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Summary of "The Impacts of the State-Initiated
EBT Demonstrations on the Food Stamp Program”

Background

Over the past 10 years the Food and Nutrition Service (FNS) has been investigating the
feasibility, cost-effectiveness and general impacts of an alternative method of issuing and
redeeming benefits in the Food Stamp Program. This method, called electronic benefit
transfer (EBT), eliminates the use of paper food stamp coupons. Program recipients instead
use EBT access cards and point-of-sale (POS) terminals deployed at retailers’ checkout
counters to pay for food items. The terminals connect to a computer center which records
recipients’ benefit use and initiates electronic funds transfers through the banking system to
reimburse retailers.

In 1988 FNS authorized EBT demonstrations in Ramsey County, Minnesota; New Mexico;
Arizona and Washington State (Arizona and Washington State terminated their project prior
to implementation). These demonstrations have come to be known as the "State-Initiated
EBT demonstrations”. Unlike a prior EBT demonstration in Reading, Pennsylvania, in
which FNS took the lead in selecting an EBT vendor and in managing the demonstration,
these projects were initiated by State or County agencies. These agencies were responsible
for procuring the services of EBT vendors and for overall management of the demonstration
activity. Additionally, these systems included cash assistance and were integrated with
commercial electronic funds transfer networks.

The main purpose of the State-initiated demonstrations is to determine if it is possible for
State agencies and their EBT vendors to design and operate EBT systems that are secure and
acceptable for participants and retailers, yet have costs approaching those associated with
current coupon-based issuance systems.

Findings

EBT administrative operating costs are lower than coupon issuance costs in each site. The
operating cost of issuing food stamp benefits electronically under the EBT system 1s $3.07
per case month in New Mexico compared to the paper coupon issuance cost of $4.04. In
Ramsey County, the EBT cost was $4.38 per case month while the paper coupon issuance
cost was 34.53. (These costs do not include the cost to design, develop and implement the
EBT svstems.)

The estimated level of benefit loss and diversion in the Food Stamp Program is reduced
under both EBT systems. In New Mexico, estimated benefit loss and diversion rates
declined from $4.37 per case month under coupons to $1.09 with EBT. This was a 75
percent reduction. These rates decreased from $5.29 to $1.01 per case month in Ramsey

County, an 81 percent reduction.
[Continued]
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Both EBT systems reduce retailers’ costs to participate in the Food Stamp Program, and
retailers in both sites prefer EBT. EBT reduces participation costs for retailers in New
Mexico by an average of $3.98 for every $1,000 of food stamp sales and by $9.09 in
Ramsey County. Retailers’ in New Mexico prefer EBT to coupons by a margin of 7 to 1.
Retailers in Ramsey County also prefer EBT, but by a smaller margin, 1.4 to 1.

Food stamp recipients’ participation costs decrease under EBT and they strongly prefer the
EBT systems to coupons. Average recipient participation costs in New Mexico declined
from $3.89 per month with coupons to $1.44 with EBT. Ramsey County recipients’ costs
decreased from an average of $3.59 with coupons to $1.95 under EBT. Recipients prefer
EBT to coupons by a margin of 29 to 1 in New Mexico and 4 to 1 in Ramsey County.

Financial institutions strongly prefer EBT and their costs were reduced under the EBT
systems. The net costs of participation for local banks fell by $3.17 and $5.48 per $1,000 of
benefits redeemed in New Mexico and Ramsey County, respectively. Concentrator banks
which transfer EBT credits to the retailers’ depository bank via the Federal Reserve's
automated clearinghouse charge fees that offset their costs. The Federal Reserve Banks
incurred no net costs under either system because their fees are designed to cover their costs.
All bank representatives interviewed prefer the EBT systems.

Despite the positive achievement of the New Mexico and Ramsey County EBT
demonstrations, it cannot be assumed that EBT systems in other locations will be cost-
competitive as well. The cost-competitiveness of other EBT systems will depend on: 1) the
efficiency of client training and card issuance; 2) the fees and other charges paid to the
system operator; 3) the extent to which network costs are shared with retailers and third-
party networks; 4) EBT project management and support costs; and 5) the cost of the coupon
system being replaced.
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EXECUTIVE SUMMARY

Over the past 10 years the Food and Nutrition Service (FNS) of the U.S. Department of
Agriculture has been investigating the feasibility, cost-effectiveness and general impacts of an
alternative method of issuing and redeeming benefits in the Food Stamp Program. This method,
called electronic benefit transfer (EBT), eliminates the use of paper food stamp coupons.
Program recipients instead use EBT access cards and point-of-sale (POS) terminals deployed at
retailers’ checkout counters to pay for food items. The terminals connect to a computer center
which records recipients’ benefit use and initiates electronic funds transfers through the banking

system to reimburse retailers.

The first EBT demonstration project was implemented in Reading, Pennsylvania, in 1984.
An evaluation of that demonstration’s on-line EBT system concluded that recipients, retailers and
financial institutions preferred thé EBT system to the use of food stamp coupons, and that their
costs to participate in the Food Stamp Program were lower under EBT.!? In addition, the EBT
system reduced estimated levels of benefit loss and diversion in the Food Stamp Program. The
EBT system, however, cost about $27 per case month to operate compared to $3 per case month
for the coupon issuance system that was replaced. The higher EBT system costs were due, in
part, to the operation of a small-scale system by a private vendor who had to maintain a
dedicated computer facility for the project.

