiatives included a requirement for states to implement employment and training
programs for food stamp recipients, a prohibition on collection of sales taxes on food stamp
purchases, and automatic food stamp eligibility for AFDC and SSI recipients. Benefits were

raised for some disabled recipients and for some recipients earning money.

In 1987, Congress passed the Stewart B. McKinney Homeless Assistance Act, which
amended the food stamp household definition to permit parents of minor children living with
another sibling or parent to apply as a separate household if they purchased food and prepared
meals separately. The Hunger Prevention Act of 1988 increased food stamp benefits
unilaterally, eased program access and administrative rules, and restructured the employment and
training program. Among other things, the 1988 act authorized 50 percent Federal cost sharing
for state-option outreach activities and required coordination with the cash welfare program

application procedures, among other things.

Most recently, the 1990 Food, Agriculture, Conservation, and Trade Act introduced
legislation affecting the Food Stamp Program. Due to budget constraints, there were minimal
expansions to the program. Some of these amendments included some changes in administrative
rules to open up program access and strengthen penalties for trafficking, expansion of the
employment and training program, limited revisions for post-secondary students, and new pilot
projects and study commissions for welfare program coordination and electronic benefits transfer
(EBT). A key provision contained in the Farm Bill is that as of April of 1992, the states may

implement cost neutral alternative issuance systems.

b. Participant Characteristics

The Food Stamp Program is aimed at augmenting the food purchasing power of eligible

low-income households in order for them to buy a nutritionally adequate low-cost diet.
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Participants are expected to contribute 30 percent of their counted monthly cash income to food
purchases, and food stamp benefits make up the difference between the participants’ expected
contribution to food costs and the amount determined by the U.S. Department of Agriculture to
be sufficient to purchase an adequate, low-cost diet. Food stamp benefits are available to nearly
all households which meet Federal guidelines for financial, employment and training, and
categorical eligibility tests. Furthermore, those currently receiving Aid to Families with
Dependent Children (AFDC) or Supplemental Security Income (SSI) are usually automatically
eligible for the Food Stamp Program.

Generally, a "food stamp household” consists of individuals who reside, purchase food,
and prepare food together. Individuals who constitute a food stamp household must apply for
food stamps together. That is, the individuals’ incomes, expenses, and assets are combined to
determine the household’s eligibility and monthly food stamp benefit. Usually, relatives must

apply for benefits as the same household.

However, individuals or family units living together may sometimes apply as separate
food stamp households, and they each receive their own food stamp benefit. Unrelated persons
who purchase and prepare food separately may apply separately for benefits. Elderly persons
living with relatives who cannot purchase and prepare food separately due to a disability may

apply separately, given that they meet the financial requirements.

To financially qualify for food stamp benefits, a household must have a monthly income
and liquid assets below limits set by food stamp law. The counted (net) monthly income is
calculated to determine eligibility. To establish eligibility for households without an elderly or
disabled member, both the basic (gross) and counted (net) monthly incomes are used. However,
to determine eligibility for households without an elderly or disabled member, only the counted

income is used.
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Basic or gross income includes all of a household’s cash income. However, there are
some exclusions to basic income, among some of these are loans, income received for the care
of someone outside the household, income earned by school children, the cost of producing self-

employment income, and unanticipated, irregular, or infrequent income, up to $30 a quarter.

Counted or net income is computed by subtracting certain deductions from a household’s
basic monthly income. For households without an elderly or disabled member, the deductions
from basic income are: an inflation-indexed (each October) "standard deduction” set at $116
a month in fiscal year 1991; 20 percent of any earned income, in recognition of taxes and work
expenses; out-of-pocket dependent care expenses, when related to work or training, up to $160
a month for each dependent; any shelter expenses, to the extent they exceed 50 percent of
counted income after all other deductions, up to an inflation-indexed ceiling set at $186 a month
in fiscal year 1991. For households with an elderly or disabled member, the same standard,
earned income, and dependent care deductions as above apply, and other deductions include any
shelter expenses, to the extent they exceed 50 percent of counted income after all other
deductions, with no limit, and any out-of-pocket medical expenses that are incurred by an elderly
or disabled member, to the extent they exceed a threshold of $35 a month.

In addition to income criteria, recipients must have counted "liquid" assets that do not
exceed Federally prescribed limits. Except for households automatically eligible for food stamps
because they receive AFDC or SSI, households without an elderly member cannot have counted
liquid assets above $2,000, while households with an elderly member cannot have counted liquid
assets above $3,000.

Counted liquid assets include cash on hand, checking and saving accounts, savings
certificates, stocks and bonds, and individual retirement accounts. Other "less liquid" assets are

also counted, such as a portion of the value of vehicles and the equity value of property not
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producing income consistent with its value. The values of a recipient’s residence, business

assets, personal property, and burial plots are not included in counted assets.

Besides financial eligibility requirements, the Food Stamp Program also has employment
and training related and "categorical” tests for eligibility. The employment and training tests
require that certain household members must register for work, accept suitable job offers, and
fulfill work or training requirements established by state welfare agencies. Furthermore, there
are a number of categorical rules which automatically grant or deny benefits to certain groups
of people. Most people receiving AFDC and SSI are automatically awarded food stamp benefits.
However, those people who are strikers, illegal or temporary resident aliens, or institutionalized

are denied food stamp benefits.

In 1990, approximately 20 million Americans participated in the Food Stamp Program,
representing about 8 percent of the total U.S. population. According to several 1984 studies,
certain demographic groups were more likely to participate. Most families receiving AFDC also
receive food stamps. However, participation rates for households with elderly members were

lower.

C. Program Characteristics

The regular Food Stamp Program, administered by the Food and Nutrition Service
(FNS), operates in all 50 states, the District of Columbia, Guam, and the Virgin Islands. In
these areas, the Federal Government is responsible for virtually all of the rules governing the

program. Alternative programs are offered in Puerto Rico and the Northern Mariana Islands.

The FNS and other Federal agencies have roles in the administration of the Food Stamp

Program. One of the FNS’s responsibilities 1s to establish guidelines and regulations for the
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state welfare agencies to follow. The FNS defines eligibility requirements, benefit levels, and
administrative rules. The FNS also prints food stamp coupons and distributes them to welfare
agencies and approves and oversees participation by retail food stores and other outlets. Other
Federal government agencies assist the FNS with the administration of the Food Stamp Program:
the Federal Reserve System redeems foods stamps for cash; the Social Security Administration
provides social security numbers for recipients, provides limited application “intake" services,
and provides information to verify recipients’ incomes; the Internal Revenue Service provides
assistance in verifying recipients’ incomes and assets; the Immigration and Naturalization Service

confirms alien applicants’ status.

The local welfare agencies of the states have responsibility for virtually all of the client-
oriented administration of the Food Stamp Program. Essentially, they are responsible for the
day-to-day management of the program. State local welfare agencies determine eligibility,
calculate benefits, and issue food stamp allotments, while following Federal guidelines.
Furthermore, these local agencies have a major role in carrying out employment and training
programs, and they have some say in the administrative features of the program, such as the

method by which food stamps are issued.

The Food Stamp Act allows certain program options. For example, they authorize
demonstration projects to test program variations that might improve operations. Or, states are
allowed to require "monthly reporting” and "retrospective budgeting” for parts of their food
stamp caseload.

For the most part, funding for the Food Stamp Program is the function of the Federal
Government. The Food Stamp Act provides 100 percent Federal funding of food stamp benefits.

The Federal Government is also responsible for its own administrative costs, such as overseeing
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program operations, printing and distributing food stamp coupons, or redeeming food stamp

coupons through the Federal Reserve.

States and other jurisdictions have financial responsibility for significant administrative
costs and liability for erroneous benefits determinations. Basic day to day administrative costs
are shared equally between the Federal Government and the states. The cost of optional
outreach activities is eligible for a 50 percent Federal match. Furthermore, the cost of
employment and training programs for food stamp recipients is split between the Federal and
state governments: each state (or other jurisdiction) receives a Federal grant for basic operating
costs (a formula share of $75 million), and additional employment and training program

operating costs are eligible for a 50 percent Federal matching share.

Food stamp benefits are issued as a coupon booklet. The smallest coupon denomination
is $1. If change of less than $1 is due on a food stamp coupon, it is given in the form of cash.
Food stamp coupons are most often used to purchase food items for home preparation and
consumption. Other approved uses of coupons include seeds and plants for use in gardens to
produce food for personal consumption, meals prepared through approved communal dining
programs for the elderly and SSI recipients, and meals prepared and served to residents of drug
addiction and alcoholic treatment programs or shelters for battered women and children. Food

stamps are not allowed to be used for purchase of alcohol, tobacco, or hot foods intended for

immediate consumption.