In an effort to reduce EBT operating costs, the Pennsylvania Department of Public
Welfare assumed responsibility for operating the Reading system in 1986 and implemented a
redesigned system in 1987. An evaluation of the new system again found reductions in benefit

loss and diversion and positive impacts among participating recipients, retailers and financial

! An on-line EBT system requires communication between a store’s POS terminal and the
system’s computer when authorizing a purchase, because information about recipients’ remaining
EBT balances is maintained in a central database. In an off-line EBT system, remaining balance
information is maintained on the recipient’s EBT access card, and no communication with a
central computer is needed to authorize a purchase.

? William L. Hamilton et al., The Impact of an Electronic Benefit Transfer System in the
Food Stamp Program, Cambridge, Massachusetts: Abt Associates Inc., May 1987.
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institutions.! Administrative costs for EBT were substantially reduced from the earlier period
(to $9 per case month), but they were still three times the cost of the coupon issuance system
that had been replaced.

THE STATE-INITIATED EBT DEMONSTRATIONS

In a further effort to determine whether EBT systems could be cost-competitive with
coupon issuance while still remaining secure and acceptable to participants, FNS entered into
Cooperative Agreements with three State agencies and one County agency in 1988 to conduct
additional on-line EBT demonstrations. These "State-initiated" demonstrations differed from the
Reading demonstration in several ways. First, the new demonstration projects were Initiated and
directly managed by the State and County agencies rather than by FNS. Second, each
demonstration site included more food stamp households than the Reading demonstration. Third,
each of the proposed EBT demonstrations was to include cash assistance programs, such as Aid
to Families with Dependent Children (AFDC), as well as the Food Stamp Program. Finally,
the proposed demonstrations were to be integrated with commercial electronic funds transfer
(EFT) networks. The expectation was that the new demonstrations would serve as a more
realistic model for future EBT initiatives and that administrative costs within the Food Stamp
Program would be lower than in Reading, due to cost sharing opportunities with other programs
and with commercial EFT networks.

The four State-initiated demonstration sites were in Arizona, New Mexico, Minnesota
and Washington State. Arizona and Washington State ultimately canceled their EBT
demonstrations due to State budgetary constraints and, in Washington State, due to difficulties
in negotiating a cost-competitive arrangement with retailers and the system vendor.? This report
presents the results of the evaluation of the New Mexico and Ramsey County, Minnesota, EBT

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

? A description of EBT system design, development and implementation activities for the
four State-initiated demonstrations, including reasons for Arizona’s and Washington State's
decisions to cancel their projects, is presented in Michelle Ciurea et al., The State-Initiated EBT
Demonstrations: Their ign, Development and Implementation, Cambridge, Massachusetts:
Abt Associates Inc., June 1993,

ii
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demonstrations. The New Mexico EBT demonstration includes all food stamp and AFDC
households in Bemalillo County, which includes Albuquerque. The Ramsey County EBS'
demonstration includes several State cash assistance programs as well as food stamps and AFDC.
The demonstration site encompasses the city of St. Paul. Prior to their EBT demonstrations,
both New Mexico and Ramsey County issued food stamp coupons by mail, with some over-the-

counter pickups.

RESEARCH QUESTIONS

Given the high administrative costs of the two Reading EBT systems, the major research
focus of the evaluation of the State-initiated EBT demonstrations is on administrative costs. Are
the administrative costs of issuing food stamp benefits through the New Mexico and Ramsey
County EBT systems lower than, equal to, or higher than the costs of issuing food stamp
coupons? How are coupon- and EBT-related costs spread across major issuance and redemption

tasks and across federal, state and local agencies?

Previous research indicates that the Reading EBT systems reduced levels of benefit loss
and diversion within the Food Stamp Program. Are these findings replicated in the State-
initiated demonstrations? When the EBT systems’ impacts on levels of benefit loss (which affect
program costs) are added to their impacts on administrative costs, which system (coupons or

EBT) holds the comparative cost advantage?

The evaluation also examines EBT system impacts on food stamp recipients, program-
authorized retailers, and financial institutions participating in the demonstrations. The basic
questions for these groups are whether the EBT systems affect program participation costs,
whether participants prefer the paper-based coupon system or the EBT system, and why

participants prefer one system over the other.

Finally, the evaluation addresses the question of whether, based on answers to the above
questions and other related issues, it is feasible or desirable to continue, expand, or transfer

either of the demonstration EBT systems.

' Ramsey County officials use the term EBS (for electronic benefit system) rather than EBT.
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RESEARCH APPROACH

The evaluation’s basic research design is a pre/post comparison of the coupon and EBT
issuance systems. Between September of 1989 and April of 1990, prior to the implementation
of either site’s EBT system, project staff collected data on: the administrative costs of issuing
food stamp coupons; levels of benefit loss and diversion under the coupon-based issuance
systems; and recipients’, retailers’, and financial institutions’ costs to participate in the Food
Stamp Program. Between March-August of 1992, after each EBT system had been
implemented, project staff collected similar data on administrative costs, benefit loss and
diversion, and participants’ costs under the demonstration EBT systems. For most analyses,
EBT system impacts are estimated as the difference in outcomes measured during these two data

collection periods.

The research design for the analysis of EBT system impacts on administrative costs is
based on a resource inventory accounting approach; all resources used in issuing food stamp
benefits are identified and priced. The administrative cost analysis also includes pre/post
measures of costs at comparison-site offices as well as demonstration-site offices. This pre/post,
comparison/treatment research design allows a more precise estimation of EBT impacts by
accounting for factors other than EBT that might have changed administrative costs between the
pre- and post-implementation periods. The comparison sites are St. Louis County (Duluth) in
Minnesota and Dofia Ana County (Las Cruces) in New Mexico.

EVALUATION RESULTS

Exhibit 1 presents a summary of the evaluation’s major findings. The most important
new information concerns EBT’s administrative operating costs. The food stamp portion of each
EBT system costs less to operate than the estimate of what each site’s coupon issuance costs
would have been in the same time period. In addition, both EBT systems reduce levels of
benefit loss and diversion in the Food Stamp Program, and both systems reduce recipients’,
retailers’, and financial institutions’ costs to participate in the Food Stamp Program.

When looking at EBT system impacts on costs, the evaluation has standardized all
measured costs in terms of either "cost per case month" or "cost per $1,000 of benefits
redeemed,” as can be seen in the exhibit. Costs have been standardized (using either metric)
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SUMMARY OF SYSTEM IMPACTS

Exhibit 1
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New Mexico Ramsey County
Coupon EBT Coupon EBS
Administrative Costs
Cost per case month $4.04 $3.07 $4.53 $4.38
Benefit Loss and Diversion
Program loss per case month $1.44 $0.07 $1.26 $0.08
Participant loss per case month* $0.93 $0.35 $2.20 $0.32
Benefit diversion per case month $2.00 $0.67 $1.83 $0.61
Total loss and diversion per case $4.37 $1.09 $5.29 $1.01
month
Retailers’ Costs of Participation
Cost per $1,000 of benefits $17.83 $13.85 $46.05 $36.96
redeemed
Recipients’ Costs of Participation
Expenditure per case month $3.12 $0.66 $3.02 $1.04
Time spent (in minutes) per case 10.9 11.0 8.0 12.8
month
Total cost per case month® $3.89 $1.4 $3.59 $1.95
Financial Institutions’ Costs of
Participation®
Local banks’ net cost per $1,000 $3.29 $0.12 $5.52 $0.04
of benefits redeemed
Concentrator banks’ net cost per $0.00 ($0.02) $0.00 (30.15)
$1,000 of benefits redeemed
Federal Reserve Bank’s net cost $0.00 $0.00 $0.00 $0.00
per $1,000 of benefits redeemed
Total net cost per $1,000 of $3.29 $0.10 $5.52  ($0.11)

benefits redeemed

Notes: * Participant losses are double-counted in this Exhibit in that they are also included in
retailers’, recipients’, and financial institutions’ costs of participation. They are
presented as part of benefit loss and diversion to provide a better perspective on the

overall security of the EBT and coupon issuance systems.

* Recipients’ time is valued at the federal minimum wage of $4.25 per hour.

¢ Parentheses indicate that revenue exceeds cost by the amount shown.
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so that costs can be compared across systems and across demonstration sites without concern for
scale. The two different metrics have been used because some costs (e.g., administrative costs)
vary mostly by the number of cases served, while other costs (e.g., retailers’ and financial
institutions’ costs) vary mostly by the dollar value of benefits processed. Thus, in each case,
the evaluation has standardized costs in terms of logical units.

With two different standardization measures, however, it is more difficult to compare one
component of an EBT system’s impacts to another or to discuss an overall impact of EBT in
either site. To enable such comparisons, Exhibit 2 represents the evaluation cost findings
entirely in terms of cost per case month.! In New Mexico, the overall cost of the food stamp
portion of the EBT system works out to $7.80 per case month, just over one-half of the $15.22
per-case-month overall cost of the coupon issuance system it replaced. The Ramsey County EBS
system’s overall food stamp cost ($13.15 per case month) is just two-thirds as great as the cost
imposed by the prior coupon issuance system ($19.79 per case month).

Clearly, the overall impacts of each EBT system are substantial, and savings are found
in each line of analysis that was conducted. It is important to recognize, however, that coupon-
based and EBT-based costs are spread over a number of different private and public sector
entities. Among program participants, it is not necessarily true that everybody realized a savings
with EBT. Some retailers and some food stamp recipients incurred higher costs under EBT,
despite the overall savings within each group. In the public sector, the evaluation did not
measure the full administrative cost of issuing AFDC and other cash assistance benefits. Thus,
while savings were realized for the Food Stamp Program, the EBT systems’ impacts on costs
in the Administration for Children and Families (the federal agency responsible for AFDC) and
the total cost impact on State and local governments (which incur administrative costs for both

cash assistance programs and the Food Stamp Program) are not known.