The Food Stamp Program interacts with other cash assistance programs. It is
administratively linked to cash welfare aid at the state and local levels, and its recipient
population is made up largely of recipients of other government benefits. The same welfare
offices and personnel administer the Food Stamp Program, AFDC, and general assistance.

Usually, applicants jointly apply and interview for food stamps and other income support;
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however, this co-administration does not extend to most elderly or disabled persons because their

SSI cash assistance is usually administered through the Social Security Administration.

2. Electronic Benefit Transfer and the Food Stamp Program

In this section we examine a variety of topics and issues regarding Food Stamp EBT.

These topics and issues include:

Food Stamp EBT Demonstration programs in the United States
Possible development paths for nationwide EBT systems

EFT technology and food stamp EBT

State EBT implementation

Alternative forms of food stamp benefit delivery

The EBT players

Description, history, and future of EBT in other benefit programs

a. Food Stamp EBT Demonstration Programs in the United States

To date, the Food and Nutrition Service has sponsored eight EBT research and
demonstration programs for Electronic Benefits Transfer, and four cash out demonstration
programs. EBT programs include demonstrations that employ both on- and off-line technology
and involve one to five public assistance programs. Cash out programs can also involve
numerous programs. EBT demonstration cites, type of demonstration, type of technology, and
number of programs involved are displayed in Exhibit I-1. This section describes the major
demonstration programs through the United States, including a description of each

demonstration, and opinions of Food Stamp Directors from each state as follows:
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Exhibit I -1. EBT Demonstration Programs in the United States

Demonstration Type | Technology Number of Programs
Ramsey County, MN EBT On-line 5
Albuquerque, NM EBT On-line 3
Dayton, OH EBT Off-line 1
Maryland EBT On-line 4
Reading, PA EBT On-line 1
Camden, Essex, Hudson, NJ EBT On-line 2
Cedar Rapids, 1A EBT On-line 2
Wyoming EBT Off-line 1
Washington Cash out N/A 2
San Diego Cash out N/A 1
Alabama Cash out N/A 1
Alabama ASSETS Cash out N/A 1
L Ramsey County, Minnesota. Ramsey County, the largest county in Minnesota,

has an EBT demonstration program that combines the largest number of programs
on one system of all of FNS’s demonstration programs. Although the Food
Stamp program is not presently part of the system, Aid to Families with
Dependent Children has been operating for the last few years. The Ramsey
County EBT system allows cashing out of Supplemental Security Income for up
to 9,500 assistance program recipients, and when fully operational will allow
13,000 food stamp recipients to receive their benefits at 265 POS terminals in the
region.

Minnesota officials have indicated that the most important aspect of EBT to
consider is the cost of the system, which may be prohibitively high if only one
program is included on the system. This will be detailed in Section I-9.

] Albuquerque, New Mexico. Albuquerque, the largest county in New Mexico,
has an EBT program that encompasses food stamps, AFDC, and child support
programs. The demonstration covers 11,000 food stamp recipients and 5,000
AFDC households. The system, which is integrated with a major bank that
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serves as operator and clearinghouse, allows recipients to draw cash assistance
through the local ATM network or through one of 280 POS-equipped retailers.
New Mexico officials have indicated that their system cam be strengthened with
improved control over the operator/clearinghouse bank and with better cost/
benefit analysis techniques.

Dayton, Ohig. Dayton, Ohio is currently in the process of establishing an EBT
system that will utilize off-line smart card technology. The smart card will
contain a 64K computer chip for off-line processing. The system is currently in
development (officials have indicated the system will start before the Spring 1992
projected start-up date), and will be operated by the National Processing
Corporation.

Maryland. Maryland is currently operating a food stamp/AFDC combination
EBT system in the Baltimore area, and plans to expand that program to the entire
state. The program, owned by the state, is mandatory for all participants, and all
recipients must complete a training session. Benefits are delivered for all
programs on a single card through the local ATM network and through POS
devices. Maryland officials have indicated that the major problems in the system
to date have been that the costs of the system have been exceptionally high and
that the costs of operating only one small district far outweigh any savings. Itis
necessary to have a large recipient base in order to realize any cost savings.
Projections have indicated that when the system becomes more widespread,
almost $2 per recipient per month may be saved.

Reading, Pennsylvania. This seven year old program serves approximately
7,000 of 8,509 eligible households in Reading, Pennsylvania. Although the
present EBT system in Reading involves only the Food Stamp Program,
Pennsylvania is considering expanding the system to include AFDC and General
Assistance (GA). The program eliminated mail losses, coupon handling costs,
and coupon production costs and reduced theft, although it was more expensive
than the paper system. State officials have indicated that any system operator
vendor must be carefully watched to insure that the state’s benefits program is
operated according to state guidelines. In Reading, vendor experiences with
welfare recipients were unacceptable to the state, leading to a state agency
takeover of the process.

Camden, Essex, and Hudson Counties, New Jersey. These three largest

counties in New Jersey are still in the process of preparing an RFP for an EBT
system which will combine Food Stamp and AFDC Programs. The purpose of
the New Jersey project will be to test EBT in low-income areas.
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Cedar Rapids, Jowa. Cedar Rapids, Iowa has had an EBT demonstration
program for its AFDC recipients for two years, and is almost ready to integrate
the Food Stamp Program. The program is government owned, with voluntary
participation. Recipients are permitted to use existing ATM and POS terminals
to withdraw their benefits. This system is the only demonstration program that
is integrated with an existing commercial system, but is facing severe budgetary
cuts which may hinder future development of the state’s participation in the
system.

Wyoming. The current EBT demonstration program in Wyoming is focused
solely on the Women, Infants, and Children Program. Presently the system uses
off-line technology, but since the state is sparsely populated, state official are
cautious about adding new programs to the system.

Washington. The State of Washington utilizing EBT operations of its Family
Independence Program, which fills the functions of the AFDC program, provides
incentives for education and employment, provides work training, and cashes out
the state’s Food Stamp Program. The program is in 15 test cities. The pilot
program delivers benefits to approximately 10,600 food stamp households, 12,700
cash assistance households, and 27,500 Medicaid households. Recipients use
access cards to obtain grant benefits through 140 ATMs in the ACCEL network,
and food stamp benefits are available through POS terminal at 406 stores.

San Diego, California. San Diego, California, is presently operating a cash-out
program of its food stamp and AFDC operations. Each month, recipients from
both programs receive one check, which combines their benefits for both
programs. San Diego would like to integrate the system with a local ATM
network, allowing recipients to receive funds through ATMs rather than by
check. The program and alternatives are currently being evaluated by FNS.

Alabama Cash-out. The Alabama cash-out demonstration program has 2,100
households receiving food stamps as cash for eight months. The program will
subsequently be evaluated by comparing household expenditures and food use of
this group to a control group not participating in cash-out.

Alabama ASSETS. The Alabama ASSETS (Avenues to Self-Sufficiency through
Employment and Training Services) program is allowing households participating
in three program sites to cash-out their food stamp benefits. Food consumption
and expenditures of these recipients will be compared to a similar group that does
not cash-out food stamp benefits.
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( b. Possible Development Paths for a Nationwide EBT System |

~B_1 3

Electronic Benefits Transfer (EBT) system is a desirable goal, there are three alternative

approaches to implementation of such a system:

L Multiple Design Approach. Each state is allowed to develop its own EBT system
based on specified system functional, program, and/or performance specifications
established by FNS.

° Standardized Design Approach. Similar to Multiple Design, except FNS also
requires each system to conform to a set of design parameters.

L Unitary Design Approach. FNS develops and operates an entire national system,
bypassing development and operations by states.

Each approach has advantages and disadvantages from the viewpoint of FNS policy
objectives, financial objectives, and from overall technical feasibility. A more detailed

description of each approach as well as their advantages and disadvantages are provided below.
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Under the MD approach, each state develops its own EBT system either on its own or
with the assistance of a contracted vendor. Although many of the resulting states’ systems will
be similar in several respects (due to the fact that they will be required to meet general
functional requirements set by FNS and are most likely to use existing commercial POS
software), differences would arise due to the fact that each system would be put together by a
different vendor and/or state, and that each system would be designed to meet the individual

needs of its states. Some of differences in these systems could include:

- Use of on- or off-line EBT technology

-- Benefit programs included

-- Degree of integration with commercial systems

-- Entity which authorizes transactions

-- Treatment of manual back-up procedures

-- Hardware, software, and telecommunications configurations

These differences are described below.