! In transforming cost per $1,000 of benefits redeemed to cost per case month, we divided
the evaluation estimate of the cost per $1,000 of benefits redeemed by the number of
households’ monthly allotments needed to generate $1,000 of redeemable benefits. In March
1992, the average food stamp allotment in New Mexico was $172.06, so about 5.8 cases were
required to generate $1,000 in benefits. At the same time the average Ramsey County food
stamp allotment was $157.06, requiring about 6.4 cases to generate $1,000 in benefits.
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SUMMARY OF SYSTEM IMPACTS
(Cost per Case Month)
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New Mexico Ramsey County
Coupon EBT Coupon EBS

Administrative Costs

Cost per case month $4.04 $3.07 $4.53 $4.38
Benefit Loss and Diversion

Program loss per case month $1.44 $0.07 $1.26 $0.08

Benefit diversion per case month $2.00 $0.67 $1.83 $0.61
Retailers’ Costs of Participation

Cost per case month $3.25 $2.53 $7.66 $6.15
Recipients’ Costs of Participation

Cost per case month* $3.89 $1.4 $3.59 $1.95
Financial Institutions’ Costs of
Participation®

Total net cost per case month $0.60 $0.02 $0.92 ($0.02)
Total Cost per Case Month $15.22 $7.80 $19.79 $13.15

Notes: * Recipients’ time is valued at the federal minimum wage of $4.25 per hour.

b Parentheses indicate that revenue exceeds cost by the amount shown.

vii




Table of Contents

Further information about each system impact within the Food Stamp Program is
presented below.

EBT administrative operating costs in each site are lower than coupon issuance costs.

Based on cost reports prepared by the demonstration sites, time studies of issuance-related
activities in local offices, and interviews with program officials at the local, State, regional and
national levels, the operating cost of the food stamp portion of New Mexico’s EBT system is
$3.07 per case month. This estimate, which does not include any system start-up costs,' is well
below the evaluation estimate of what the coupon issuance system would currently cost had it

remained in place ($4.04 per case month).

The estimated impacts in Ramsey County are not so dramatic, but still very important.
The food stamp portion of the Ramsey County EBS system costs $4.38 per case month to
operate, again excluding any amortization of system start-up costs.> The estimated EBS cost
is slightly lower than the evaluation estimate of what the coupon system would have cost ($4.53

per case month) had it remained in place.

A number of factors help make Ramsey County’s EBS system cost more to operate than
New Mexico’s EBT system. The two major factors, however, are tele-communications costs
and POS terminal costs. With regard to telecommunications costs, the New Mexico EBT
processor is located in Albuquerque. EBT messages sent between retailers’ POS terminals and
the processor’s computer do not incur long-distance charges, and the retailers pay local telephone
charges. The Ramsey County processor, in contrast, is located in Texas, and the County pays
all telecommunications charges. Together, the long distance and local telecommunications
charges in Ramsey County cost an average of nearly $0.83 per case month, or nearly two-thirds
of the $1.31 per-case-month difference in the two sites’ EBT operating costs.

! Start-up costs for the New Mexico EBT demonstration, in constant 1992 dollars, were
§212,210 fqr system design, $707,108 for system development, and $660,346 for system
implementation. The total was $1,579,664. See Ciurea et al., op. cit., pp. 145-178 for details.

? Start-up costs for the Ramsey County EBS demonstration, in constant 1992 dollars, were
§710,146 fqr system design, $680,377 for system development, and $686,936 for system
implementation. Total cost was $2,077,459. See Ciurea et al., op. cit., for details.
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The multi-program nature of each site’s EBT system reduces food stamp operating costs
regardless of allocation method. If New Mexico had operated a food stamp-only EBT system,
the estimated operating costs would have been at least $3.33 per case month. A food stamp-only
Ramsey County system would have cost at least $5.06 per case month. Actual costs would
probably have been even higher because, with fewer EBT transactions to generate revenue, the
EBT processors might have charged higher unit fees. ’

One early concern about the evaluation’s planned administrative cost analysis was that
system operators’ billed costs for EBT operations might not reflect actual resource costs, either
because negotiated contract fees were based on faulty assumptions or because vendors might
lower their fee structure to gain an early foothold in the developing EBT market. If this
occurred, then the evaluation’s administrative cost analysis (which is based, in part, on system
operators’ billed fees) would present an unrealistically low estimate of the probable long-term
costs of EBT. Based on information gathered during the evaluation, however, there is no
evidence that the system operators’ billed costs were lower than their actual operational resource
costs. Thus, there is no expectation that these sites’ EBT costs will rise in the future solely due

to the operators’ needs to reduce current operating losses.

Both EBT systems reduce estimated levels of benefit loss and diversion in the Food Stamp
Program.

Any Food Stamp Program issuance system is going to be vulnerable to both benefit loss
and benefit diversion. Benefit loss includes program losses that add to program costs (e.g.,
replacing coupons reported as lost or stolen from the mail) and participant losses that add to
participants’ costs of being in the Food Stamp Program (e.g., coupons lost by or stolen from a
recipient after receipt). Benefit diversion occurs when program benefits are not used for their
intended purpose, whether or not the diversion is legal (e.g., spending cash change from a food
stamp purchase on non-food items) or illegal (e.g., benefit trafficking -- selling one’s food stamp

benefits for cash).

The evaluation estimated levels of benefit loss and diversion under the coupon and EBT
issuance systems based on a combination of: program reports that cover coupon-related program
losses; interviews with recipients, retailers, and financial institution representatives; and

interviews with individuals knowledgeable about coupon and EBT system security issues. The
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intent was to estimate the likely long-run loss and diversion rates in the EBT systems, and to
compare these rates to estimated levels of benefit loss and diversion in the two sites’ coupon

mail issuance systems.