] On-line or Off-line Technology. Although most demonstration programs in the
U.S. use on-line technology, both on- and off-line technological options offer
advantages and disadvantages. An on-line system utilizes a centralized computer
responsible for all transactions at the time of the transaction. For example, when
a food stamp recipient wishes to make a transaction, s/he uses a debit card at the
point of sale. A point of sale (or POS) terminal machine immediately transmits
data received from the debit card (and the user’s personal identification number)
to a central ’host’ computer, which authorizes the transaction and notifies the
terminal whether or not the transaction is authorized or denied. The host
computer contains information regarding the availability of a recipient’s funds,
and updates that information as necessary. The host computer also credits the
retailer’s account. If a request for cash disbursement through an ATM is
involved in the transaction, the host computer also authorizes cash to be
distributed.  Furthermore, the central computer periodically reconciles its
accounts with Federal accounts. Some states may adopt Reading-like stand-alone
systems, but given the high front-end cost of this approach, integrating with an
existing EFT bank and switching systems is likely to dominate.
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An off-line system requires more information at the point of sale. For example,
when a food stamp recipient wishes to make a transaction, s/he presents a debit
card at the point of sale. However, in contrast to the terminal/host computer
scenario described above, the debit card itself acts much like the host computer.
The card (which can be a magnetic stripe, integrated circuit or *smart’ card, laser
card, etc.) contains information regarding the availability of funds and the user’s
identification number. The point of sale terminal reads this information,
authorizes or denies the transaction, updates the debit card, and stores a log of
all transactions during the day. At off-peak hours, the POS terminal transmits
this data to a centralized host computer. The information is then passed along to
financial institutions as it would be under an on-line system.

An on-line system offers the advantage of centralized information on account
balances, and is thus less susceptible to fraud, but can be slower than an off-line
system. An off-line system can work more rapidly and in places where
telecommunication technology is not advanced, but if code on the debit cards can
be replicated, the system would be susceptible to fraud. Also, off-line terminal
equipment is more expensive, and stolen off-line debit cards would be difficult
to trace.

Benefit Programs Included. Although many of the demonstration programs
throughout the country encompass only one Federal assistance program, most
states planning to utilize EBT technology plan to eventually reap the economies
of scale offered by including multiple assistance programs on a single EBT
system. Programs that could also utilize EBT technology include:

- Aid to Families with Dependent Children (AFDC)
-- General Assistance (GA)

-- Refugee Assistance (RA)

-- Social Security

-- Medicare

- Child Support

-- Emergency Housing Assistance

-- Supplemental Security Assistance (SSI)

Under the MD approach, each state could decide which programs to include on
its EBT system, provided that Federal agencies approve of including programs
they fund on the system. However, certain difficulties could arise in including
multiple programs on one network, since some programs have cash use
restrictions that others do not (i.e., food stamp benefits might not be available
through ATMs as cash, while Social Security benefits might be).
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Degree of Integration with Commercial Systems. Another major design

decision for states wishing to utilize EBT technology is the extent to which the
state will integrate its system with existing commercial ATM and POS networks.
Such service would improve service to participants by allowing access to existing
ATMs. Furthermore, the private sector keeps up with state-of-the-art technology
to a greater extent than government. Integration would also lower development
and start-up costs to the government, since the system would either use the
existing POS terminals and commercial telecommunications facilities or would be
able to share the costs of development and start-up with the private sector.

Almost all state officials we interviewed indicated that their state would not
consider development of EBT systems without participation by the private sector.
Most states plan to allow the private sector develop ATM/POS technology on its
own, and add its benefit programs when the commercial networks have matured.
These states have indicated numerous reasons for this reluctance to develop
ATM/POS technology on their own, including:

- It is still unclear whether the POS market offers cost savings
-- Start-up costs are extremely high

-~ Technology has not matured

- The private sector will develop this market on its own

Entity Which Authorizes Transactions. State Agencies that have selected an
EBT system design must decide the entity which will operate the system; that is,
the Agency or an outside contractor. If a vendor operates the system, it will
acquire and authorize EBT transactions, switch non-EBT transactions to other
authorizers if the system is integrated with a commercial network, and settle the
system accounts. The vendor must be responsible for incoming transactions from
multiple acquirers (if necessary) and its own retail terminals. The vendor must
also be responsible, if necessary, for authorizing transactions for the assistance
programs as well as routing some transactions to card-issuing institutions which
authorize their own transactions. Under this model, the state’s main involvement
is generation of an Issuance File, which provides details of those who are eligible
to receive benefits. The vendor under this model could be either a network
switching vendor, a financial institution, or an acquirer. The vendor and
acquirers perform all retailer EBT settlement activities in this model, including
reconciliation and posting.

If the state authorizes transactions, the switching process stays as described
above, with the exception of the Client Authorization File. Under this model, the
vendor routes transactions involving assistance programs in the same fashion as
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ii. Standardized Design Approach

The Standardized Design (SD) approach to developing an EBT system with nationwide
coverage is similar in most respects to the MD approach. Under SD approach, FNS would
specify functional and special program requirements for each EBT system, and possibly
performance requirements. States would be given the decision of whether or not to utilize an
EBT system. Unlike the MD approach, the SD approach would specify some required design

parameters. Reasons for restricting design approaches include:

] Ensuring the Availability of Interchange. In order to achieve interchange
between states, FNS must specify certain design elements for each state’s system.
These design elements would include such items as the format of information
within the debit card and the format of messages sent between the terminal and
the switches. System aspects which must be controlled are described in the ABA
guidelines for POS debit systems.! Although FNS could require system
specifications which are different from the commercial norms, this would
necessitate a stand-alone system. Interviews with state food stamp program
directors have indicated that due to cost considerations, a stand alone system
would be far too costly, and ’piggy-backing’ on private sector systems is the
preferred (or the only possible) route.

° Ensuring Compatibility with Commercial POS and ATM Networks. If FNS
adopts the ABA guidelines referred to above, compatibility with existing networks
should not be complicated. However, it should be noted that although most
commercial networks are presently conforming to or are planning to adopt the
ADA standards, not all systems nationwide conform to the standards. Although
this does not prevent interchange, it makes it more difficult.

o Protecting System Integrity. In order to protect against fraud, FNS may choose
to adopt certain guidelines to protect the system’s integrity. This could entail:

! ABA guidelines include standards for 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; personal identification number (PIN) generation, assignment, delivery and
issuance, and replacements; PIN pad key layout; and PIN encryption and verification procedures.
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-~ Verification of the card user’s identity

-~ Verification that the terminal POS is at an authorized retailer

-~ Reconciliation of benefits posted to a recipient’s EBT account

- Reconciliation of daily transactions against recipients account balance
-~ Restriction of access to the system

--  Periodic review and audits

--  Training requirements

] Protecting Retailer and Recipient Interests. In order to insure that retailers and
recipients will accept the EBT system, it may be important for FNS to adopt
guidelines to assure their interests are represented. Such guidelines include:

-~ Minimum transaction time

--  Minimum time for credit to retailer account

--  Maximum system down time allowed

--  Guarantee of credit to recipient’s account on a certain day of the month

° Improving Cost Effectiveness. FNS might find that some system designs are the
most cost effective, and require their use. For example, an SD approach mode
most likely mandate either a on-line or off-line system, since it would be
extremely costly to operate POS terminals that could handle both systems (i.c.,
an on-line terminal that can read a smart card or an off-line terminal that can
communicate with a national network during the regular work day).

(33

iii. nitary Design Approach

Both the Multiple and Standardized Design approached to developing a nationwide EBT
system require that each state Agency develop or procure the means to authorize EBT
transactions initiated at POS terminals and to settle these transactions. In the Unitary Design
(UD) approach, FNS would bypass much of the development and operations effort at the state

level and would develop and operate a national EBT system.

A unitary EBT system could involve either centralized or regional authorization of EBT
transactions. In a centralized system, all POS transactions would be sent either directly or via

switching mechanisms to a national central computer for authorization. In a regional system,

Price Waterhouse
1-20
"Use or disclosure of data contained on this sheet is subject 1o the restriction ou the title page of this proposal or quotation.*



Table of Contents

Food and Nutrition Service

a single processor within each region would be responsible for maintaining the EBT database
for all food stamp recipients within that region. In this system, the regional processor would
also have to act as a switch for transactions that involve a recipient outside of his/her region and
would also have to upload its information to a national mainframe. In both systems, the national
processor would settle each day’s activity by processing the day’s transactions and initiating a
funds transfer from the U.S. Treasury to depository institutions. Under the UD approach, states
would be responsible for sending EBT issuance authorization files to the central or regional

processor.

The UD approach allows the advantages of uniformity of data, reports, and administrative
functions. It would also facilitate the reporting of EBT system activity to FNS national
headquarters and regional offices. However, there seem to be numerous obstacles to this

approach, including:

° This approach is counter to the approach used in many of states operating
demonstration programs

° FNS would be in charge of many functions better operated on a local level, such
as training and retailer recruitment

o The cost to the Federal government could be exceedingly high, as it would be in
charge of all system aspects

iv. The Possibility of Non-statewide Implementation

The available FNS reports on nationwide feasibility clearly suggest that states will
implement EBT on a state-wide basis. Where there is allowance for staged implementation, the
expectation is that 100 percent EBT is the logical outcome of any of the three systems
approaches describes above. However, analysis of current EFT network spacial distributions,

the concentration of food stamp participants, and the expressed need by states to 'piggyback’
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suggest that this may not occur as quickly as anticipated. Interviews with state officials
conducted as part of our preparation for this proposal confirm that many states agree that
although EBT systems are likely to be most efficient in densely populated areas with high
concentrations of merchants, recipients, and EFT penetration at the merchant level, in more rural

areas the current paper system may be the most efficient means of benefit distribution.

c. EFT Technology and Food Stamp EBT

The electronic infrastructure for processing payment transactions generally involves
debiting one account and crediting another is referred to an electronic funds transfer (EFT).
EFT in its simplest form allows the consumer’s and the merchant’s bank to communicate
through an intermediary. These intermediaries include Automated Clearinghouses (ACH) and
more recently networks that tie financial institutions together. The banked consumer participates
in this system when checks written to a merchant are forwarded to an ACH and funds are
transferred from the consumer’s account in one bank to the merchant’s account in another bank.
However, check cashing (and to a lesser degree coupon processing) has costs associated with
processing and collections for checks written in excess of balance available in the account. In
recent years, largely in an effort to speed the transfer of funds, to increase the efficiency of
payment processing, and to improve customer services, financial institutions have installed
automated teller machines (ATMs) and point-of-sale (POS) debit terminals in rapidly increasing
numbers. ATMs permit the banked consumer to perform the less complicated functions of
balance-available checking, transfer of funds between accounts at a single bank, and direct debit
cash withdrawals. ATM networks were originally bank-specific, but quickly advanced to
regional systems and national systems such as PLUS and CIRRUS. In 1990, it was estimated
that approximately 500 million ATM transactions were made each month using ATMs. POS
terminals, while having the potential to support similar activities, are most often used to process

transactions against credit accounts such as VISA or Mastercard. Increasingly, they are being
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used as a way of direct debit against customer accounts; in effect replacing check writing.
Recent efforts by Mobil and Exxon to incorporate direct debit POS as a purchasing option in all
their gasoline stations demonstrate the potential of this system. One important point is that the
software used for ATMs is significantly different from that used to drive POS systems.

What makes these systems attractive from an EBT standpoint is the fact that the networks
that have developed to support ATM and POS interconnect many banks. It is these shared
networks that make EBT possible for food stamps and other state-administered and Federally
administered benefit and retirement payment systems that serve large numbers of unbanked
recipients. The key to making EBT work is access to a data base containing appropriate
authorizing and "account” balance-available data and uniform use of a standard set of rules

governing access and communication.

In this section, we provide a summary of the ATM/POS technology.

i. Shared Networks

The EFT systems of interest -- shared networks -- consist of four basic components:

ATMs and POS terminals

An Intercept Processor

A Network Switch

A Back-end (or Account) Processor

These components are displayed in Exhibit I-2. The ATMs are account-holder operated
and therefore conform to Regulation E guidelines controlling access to account information.
Because POS machines are not typically account-holder operated, especially in food stores, there

are potential problems associated with the display of balance remaining and print outputs. The
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ATM is accessed by a plastic card with a magnetic stripe containing a unique account number
and encrypted personal identification number (PIN) all conforming to industry standards. In an
on-line EBT configuration, this card would be technically identical to any banked customer’s

card except for the decorative non-embossed non-stripe information on the card.

The ATM is connected via telephone line to the Intercept Processor which contains the
software needed to drive the ATM. The intercept processor may be a financial institution or a

third-party data processing vendor. The intercept processor provides the following functions:

° Handles reporting and performs ATM monitoring, diagnostics, and notifies the
operator of out-of-service conditions.

® Authorizes cardholder transactions and provides reporting, maintains system
parameters, interfaces with the back-end processor, and routes transactions to and
from the switch.

The software needed to perform these functions is readily available (off the shelf) and no longer

requires extensive specialized code development.

The Network Switch is essentially a complex electronic communications signal processor.
It routes all shared transactions except those that are proprietary (within the institution that may
operate the switch) and acts as a network "traffic cop.” Switches can be provided by data
processors that are owned by a network entity, a financial institution, or a third-party data
processing vendor. The switches charge a per transaction fee for each transaction that uses the

network to communicate with the account bank.

Finally, the Back-end Processor is the data processing service used to maintain cardholder
balances, post settlement information, approve or provide information needed to approve

transactions, and is responsible for hold placement, Regulation E compliance, and customer
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service which includes card issuance. Typically the Back-end Processor is the account-holder’s
bank or a third-party data processing vendor under contract with the bank. In a food stamp EFT

context, this is likely to be the State Agency or a processing contractor under contract to the
state.

The actual mechanics of an ATM/POS transaction involve the following sequence of
events, all of which conform with existing standards (though functions offered may vary
depending on what the member institutions want to offer customers. After the customer (or the
clerk in a food store) initiates the transaction at the terminal by swiping the card and entering
the account-holders PIN (in a food store, the customer would do this, not the clerk), the

following occurs:

® The ATM/POS terminal communicates the card account and PIN (encrypted),
transaction type, and dollar amount to the intercept processor which in tum
communicates it to the switch, the switch to another intercept processor, which
communicates to the appropriate back-end processor.

. The transaction is approved or denied based on insufficient funds to cover the
transaction and the funds are disbursed or the funds are authorized for transfer
to the merchants account.

L Each evening, these transactions are accumulated and settled between financial
institutions. That is, the terminal owner and the card issuer bank/agency transfer
funds to achieve a zero net balance.

° The transaction is posted to the customer’s account by the morning of the next
day.
* Subsequently, the intercept processors reconcile the transactions.

While this system can fail at any of the four key points, an operational status in excess

of 95 percent is routinely achieved. Using these networks to effect EBT transfer would require
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poor and does not inform decisions about which approach to use. Off-line systems accumulate
transactions at the point of sale during the operating day. This information is then accumulated
and transferred electronically to the ACH. This system is much like check processing where
the stores scan the MICR code on checks. The ACH, in concert with the Federal Reserve
process this information, applying debits against customer and program participant accounts and
credits to the merchant’s account. Vons Grocery Company in Los Angeles is an example of
this. The arguments in favor of this off-line direct debit approach are that it provides faster
check-out times than those offered by on-line systems, allows the store to control which
networks it wants to use, and it allows the merchant to offer the same degree of float associated
with check writing. Some food stores have invested in off-line technology using their own
proprietary debit card system. However, these benefits are generally offset by the cost of
issuing cards, maintaining data bases, and collecting for funds in excess of balance available.
Moreover, on-line transaction times are improving and the cost of on-line connections is
approaching that of off-line connections. Lastly, on-line systems provide much more powerful

control of fraud and abuse.

iv. Smart Cards

An alternative form of benefits transfer is the smart card, a card capable of storing data
and having data contained on the card changed by authorized read/write systems operated in
stores as well as at banks or local welfare offices. Smart cards are typically off-line systems
since the card itself contains authorization and benefit-available (current balance) information.
The in-store smart card stores data and transmits the accumulated information to a master file.
Updating of monthly benefits and eligibility status must be done to the card, requiring visits to
local welfare offices or other issuance office. Smart cards have great promise for WIC which

must capture extra data.
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d. Stages of EBT Implementation

Recently, FNS released a contractor-prepared report outlining the major activities a state
must manage when establishing an EBT system. Without evidence to the contrary, we assume
that this report reflects the implementation logic that FNS intends to follow over the next four
to five years. As such, this logic will shape the assistance provided in the proposed effort.
These stages, described in Exhibit 1-4, are system design, system prototype, system testing, and
implementation. This section summarizes each of the steps, and many of the tasks required for
completion of the major steps. However, our extensive interviews of state food stamp officials
in the 48 states indicated that most states will need technical assistance in areas well before the
system design stage. The final subsection focuses on another, initial, stage of implementation,

the decision to use EBT, in which many states will need technical assistance.

i. System Design Activities

The design stage is one of the most critical phases in the process of establishing an EBT
system. The system design will determine what program functions the system will perform and

essentially how well the system will perform. The process involves five sequential steps:

Assembling an EBT Project Team

Choosing an EBT system model

Defining the system’s functional and performance requirements
Preparing a system design

Reviewing the system design plan

Each of these steps is described below:

o Assembling an EBT Project Team. Regardless of the state’s decision to conduct
most of the design work on its own or by means of a private contractor, each of
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these steps must be completed and the state must choose an EBT Project Team
that will oversee system design, development, testing, and implementation. This
Project Team will need not only experts in the Food Stamp Program
requirements, program operations, and state computer systems, but members who
have an understanding of POS/ATM technology, Federal and state laws that
might affect implementation, and experts in industry ATM/POS design and
implementation standards.