Under their respective EBT systems, the evaluation’s estimate of total benefit loss and
diversion is $1.09 per case month in New Mexico and $1.01 per case month in Ramsey County.
These EBT rates are 75 to 81 percent lower than the $4.37 per-case-month estimate of cou;;on
loss and diversion in New Mexico and the $5.29 estimate in Ramsey County. These savings are
spread across all three components of benefit loss and diversion. Participants reported fewer
instances of lost, stolen or miscounted benefits under the EBT systems, and the security experts
believed that both program losses and benefit diversions would decline under EBT. The major
reduction in program losses comes from the elimination of coupon mail loss. The systems’
elimination of cash change from food stamp purchases contributed substantially to the decline
in benefit diversion. The security experts also believed that EBT would reduce benefit
trafficking by about 50 percent.

Program losses add to overall program costs, so it is reasonable to add the EBT systems’
impacts on program losses to their impacts on administrative costs when determining the cost-

competitiveness of each system. Exhibit 3 shows the result of this combination of costs.

Exhibit 3

ADMINISTRATIVE COSTS PLUS PROGRAM LOSSES

[ New Mexico Ramsey County
Coupon EBT Coupon EBS
Administrative cost $4.04 $3.07 $4.53 $4.38
per case month
Program loss per $1.44 $0.07 $1.26 $0.08
I case month
Total cost per case $5.48 $3.14 $5.79 $4.46
month
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With this treatment, the New Mexico EBT system becomes even more cost-competitive than
before. Estimated savings are $2.34 per case month, a 43-percent reduction. Estimated savings
in the Ramsey County EBS system are $1.33 per case month, or a 23-percent reduction in total

issuance-related costs.

Both EBT systems reduce retailers’ costs to participate in the Food Stamp Program, and
retailers in both sites prefer the EBT system to coupon issuance.

The evaluation measured these costs through detailed interviews with store owners and
managers, and through observation of how much time was required at checkout counters to
complete purchases paid for with cash, food stamp coupons, or the EBT system.

The EBT demonstration reduces estimated participation costs among sampled New
Mexico retailers by an average of $3.98 for every $1,000 of food stamp sales transacted -- a 22-
percent reduction. In Ramsey County the absolute value of the EBT reduction is much larger -
- $9.09 per $1,000 of benefits redeemed — but the percentage reduction is nearly the same at
20 percent. This seemingly anomalous result occurs because Ramsey County retailers’
participation costs are much higher than New Mexico retailers’ costs, regardless of which system
is being used. These higher costs are due, in part, to differences in monthly redemption
volumes. Ramsey County stores in the evaluation sample redeem, on average, about one-sixth
the amount of food stamp benefits as do sampled New Mexico stores, so certain fixed costs in
Ramsey County get spread over a smaller dollar volume when monthly costs are divided by
monthly food stamp redemptions.

Retailers in both sites prefer the EBT system to food stamp coupons. In New Mexico
the margin of preference is 7 to 1. Ramsey County retailers are less positive about EBT than
New Mexico retailers, but still prefer the EBS system by a margin of about 1.4 to 1. The
smallcx: margin in Ramsey County is consistent with retailers’ perceptions about the impacts of
EBT on store operating costs and profits. More Ramsey County retailers believed that EBT
increased store operating costs than reduced them (despite the evaluation’s findings of an
opposite effect when averaged over the entire research sample), and nearly as many Ramsey
County retailers believed that EBT reduced profits as increased them. In New Mexico, in
contrast, about the same number of retailers saw EBT decreasing store operating costs as

increasing them, and many more saw EBT contributing to higher rather than lower store profits.
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Those retailers in both sites who prefer the EBT system say the EBT system involves
easier handling and deposit procedures, processes transactions more quickly, and reduces Food
Stamp Program fraud. Retailers who prefer coupons most often say that transactions are faster
with coupons than with EBT.

Food stamp recipients strongly prefer the EBT systems to the use of food stamp coupons,
and their participation costs decrease under EBT.

During the baseline and post-implementation surveys at each demonstration site, Food
Stamp Program recipients were asked about problems they had with the coupon- and EBT-based
issuance systems, how much time and out-of-pocket expenses they incurred to obtain their
benefits, what they liked or disliked about each system, and which system they preferred.

Recipients in the two demonstration sites who had participated under both the coupon and
EBT systems strongly prefer the EBT systems. The margin of preference is 4 to 1 in Ramsey
County and an extraordinary 29 to 1 in New Mexico. Recipients who prefer EBT say that the
systems are easier, more convenient, safer, and quicker to use than coupons. Those recipients
preferring coupons say that coupons are accepted at more stores and that it is easier to know

how many coupons one has left than one’s remaining EBT balance.

The New Mexico EBT system reduces food stamp recipients’ costs to participate in the
program, from an average of $3.89 per month with coupon issuance to an average of $1.44 per
month with EBT. The $2.45 (or 63 percent) monthly reduction is due almost entirely to lower
direct costs (including out-of-pocket expenses, lost or stolen benefits, losses which recipients
attribute to issuance errors, and the opportunity cost of issuance delays). The EBT system has
virtually no effect on the amount of time New Mexico recipients spend each month obtaining
benefits or dealing with issuance-related probiems.