Choosing an EBT System Model. The state must also choose what type of
system it will use, which programs will be on the system, and whether the system
will be integrated with existing or developing commercial systems. A food stamp
only program might be the most inexpensive to implement, but a system that
integrates multiple programs might be the most cost effective in the long run.
Interviews with state officials have indicated that most states are interested in
these types of integration from cost and from service standpoints. This task is
more difficult in stand-alone systems, but far more streamlined if an integrated
approach is used.

Defining the System’s Functional and Performance Requirements. The design
for an EBT system must take into account the system’s functional requirements.
The requirements will define how the EBT system will perform tasks necessary
to accomplish five major functions:

- Authorization of access to benefits
-- Provision of food benefits to recipients

-- Granting credit to retailer and to financial institutions for benefits
redeemed

- Reconciliation of system accounts and production of management reports
-- Management of retailer participation

Although 1t is possible at this stage for a state to opt for a customized system, our
interviews with state officials have indicated that budgetary constraints and the
desire to integrate with existing commercial systems will preclude any desire to
establish a customized system.

The EBT system design must include other design requirements that address
system capacity, performance standards, requirements for integration with
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program operations. The EBT system must have sufficient capacity to handle the
expected peak load and overall activity in its pilot area, and it must have the
capacity to accommodate the state’s long-range plans. EBT system performance
requirements that should be established include reliability, down time, response
times, and ease of use. These requirements will insure that users and financial
institutions will accept the new system. Finally, the system design should
determine the configuration of the EBT system. This includes the plan for any
necessary upgrading of the state’s computer systems, and for identification of any
hardware requirements, such as a telecommunications system, POS terminals,
printers, debit card manufacturers, and balance inquiry devices.

o Preparing a System Design. A detailed system design must next be prepared,
which describes functional, performance, and hardware requirements. The design
document should also describe functional and user requirements, roles of program
participants, performance standards, system configuration, and testing and
implementation schedules.

o Reviewing the system design plan. Finally, a design review must be completed,
either as an ongoing process or as a formal task. This review should be a
comprehensive assessment of the logic and viability of the detailed design. The
system design should be reviewed by any interested system user, such as
operations staff, retailers, and financial institutions. System design should also
be reviewed as part of an ongoing process by state personnel.

ii. System Development Activities

In its effort to develop a statewide EBT system, a state has three options. It can develop
its system with in-house resources, it may contract out (a turn-key approach), or it may contract
out part of the development, essentially serving as co-developer of the system. The first
approach offers the state maximum autonomy in developing its system, but seems unrealistic due
to the financial and personnel resources it would require. The turn-key approach would be the
least expensive alternative to the state, but effective contract negotiation would be vital and state
employees would still need to provide assistance in integrating the system with existing state

computers. The co-development approach would allow the state to have closer oversight and
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more input into system development. Tasks that must be accomplished no matter which

approach the state chooses include:

Writing and debugging system software o
Preparing equipment and communications facilities -
Testing the system '
Documenting the system design and operating procedures” -

reparing for EBT implementation o

These steps are described below.

o Writing and Debugging System Software. The goal of writing and debugging
EBT system software must be accurate and efficient processing of all system
functions. This should be achieved through integrated testing, with repeated
testing for software that proves troublesome. The degree to which this step will
require resources will depend on the complexity of the system, the availability of
pre-programmed software, and the extent to which existing software must be
modified.

° Preparing Equipment and Communiecations Facilities. Another important task
in insuring the proper development and testing of software is preparation of
computer equipment and the communications facilities. Developers must access
the type of equipment specified by the system design, and should conduct
integrated testing on the actual configuration that will be used in operations. This
process might also include procurement and testing of new equipment. An EBT
system must have adequate telephone line access to support peak-period demand
for communication with POS terminals, balance inquiry terminals, and remote
workstations. The state development team should review line requirements
identifies during the design stage, determine the availability of existing lines to
meet these requirements, and arrange for installation of any additional lines
necessary.

° Testing the System. Interim system testing is necessary to ensure that EBT

encompass all functional specification, capacity requirements, performance
standards, and interfaces between the EBT system and other systems. Tests
should be completed in an environment as similar as possible-to the actual
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working environment, with oversight and/or participation by the state to ensure
the desired results and to begin to familiarize staff with the new system.

Documenting the System Design and Operating Procedures. The EBT system
development Project Team should devote substantial time to documenting the
system design and the operating procedures. This documentation should reflect
any changes in the system made during system development. Issues to be
considered when developing operating procedures include skill and staffing
requirements, ease of use, security, production scheduling, and impacts on
existing operations and activities. Operating procedures should be developed by
experts in the service delivery and EBT fields.

Preparing for EBT Implementation. Preparations for the implementation of an
EBT system should begin at the start of the development process. Preparations

include:

- Determination of responsibility for implementation tasks

-- Preparation of a system implementation schedule

-- Preparation of training materials for retailers, recipients, and FNS staff
- Recruitment of retailers for system participation

- Establishment of agreements necessary for system operation

-- Establishment of agreements with a clearinghouse bank, FNS and service
contractors

iii. Acceptance Test Activities

The final stage of development prior to total implementation of an integrated EBT system

is the acceptance test, which assesses the EBT system’s ability to operate according to the

functional performance requirements of the design, and the state and contractor’s readiness to
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implement the system. The state, or an objective third party, should be responsible for carrying
out this critical stage.

After preparation of an Acceptance Test Plan, which documents the approach for
acceptance testing of functions and performance standards, the test environment, and the test
schedule, acceptance test scripts must be prepared. These scripts present in detail the steps
necessary to measure the appropriate components. Both the Acceptance Test Plan and the

scripts should be prepared by experts in these technological fields who are objective enough to

perform fair tests.

Before the actual test can be conducted, the state and other test participants must
complete several tasks to prepare for the acceptance test. All necessary equipment and software
must be in place, and everyone who will participate in the test must understand their duties as
defined in the script. The state may act as a liaison to a party conducting the test, or may
conduct the test on its own. The personnel participating in the test should be those who will be
using the system after implementation, since this will allow further opportunity for state
personnel to become acquainted with the new system, and will expose some of the problems the

state might encounter once the system is fully operational.

Finally, the test results must be evaluated, and each discrepancy must be noted and
attended to. Test results should also be analyzed in terms of the readiness of the state and
contractors to successfully implement the EBT system. Staff responsible for implementation
should understand all aspects of the system relevant to their responsibilities. At this point, all
training materials should be complete and all necessary agreements should be made. Depending

on the outcome of the acceptance test, a second acceptance test may be necessary.
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There is one system testing procedure not described. It is the use of an independent
party to conduct Independent Validation and Verification (IV&V) of all system hardware and
software. Normally this involves review of code, attempting to break the system, and other

actions intended to test system integrity and conformance to specifications and standards.

iv. System Implementation_Activities

Once all testing has been satisfactorily completed and all necessary agreements have been
made, system implementation activities can begin. Major tasks that occur in the system start-up

phase include:

Preparations for system start-up, including pre-start-up training
EBT system start-up activities and training of recipients
Monitoring operations during start-up and phase-in

Transition to steady-state operations

These task are described below.

° Preparations for System Start-up, Including Pre-start-up Training.
Preparations for EBT system start-up includes all participant who will participate
in the program, except those who will be trained after operations begin (i.e.,
recipients). Management must understand the system, its functions, and the
implementation process. All sites for EBT operations, including data collection
centers, local welfare offices, equipment service facilities, and other field sites,
must be prepared for EBT operations. EBT operations staff at all sites and at
centralized locations (i.e., hotline operators) must be trained.

One of the most important aspects of this process is retailer preparation, which
will require the majority of pre-start-up resources. Retailers must be equipped
with POS terminals, printers, and power and telephone lines. Retailer data must
also be entered into the EBT system, while the retailers themselves should receive
hands-on training, and understand (and own) a detailed operations manual.
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Finally, banks and other financial institutions should understand their role in start-
up and should be prepared for the resulting influx of activity.

e EBT system start-up activities. EBT system start-up activities begin with
loading the production database and recipient notification. System control files
created during development must be updated, and all retailer and terminal data
must be entered and verified. Using several media sources, recipients should be
notified prior to start-up of the date of implementation and the changes to expect.

Once recipient accounts have been established and benefits posted, EBT system
recipients can receive training. Requirements for recipient training include:

-- Scheduling recipients for training
- Issuing transaction cards
-- Providing recipients with handbooks and necessary training materials

-- Conducting training sessions

It may also be important for states to establish services to be used only during start-up,
including a hotline or on-site facilitators, and additional staffing may be necessary during this

critical stage.

o Monitoring Operations During Start-up and Phase-in. Monitoring operations
during start-up and phase-in is an important function for EBT systems managers.
The activities of all participant groups and the problems they encounter should be
monitored and documented via system reports, field observation, and input from
participants. One of the important aspects of the proposed engagement will be
to collect this type of data, in an effort to produce a ’troubleshooting’ guide for
other states as they begin implementation. This will facilitate the start-up
process, as well as allow states to plan for problems likely to emerge and to plan
to effectively deal with them.

° Transition to Steady-State Operations. Once all implementation tasks have
been completed and problems occurring during start-up have been resolved, the
system is ready for the transition to steady-state operations. This will generally
entail turning responsibility over to lower level state staff. Finally, the system
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can be evaluated for its effectiveness and the state can decide whether to expand
the pilot program to the entire state. Strengths and weakness should be evaluated
according to performance of administrative costs, technical performance, ease of
use, security, and participant satisfaction.

v, The Decision to Use EBT

Although a few of the states we interviewed were in the System Design stage of EBT
implementation and a smaller number had implemented demonstration programs, the vast
majority of states were at a point where EBT was still an option (see Exhibit I-4). Indeed, as
we note elsewhere, even some of the states operating small-scale demonstrations are reluctant
to expand EBT in the absence of the right combination of factors. These states, since they have
no functional experience with EBTs were interested in FNS technical assistance, but in the pre-
System Design realm. Exhibit I-5 highlights a five step implementation approach that is more
appropriate when the needs of states are considered. States in the Pre-System Design stage

(Decision to use EBT), have expressed needs for FNS technical assistance in the following areas:

Cost benefit analysis

Assistance with legislature

Assistance with Advanced Planning Documents

Research on demonstration programs in other states

Approaches to implementation

Deciding what type of service to deliver statewide

Linking private sector development of POS with government goals

Each of these areas are described in the section The Primary EBT Plavers.
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° Direct Delivery -- Coupons are sent in bulk to an issuance agent and the
recipients are issued food stamps if they have a current FSP identification card
and sign an Authorization to Participate (ATP). Issuance agents may include
banks, post offices, or check cashing facilities where there is appropriate physical
security. This method is used in New York City where there are large numbers
of recipients and where there is a high risk of theft.

® Household Issuance -- Coupons are distributed to recipients upon appearance at
the local welfare office (or other authorized facility), where they present their
identification cards and sign a household issuance record. This is a manual
system. This is a manual system.

° On-line -- This is essentially the same as the household issuance system except
that current certification is verified against a current allotment file contained in
a data system. The distribution is also recorded in the data system.

° ATP System -- Authorization to participate cards are mailed to recipients each
month. The recipient then presents the ATP at an authorized issuance office and
receives a monthly allotment. Approximately 43 percent of all benefits are issued
using an ATP to establish current certification status and the value of the monthly
allotment.

The ATP may be used in combination with one or more of the other issuance methods
noted above. In all but direct mail, the recipient must appear at the issuing agency, whether it

be a welfare office, bank or post office, or check cashing facility.

A sixth method, cash, is used in Puerto Rico. Much of the food purchasing in Puerto
Rico is done using informal -- roadside -- vendors who are unbanked and therefore unable to
redeem food stamps through the established bank-Federal Reserve system. Thus, the only way
the program can work without totally disrupting the food distribution and sales system is on a

cash basis.

It is this cumbersome, burdensome, vulnerable, and out-dated issuance system that EBT

is intended to replace along with the outmoded redemption system that is now used. However,
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there are other potential issuance systems now being examined by FNS or being considered as
the Federal government seeks to reduce administrative costs and reduce or offset operating and
program costs. Predominant among them is conversion to a direct cash payment. Direct cash
payment or "cashing-out” is viewed as desirable primarily because it eliminates the complexities
of issuance, in-store use (transaction), merchant redemption, and subsequent processing in the
banking and Federal reserve system. It has been suggested that cash-out would permit greater
discretion in food purchasing and would eliminate the stigma on program participation. Itis also
argued that the program would be less prone to fraud and abuse by merchants, recipients, and

other players in the FSP benefit delivery system.

While the program would be greatly streamlined, its fundamental objective of providing
the means for obtaining minimally acceptable nutritional intake would be significantly eroded.
The recipient would be able to use the cash without restriction either to cover the cost of other
necessities or to purchase non-essential items. Also there is anecdotal evidence to suggest that
the coupon forces a form of household budgeting at least with respect to food. Cash-out, if it
involves banks, would require first of the month depositing with the result that the Treasury
would not be able to accrue the benefits of float associated with a pay as transactions accumulate

approach.

The various cash-out demonstrations will provide the evidence needed to better inform
this fundamental policy issue. In the event that the Congress elects to change to cash-out, then
issuance and redemption will be greatly simplified. = Most of the administrative middle men
would be eliminated or their roles substantially changed. The effect on the proposed effort
would be focus on the development of an appropriate distribution system capable of meeting the
needs of a largely unbanked recipient population. Thus, we would still be confronted with the

need to provide a mechanism for distributing funds to recipients.
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Given the current EBT developments in AFDC and the direct Federal benefit payment
systems, it is reasonable to anticipate the need for a system for distributing a debit card to
recipients and a system for updating accounts and controlling the distribution of monthly
allotments. Initially such a system might work using ATM networks and as it becomes more
wide spread, the POS networks. As the number of POS machines expand especially in food
stores, then it may be appropriate to again consider tying access to the FSP cash account only
in connection with a transaction originating from a food store. While it might still be possible
to obtain cash, the fact that the transaction would take place in a food store increases the
likelihood of use of food stamp cash for food purchases. This assumes that FSP would be
treated as a separate account and not simply folded into AFDC for public assistance cases. The
alternative strategy of mailing monthly checks carries with it the high risk of theft, and abuses
associated with check cashing fees. It is inevitable that cash-out would require some mix of
EBT and check mail-out again because of the high percentage of unbanked food stamp recipients
and the fact the an ATM or POS-based access method is only possible where there is reasonable
access to terminals. There will always be cases where the only way benefits can be distributed
to them will be in the form of a check sent by mail. As an alternative, FNS and the states may
consider setting up accounts for each recipient in a recipient-designated bank. However, this
approach raises potentially significant concerns in the banking community about bank liability

for transactions it is not responsible for, and the administrative cost to banks.

Finally, the notion of on-line and off-line transactions as an alternative issuance method
is more appropriately considered as a subset of the EBT process and its internal controls. An
off-line "smart card" system introduces a set of self-contained controls over access to the

appropriate amount of benefits (also see concept paper 2).

Price Waterhouse
140

"Use or disclosure of data contained on this sheet is subject to the restriction on the title page of this praposal or quotation. *



Table of Contents

Food and Nutrition Service

f. The Primary EBT Players

In this section we present the results of the significant informal background research that
was performed by the Price Waterhouse Team in support of this solicitation. The nature of
this RFP requires that the successful offeror has the ability to provide comprehensive high
quality consulting services, for one or multiple tasks at once, in a quick turn-around
environment. The Price Waterhouse Team recognized that in order to properly perform a
contract predicated on providing assistance to FNS and the states, it is incumbent on the
contractor to have knowledge of where the states now stand along the path toward statewide EBT
implementation. In response to this, the team conducted an informal survey of state food stamp
agencies in the 48 contiguous states. In addition, the Price Waterhouse Team completed
informal interviews with members of the food retailing, banking, and shared network
communities. We obtained data from FNS on county-level food stamp authorized merchants

in selected states. The results of these efforts are presented in this section as follows:

Brief Description of the key players in EBT

Results of State Canvassing Effort

Achieving Critical Mass in a State: A Conceptual Model

Special focus on three states: California, New Mexico, and Georgia

i. Brief Description of the Key Players in EBT

The key players in the EBT area include:
® U.S. Department of the Treasury: Financial Management Service (FMS).