The Ramsey County EBS system appears to reduce recipients’ total participation costs
as well (from an average of $3.59 per month to $1.95 per month), but the estimated $1.64 per
month reduction is not statistically significant. The Ramsey County system does reduce
recipients’ average direct costs of participation by $1.98 per month, but this reduction is offset
by a slight increase (about five minutes per month) in the amount of time recipients spend

obtaining benefits and dealing with issuance-related problems.
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Banking representatives strongly prefer the EBT systems to coupon redemption, and the
EBT systems reduce their overall participation costs.

A number of different banking institutions participate in food stamp redemption activities.
In the coupon system, local banks receive retailers’ coupon deposits, credit the retailers’
accounts, and send the coupons to a Federal Reserve Bank for reimbursement. In an EBT
system, the system processor totals each retailer’s net EBT credits each day and sends this
information to the sjstem’s "concentrator” bank.! The concentrator bank uses the Federal
Reserve’s automated clearinghouse (ACH) network to transfer an EBT credit electronically to
the retailer’s depository bank. The concentrator bank is reimbursed from a program account at
the U.S. Treasury.

All bank representatives who were interviewed said that they prefer the EBT systems to
handling coupons. Receiving and sending coupons through the banking system is a labor-
intensive process, while banks’ processing of EBT credits closely mirrors the banks’ normal
processing of electronic funds transfers. Local banks, in particular, enjoy reduced costs with
the implementation of an EBT system. Net costs (i.e., operating costs minus revenues, if any)
for local banks in New Mexico declined by $3.17 per $1,000 of benefits redeemed under EBT,
compared to the coupon redemption system; net costs for local banks in Ramsey County fell by
$5.48 per $1,000. The concentrator banks’ EBT fees offset or slightly exceeded their costs of
submitting EBT information to the ACH network. Finally, the Federal Reserve Banks incurred
no net costs under either system, because their coupon handling and ACH fees are designed to

cover their respective costs.

Both EBT systems could be continued or expanded with few difficulties, but FNS should
not expect that these systems could be directly transferred to another State without
significant costs.

State and County officials in both demonstration sites want to continue and even expand
EBT system operations to other locations within each State. The evaluation results reveal no
argument against system continuation or expansion. Participants in both demonstrations clearly

like the EBT systems, and there are few technical impediments to expansion. In addition, the

' In New Mexico, the system processor and the concentrator bank are the same institution.
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New Mexico system is reportedly already in compliance with new federal regulations governing
the design-and operations of on-line EBT systems. The Ramsey County system complies with
nearly all aspects of the regulations and could probably be brought into compliance with only

minor changes.

Transferring either EBT system to another State would likely entail lower system design
and development costs than developing a new system, but the difference might not be as great
as expected. Although each system’s transaction processing software could be used in another
site, other aspects of either system would have to be redesigned. For instance, each State’s
issuance system has unique characteristics, and a new interface between an EBT system and a
State agency’s issuance system would need to be designed and developed. Other State agencies
might also want different administrative functions to be performed at EBT workstations, or new
management reports to be prepared by the system. Finally, other State agencies might wish to
serve a different combination of cash assistance programs than in New Mexico or Ramsey
County, and this could require substantial additional design and development effort. Together,
these redesign efforts could significantly reduce the savings on design and development costs that
might otherwise result from a transferred system.

Despite the positive achievements of the New Mexico and Ramsey County EBT
demonstrations, it cannot be taken for granted that EBT systems in other locations would
be cost-competitive as well.

By the measures of this evaluation, the New Mexico and Ramsey County EBT systems
are a cost-competitive issuance approach for the Food Stamp Program. The fact that both
demonstration sites implemented cost-competitive systems, however, does not mean that EBT’s

cost-competitiveness can be taken for granted. Many factors affect the likelihood of an EBT
system being cost-competitive.

The first factor is the cost of the coupon issuance system being replaced.! Coupon
issuance costs vary substantially from one location to another, so an EBT system that is cost-

competitive in one area might not be in another. Available evidence suggests that the coupon

' An analysis of several States’ reported coupon issuance costs suggests that not all issuance-
related costs in the Food Stamp Program are reported as such. This means that, when
examining the likely cost-competitiveness of an EBT system, reported coupon issuance costs
must be supplemented by an in-depth analysis of all resources devoted to coupon issuance,
especially at the local office level, to determine the true cost of coupon issuance.
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costs measured in New Mexico and Ramsey County are fairly typical, especially for urbanized
areas served by a central mail issuance unit. But lower-cost coupon issuance systems certainly

exist, and cost-competitive EBT systems will be harder to implement in such situations.

Tumning to the EBT system itself, the cost-competitiveness of an EBT system depends
on four key elements: (1) the efficiency of client training and card issuance; (2) the fees and
other charges paid to the system operator; (3) the extent to which POS network costs are shared
with retailers and third-party networks; and (4) EBT project management and support costs. As
noted earlier, greater cost-sharing negotiated with retailers and third parties in New Mexico
helped that site’s EBT system achieve greater cost savings than the Ramsey County EBS system.
New Mexico also capitalized on a factor that will not be available to most potential EBT sites:
the EBT system operator’s close proximity to the terminal network eliminated long-distance

telecommunications charges.