The Treasury’s Financial Management Service is the central U.S. Government
contact point for the inter-departmental development and promulgation of EBT
technology. FMS is a clear and visible proponent of EFT/EBT in all possible
Federal and state government applications. FMS has established the goal of
ensuring that benefits are delivered in the most cost-effective manner possible
while best meeting the needs of the providers and recipients of assistance. The
FMS-dedicated EBT Project Team coordinates an formal Federal program to
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examine, in a structured fashion, EBT technology and its application. FMS has
researched and reported extensively on EBT in an effort to promote Federal,
state, and general public awareness of its benefits and the collective action
necessary, on the part of the key players, to achieve greater EBT implementation.

o USDA Food and Nutrition Service (FNS). The Food and Nutrition Service is
considered a pioneer in the testing of EBT technology through its substantial
research and demonstration efforts.> EBT demonstration projects sponsored by
FNS span the range of benefit programs; from food stamps only, to WIC only,
to integration with other state and Federally administered benefit programs. As
a subset of EBT, FNS research and demonstration projects compare on-line and
off-line (Smart Card) technologies. In addition to demonstration programs aimed
at the EBT delivery of food stamps through POS machines at food retail
establishments, FNS has sponsored research and demonstration programs for the
cash-out of food stamp benefits. While our state survey indicates that few states
currently consider cash-out a desirable option, evaluation of FNS cash-out
demonstrations will provide valuable new information for key state decision
makers.

® Shared Networks. Our interviews with ATM and POS providers have indicated
that this section of the financial industry is growing rapidly, and POS technology
is presently at a position to increase availability tremendously. We have
interviewed regional providers such as MAC and MOST, as well as state
providers such as PRESTO. These sessions have elicited numerous observations
about the future of ATM, POS, and EBT technology. Key findings include:

-- The cost of ATM/POS equipment is falling rapidly, and networks are
becoming more advanced. As POS technology begins to become more
popular, and ATM networks become more widespread and popular (ATM
transactions already outstrip total Visa and Mastercard transactions), the
race to develop less expensive and more efficient equipment will become
even more intense. The consolidation of the EFT market will help to
standardize equipment and will allow for greater research and development
efforts.

-- The private sector is planning for EBT to integrate with its POS and ATM
networks. Most networks are either currently upgrading their systems to

?  This section is drawn from documents and reports. We have pot contacted any FNS staff except to

obtain publicly available date.

Price Waterhouse
1-42

*Usc or disclosure of data contsined on this sheet is subject to the restriction on the title page of this proposal or quotation.®



Table of Contents

Food and Nutrition Service

accept government assistance programs or a planning to. It is important
to note that most commercial networks do no believe the government will
use a 'stand-alone’ system.

-- Financial considerations drive private sector development of POS at
grocery retailers. Presently the technology exists to establish POS
networks, but the expense is often prohibitively high. One area of
California, for example, is operating a POS system due to the fact that
large financial institutions offered to subsidize much of the POS
technology needed by the grocery retailers. On the East coast, however,
many grocers spent considerable capital on upgrading systems to accept
electronic scanning devices in the early 1980s. These devices have not
fully depreciated, and many retailers do not have the capital for upgrades
of their cash register systems. However, merchants are beginning to
accept the idea of stand-aside systems (POS terminals that are not
connected to the cash register).

-- Until government regulations are better defined, many networks will not
use POS. Government regulations will define the allowable locations for
EBT/POS (in terms of which grocery sites can receive EBT, and how
many POS machines will be necessary in any store), any tax incentives for
POS development, other methods and degrees of subsidization, and the
number and types of programs that will be integrated into the existing
system.

Retail Food Industry. In general, the retail food industry strongly supports the
government’s EFT/EBT initiatives. Food merchants recognize the many potential
benefits of no longer having to handle the paper food stamps: processing
overhead is reduced; less of a need to keep large amounts of cash-on-hand as
benefit recipients smooth out their purchasing habits; potentially increased
customer traffic and customer loyalty. EFT/ATM/POS technology developments
are bringing debit terminals to more and more stores as a form of achieving
competitive advantage. As the needs of the banked consumer population drive
the development of the POS infrastructure, food retailers’ chief concerns are not
with EBT as a concept, but rather with specific application issues it engenders.

One of the greatest concerns of food retailers regarding EBT is over the cost of
placing POS machines for EBT use. Current FMS policy on future EBT
demonstrations is that only existing POS locations will be used, thus removing the
government from the practice of purchasing expensive POS terminals. Another
key retailer concern is how EBT transactions could alter front-end costs and
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productivity. Retailers are hesitant to embrace EBT without some reassurance
that POS/ATM modifications needed would be shared costs, and that transaction
times and system down-time would not inhibit normal operations. In short, food
retailers at various stages of acceptance of EBT. Most plan to continue with their
own POS developments, monitor the evaluation of EBT demonstrations, and work
with states as needed to further the application of the technology to government
benefit programs.

ii. Results of the State Canvassing Effort

The primary objective of the Price Waterhouse Team’s informal survey of forty-eight
state agencies was to gain an understanding of where each state currently stands with regard to
EBT and the Food Stamp Program.® By necessity, however, the scope of the survey extended
beyond food stamps to encompass other assistance programs. In this manner, the Price
Waterhouse Team accumulated, in a very short period, a substantial amount of information on
current forms of benefits and delivery systems in use across the nation. Finally, the survey
sought to identify key issues that states have confronted and are confronting, particularly with

regard to implementing EBT in the Food Stamp Program.

As noted earlier, we have expanded the Abt Associates’ four-stage EBT implementation process
to include a fifth critical stage: Decision to Use EBT. As a result of our survey, we were able
to classify each state according to where they currently stand in the EBT implementation
process. It is important to note here that the process does not refer solely to statewide
implementation. If a state has/is conducting an EBT demonstration project as a pilot or larger,
it is considered at a point beyond the initial decision to use EBT. We recognize that some
demonstration states may proceed, while others adopt a more cautious wait-and-see position.

Exhibit I1-6 illustrates the results of the survey in terms of level of EBT development.

Note: The Price Waterhouse Team was very careful to inform the states that this effort was initiated by
Price Waterhouse and was in no manner related to the ongoing FNS effort to update state program
operations profiles.
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Interestingly, thirty-one states describe themselves as in the earliest stage of EBT
implementation; eight states are currently in the system design stage; four states are developing

systems; and, five states have fully implemented demonstration EBT systems for food stamps.

The results of the state canvassing effort confirmed our suspicions that most states are in the
earliest stage of EBT development. While that comes as no great surprise; the survey did reveal
a broad range of issues embedded in this first critical stage. The survey indicated that states are
at different points in their decision-making process: some are conducting initial research
informally with no future plans; others have formed task forces to study EBT; still others have
commissioned independent studies, aligned critical players, and are poised to move forward.
Further, a host of important issues and considerations accompany the states as they traverse this
first phase. These considerations reflect not only the risks each perceives but also the type and
degree of assistance each seeks as they move ahead. Knowledge of the gamut of needs at the
state level, as gained through this survey, will enable the Price Waterhouse Team to provide

pertinent customer-driven assistance to the states through this contract.

Key findings of the survey of state agencies, particularly facing states in the first stage of EBT

development are as follows:

L States Need Reliable Cost-Benefit Analyses. Many states contacted that are
currently studying the possibility of EBT for their food stamp programs are
concerned about the potential cost of the conversion from paper to plastic.
Having reviewed the reports of previous demonstration projects, these states are
concerned that they develop objective and reliable cost estimates from the outset.
Cost-benefit and cost validation studies in support of Advanced Planning
Document (APD) preparation were viewed as essential needs of the states. State
program managers communicated the need for assistance in comparing cost
projections with levels and quality of service. As many states will be looking to
gain approval for EBT through their legislatures, reliable cost-benefit analyses
will be in increasing demand.
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Many States Waiting on Retailer/Banking Industry Developments. Many
states identified reluctance on the part of retailers and the banking community to

assume the cost of POS terminals. Still, the same states feel that one key aspect
of making EBT affordable (i.e., maintaining cost-neutrality) will be to co-opt
existing and future POS devices and ATM shared networks. Most states in the
initial phases of EBT development are concerned over exploring options in POS
deployment, and bringing the retailers into the process. In several instances states
noted that this intersection between the public and private sectors obscures any
clear role for government, making dialogue all the more vital. As one state
noted, "if the private sector hasn’t found it cost-effective to put POS in every
grocery store, I'm not convinced it’s right for government”.

States note that budget pressures and limited Federal cost sharing are putting EBT
“"on hold" pending further proliferation of the technology by the private sector.
Finally, a compelling argument for waiting, advanced by many states, is that
public sector procurement of POS and related hardware risks becoming outdated
and obsolete. The private sector, however, views ATM and POS technology as
a developing competitive tool, and would have the incentive to keep its equipment
current.