The fees and other charges paid to the system operator and the ability to share POS
network costs reflect a very important determinant of whether an EBT system can be cost-
competitive. EBT system integration with commercial EFT services may be an absolute
requirement for a cost-competitive system. If the terminal network can provide retailers with
commercial EFT services such as check authorization or credit or debit card processing, the
ability to negotiate cost-sharing arrangements is enhanced. Furthermore, integration provides
the system operator an additional source of revenue, allows the system operator to spread its cost
of management and technical support over a much larger base of customers, and -- by increasing
transaction volume -- allows the operator to attain lower unit processing costs. Each of these
factors provides an opportunity for the system operator to charge lower unit fees for EBT

processing.

The scale of the EBT project will also affect its cost-competitiveness, as will certain
features of the environment in which it is implemented. As the number of cases served by the
EBT system increases, the system operator’s unit processing costs will decrease. The number
and size of retailers in the project area (which help determine the number of terminals to be
deployed), relative to the number of cases served, will also affect the degree to which terminal

network costs can be spread over a larger caseload.
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The inclusion of cash assistance programs in an EBT system should improve the system’s
ability to be a cost-competitive issuance system for the Food Stamp Program, because costs for
client training and card issuance can be shared between programs. Large savings, however,
should not be anticipated. In New Mexico and Ramsey County, the inclusion of cash assistance
programs reduced Food Stamp Program costs by $0.26 and $0.68 per case month, respectively.
These savings amounted to cost reductions of 9 and 15 percent.

There is a final caveat with regard to the cost-competitiveness of EBT systems for the
Food Stamp Program. The estimated operating costs of the New Mexico and Ramsey County
EBT systems do not include any amortized system start-up costs. Current federal regulations
for the Food Stamp Program require that such start-up costs be amortized over up to a seven-
year period.! It is quite possible that, if these regulations were applied to the Ramsey County
system or even the New Mexico system, the systems would no longer be cost-competitive.
Their chances of being cost-competitive would probably depend upon whether and when within
the seven-year period these systems expand throughout the respective States (thereby amortizing
initial system design and development costs over a larger caseload), and how much additional

start-up cost they incur in the process.

' 7 CFR Section 274.12 (c) (3) (iv.).
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Chapter 1

INTRODUCTION

Over the past 10 years the Food and Nutrition Service (FNS) of the U.S. Department of
Agriculture has been investigating the feasibility, cost-effectiveness and general impacts of an
alternative method of issuing and redeeming benefits in the Food Stamp Program. This method,
called electronic benefit transfer (EBT), eliminates the use of paper food stamp coupons and
implements a computer system, together with a point-of-sale (POS) terminal network and EBT
access cards, to handle benefit issuance and redemption.

As part of its research effort, FNS provided funding for four State-initiated EBT
demonstrations in late 1988. The four demonstration sites were located in Arizona, Minnesota,
New Mexico and Washington State. Two of the demonstration sites -- Bemalillo County, New
Mexico (Albuquerque) and Ramsey County, Minnesota (St. Paul) -- ultimately implemented
systems serving both food stamp clients and clients receiving cash assistance benefits. Budgetary
restrictions and other factors led to decisions by Arizona and Washington State to cancel their

EBT demonstration efforts.!

In 1988 FNS awarded a contract to Abt Associates Inc. to evaluate the impacts of the
State-initiated demonstration systems on the Food Stamp Program.? This report presents the
results of the evaluation of the New Mexico and Ramsey County EBT systems.

1.1 OVERVIEW OF FNS’ RESEARCH ON EBT SYSTEMS

The Food and Nutrition Service has sponsored a number of different EBT demonstrations
during the past 10 years. Most of these demonstrations (including the State-initiated

' A description of EBT system design, development and implementation activities for the
four State-initiated demonstrations, including reasons for Arizona’s and Washington State’s
decisions to cancel their projects, is presented in Michele Ciurea et al., The State-Initiated EBT
Demonstrations: Their Desi Ve t and Implementation, Cambridge, Massachusetts:
Abt Associates Inc., June 1993.

2 Contract No. 53-3198-8-38.
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demonstrations) have tested "on-line” EBT systems, while two demonstrations have examined

"off-line" systems.

On-line EBT systems are differentiated from off-line systems by the means in which
information about recipients’ remaining program benefits are stored and retrieved and in the way
that transactions are authorized. In an on-line system, benefit data are stored in a database on
the system’s central computer. Recipients are issued a magnetic stripe EBT access card that is
quite similar in funciion to a bank debit card. Special POS terminals are placed at store
checkout counters. When recipients wish to make an EBT purchase, the POS terminal
immediately transmits an authorization request to the central computer using leased or dial-up
telephone lines. The computer checks the recipient’s account balance on its database, and the
system authorizes the transaction if the recipient has sufficient benefits available.

An off-line system, in contrast, stores information about a recipient’s benefit amount in
a memory chip embedded in the recipient’s EBT card.! When the recipient wishes to make an
EBT purchase, the POS terminal reads the benefit information from the card itself and authorizes
the transaction if sufficient benefits are available. No immediate communication with the
system’s central computer is required.

The rest of this section summarizes FNS’ on-line and off-line EBT demonstrations.?