Reaching Rural Areas: States have Mixed Feelings Over Mixed Systems.
Several states noted that the greatest obstacle they face in developing a statewide

system is dealing with rural areas. Some states appear to welcome the idea of a
mixed delivery system as a solution to reaching rural areas, while others are
strongly opposed to such a system. Those opposed to mixed delivery note that
the bulk of their costs are now in paper issuance, and maintaining that process if
even for a small caseload would be cost-prohibitive. Those in favor generally
feel that savings through EBT in urban areas coupled with a relatively small rural
recipient population make a mixed system viable.

Most States Favor Staged over Statewide Implementation. A clear implication
of the last issue is that states are divided over the appropriate timing and scope

of implementation. The majority of states interviewed were cautious regarding
implementation of EBT statewide. These states largely indicated a need to
conduct small scale pilot projects in their most central, heavily populated, urban
counties before expanding the system. This feeling is fueled by the general lack
of coordinated thinking and formal planning for EBT at the state level. Most
states interviewed in the infantile stage of EBT development *ave yet to create a
task force or other inter-departmental team to study the issuz  These states are
content to provide assistance to interested counties on an as-needed basis, and
thus further the staged development of EBT.
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Those states that expressed the intention to go statewide from the outset with food
stamp EBT noted that this would be possible because food stamps would be the
last assistance program to go to EBT. These states feel that ATM development
has progressed sufficiently to allow EBT of AFDC, General Assistance, and SSI
but POS proliferation is lacking. By implementing EBT for other programs first,
POS will have time to develop and the necessary public sector share of
developing the needed POS infrastructure will be lessened over time. These
states equally realized the necessity of having a hand in POS as it develops, for
fear of incompatibilities with system standards in the longer run.

Integration of Food Stamps with Other Programs Seen Crucial to EBT
Success. Nearly every state interviewed that has given even preliminary thought
to Food Stamp EBT acknowledge the critical need to integrate the EBT delivery
of all benefits at the state level. These states argue that only through such
integration can the needed scale economies be achieved to make food stamp EBT
a cost-viable alternative to paper issuance. Where states differ on this issue is
about the appropriate order for integration. Some states, particularly well
endowed with POS infrastructure, see food stamps leading other programs. Most
others, however, see the complexity of food stamp EBT relegating it to final
status, behind AFDC, GA, SSI, Medicaid, and WIC. Several states viewed WIC
implementation as a logical precursor to food stamps EBT.

Cash-Out of Food Stamps Generally Not Foreseeable. The vast majority of
states interviewed as part of the survey indicated that they currently do not cash-
out any portion of their food stamp caseload, and have no plans to do so in the
future. Although many states have thought about the issue, and some have
studied formally, the overwhelming feeling communicated was that cash-out is
neither politically viable at home nor perceived to be looked favorably upon by
the USDA. Minnesota was one of few exceptions to this; food stamps are likely
to be cashed-out with all assistance programs over the long-run.

States Need Assistance with Legislature. In states that have still not decided to
use EBT, many food stamp directors have indicated that a productive means for
introducing the concept to state legislature has not been determined. These states
would like to know not only the costs and benefits of the system, but a more
formal presentation of EBT philosophy, policy, feasibility, demonstrations in
other states, and long term effectiveness. States with difficulty presenting the
topic to legislature would also need descriptions of the presentation of the topic
to other state legislatures.
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The following presents some further highlights of selected states of the Price Waterhouse

Team’s survey of state agencies:

® New York and Michigan. New York and Michigan are unique compared to
other states in their current method for issuing food stamps. New York operates
with the Alternative Food Stamps Issuance (AFSI) program under which retailers
issue paper food stamps to eligible recipients based on an electronic authorization
program. Outside of New York City, the issuance is handled at the grocer’s
service desk, using POS equipment, a "mag card", and a PIN as well as on-line
verification against a central data base. New York was required to obtain a
waiver to issue food stamps in grocery stores. Within the City of New York,
identification cards are used instead and many retailers such as check cashing
establishments distribute food stamps.

The Michigan issuance system is a similar on-line system in which ATP forms
are replaced by plastic mag cards for obtaining food stamp benefits from
authorized centers. Grocery stores do not issue food stamps, but rather local
offices (15%) and contracted vendors (85%) like check cashing agents distribute
the benefits. Michigan currently has brought on-line issuance to 95% of its
caseload; has cut duplicate participation to nearly zero; and enjoys issuance costs
in the range of only $0.85 - $1.10 per transaction.

EBT has been considered extensively in both states, and both states are
considered excellent candidates for EBT. The on-line issuance system, especially
in New York’s grocery stores, makes these states well positioned to transfer to
full EBT. With cost a major issue, New York’s plans are to wait until the private
sector puts POS into the major retail stores. At that point, the state foresees full-
scale EBT implementation without any pilots. These large chain stores are
currently on-line for issuance in all of the state’s fifty-seven counties. Michigan
plans to take a different course, favoring a small scale pilot in a county where
there are currently no vendor agreements and few retail food establishments
requiring POS equipment.

o Maryland. The State of Maryland 1s currently in the final stages of becoming
the first state to implement a statewide EBT system. This expansion follows an
initial integrated EBT demonstration that covered food stamps, AFDC, Child
Support Enforcement, and General Assistance. The demonstration, in a district
within Baltimore, serves 6,000 food stamp recipients or 3 percent of the statewide
caseload. Under the program, recipients get an Electronic Benefits Card which
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is used at the grocer’s to obtain food against a state food stamp account.
Participating food retailers also serve as bankers of sorts, allowing AFDC
recipients to obtain cash with their cards much like cashing a paycheck at the
grocery store.

A critical aspect of the Baltimore project is that the costly POS infrastructure was
procured by the state through a vendor. The vendor, TransFirst, found continued
operation of the system unprofitable due to several factors, and has since
transferred the contract to Deluxe Data Systems following an injunction by the
state. Critics of the Maryland program cite the lengthy delay in gaining Federal
approval to expand statewide as limiting the ability of the state to pay the vendor.
With a large capital expense spread over a relatively small recipient base, the
system soon became unprofitable to TransFirst. State projections currently
forecast diminished and therefore acceptable transaction costs only when the
system is finally on-line statewide. Maryland serves as an example of some of
the difficult issues facing states as the approach EBT. With no significant debit
card base in Maryland, the state is essentially driving the technology it will use.
Yet without this base on which to build, Maryland was left to assume greater risk
than other states now appear willing to assume.

South Carolina. South Carolina, like only seven other states, is currently in the
System Design stage of EBT implementation. With the decision to develop EBT
made, the state is obtaining Federal clearance to request proposals for the EBT
system. The state’s decision to procure the EBT system externally stems from
concerns about the capacity of their current system to handle EBT. Plans
currently call for the EBT system to be in place by 1992, with the total
elimination of food stamps within three years.

South Carolina is highlighted because of its plans to integrate the EBT system
across benefit programs to include AFDC and Child Support at the outset, and
later add SSI. The state recently added WIC to its early integration plans, with
the submission of an APD for Federal approval. Costs are a main concern of the
state as EBT implementation nears. Specific concerns over meeting Federal
government requirements and business specifications fuel fears of high program
costs. In an effort to assuage these, the state will attempt to work into the
existing ATM/POS infrastructure as much as possible. In short, South Carolina
faces many of the issues germane to states working toward EBT implementation.
They credit the extensive assistance they have received from FNS as well as
lessons learned from other states as important to the eventual success of the
program.
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iii. Achieving Critical Mass in a State: A Conceptual Model

As indicated through our state canvassing effort, many states are supportive and interested
in furthering EBT implementation, but face a host of issues defining their course. Some issues
and problems receive greater weight on one state than in another. In essence, while many states
are converging on the same point, they are approaching it from various directions. Recognizing
this, the Price Waterhouse Team felt that a conceptual model would be useful in depicting the
range of factors influencing the state decision to proceed with EBT. We present a conceptual
economic model below, founded on a recurring theme from our state interviews: states feel that

a "critical mass," in terms of number of recipients, must be achieved if EBT is to ever be cost-

effective.

The notion of achieving a "critical mass" can be demonstrated by a marginal cost
analysis. Exhibit I-7 shows the total, average and marginal costs for a paper (coupon) and an
EBT system. Where the total cost (TC) curve begins represents the start-up cost of either
system. Since a coupon system already exists (i.e., there is no start up cost), the total cost curve
begins at marginal cost. Thus, start-up cost is significantly higher under an EBT system than
under a paper system. The marginal cost (MC) curve shows the extra cost that the system
would incur if one extra person were added. For both systems, these curves are flat, since
marginal costs essentially only reflect the cost of printing new coupons or entering some
information into a database. The important observation here is that the marginal cost of an EBT

system is lower than for the paper system.

The combination of marginal cost and start-up cost leads to the average cost (AC) curve,
or the cost of the system per person. Because there is no start-up cost for the existing paper
system, average cost 1s the same as marginal cost. Since marg