The Reading, Pennsylvania, EBT Demonstration

The impetus for the four State-initiated EBT demonstrations grew out of experience with
the Reading, Pennsylvania, EBT demonstration. In 1983 FNS awarded a contract to Planning
Research Corporation (PRC), a systems engineering firm, to design, develop, implement and
operate an on-line EBT system for the Food Stamp Program. In cooperation with the

! Cards using integrated circuit chips and memory chips are called "smart cards.” Other
technologies, such as laser cards, also can be used in an off-line system.

? For an Agency perspective on the EBT demonstrations and what has been learned, see
U.S. Department of Agriculture, Food and Nutrition Service, Office of Analysis and

Evaluation, Electronic Benefit Transfer in the Food Stamp Program: The First Decade, by
Carol J. Olander, March 1992.
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responsibility for the system and lower its operating costs, and b) that PDPW improve the
technical performance of the system. The State accepted these conditions.

The Extended Reading EBT Demonstration

After receiving training from PRC on how to operate the system, PDPW began operating
the system in April 1986. Over the next 15 months PDPW also developed an entirely new EBT
system that could run on the department’s own computers. This new system has been in
operation since June 1987. In the first few months of 1988 PDPW placed additional food stamp
households in Berks County on the EBT system, expanding the caseload served to about 4,200
households.

An evaluation of the extended Reading demonstration replicated many of the results of
the first evaluation.! Recipients, retailers and banks continued to prefer the EBT system to
coupons, and estimated levels of benefit loss and diversion under EBT were lower than under
the coupon system. Further, administrative costs were reduced substantially because EBT
system operations were integrated within the department’s data processing section. Nevertheless,
the administrative costs of the new system were about $9 per case month, still three times higher

than coupon issuance costs.

In assessing the chances of an EBT system becoming cost-competitive compared to
coupon issuance, the evaluation concluded that per-case-month costs under EBT could be
reduced in three ways. First, expanding the system to serve more food stamp cases would
reduce per-case-month costs because some system costs are fixed, or nearly so. These fixed
costs would be spread over more cases in an expanded system. Second, if an EBT system were
to issue and redeem benefits for other programs, such as Aid to Families with Dependent
Children (AFDC), some costs would be shared among programs. Examples include recipient
training and card issuance costs. Cost sharing would lower the Food Stamp Program’s
administrative costs per case month. Finally, integrating an EBT system with a commercial
POS network could achieve savings by reducing the EBT system’s share of the costs of
maintaining a network of POS terminals.

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

In September 1987 FNS issued a Notice of Intent to conduct additional EBT
demonstrations. The notice invited interested State agencies to submit concept papers. Thirteen
State and County agencies submitted papers, and a Technical Review Panel selected nine for
development of a full proposal. FNS specified several conditions for approval of a submitted

proposal:

. The system had to be, in the main, an on-line EBT system, although some
minor components such as household verification could be off-line.

o The system had to "piggyback” on an existing commercial EFT system or
be designed to issue benefits for multiple programs, or both.

. The food stamp benefits issued under the system could be used only to
make food purchases through the use of POS terminals.

Based on the submitted proposals, FNS ultimately selected the four sites previously
mentioned for demonstration funding under this initiative. All four sites proposed multi-program
systems, and each system would be integrated with existing commercial EFT networks.
Cooperative Agreements were signed with three State agencies and one County agency. The
Cooperative Agreements specified FNS’ operating and functional requirements for an EBT
system; outlined tasks to be performed during the design, development, implementation and
operations phases of each demonstration; and established funding arrangements for the
demonstrations. The operating and functional requirements for the demonstration EBT systems
are presented in Appendix A.

With regard to funding arrangements, FNS agreed to pay 100 percent of project costs for
design, development and implementation, up to the amount specified in each site’s agreement.
If costs exceeded the amount established in a Cooperative Agreement, FNS would -- at its
discretion - reimburse 50 percent of the excess costs. Each system’s operational costs would
be funded at the normal 50/50 match rate for administrative costs, but the federal share would
be capped at a level equivalent to federal costs associated with each site’s previous coupon
issuance costs. Finally, costs to purchase POS terminals were to be amortized and treated as
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operational costs rather than implementation costs. Thus, these costs were subject to the 50/50
match rate rather than 100 percent federal funding.

The following sections provide an overview of each demonstration project.

The New Mexico EBT Demonstration

The New Mexico EBT demonstration serves food stamp and AFDC households in
Bernalillo County, which includes the State’s major population center of Albuquerqﬁe. In 1988,
the New Mexico Human Services Department awarded the contract to design, develop,
implement and operate the EBT system to the First National Bank in Albuquerque (FNBIA), the
only bank to date to serve as a prime vendor for a food stamp EBT demonstration.

Design work for the New Mexico system was completed by June 1989, but the system
was not fully developed and tested until July 1990. A major reason for the delay was that the
State and FNBIA had difficulty recruiting retailers for the demonstration. Many retailers wanted
the government to provide more POS terminals (enough to cover all checkout lanes) than
planned, and some objected to the integrated EBT/commercial POS package being marketed by
the bank. These latter retailers wanted the demonstration to allow other institutions to deploy
POS terminals and to act as third-party processors for EBT transactions initiated at these
terminals.

Negotiations with the retailers were completed in time to allow the start of system
operations in August 1990. Food stamp and AFDC cases were added to the system gradually
over time, until the entire Bernalillo caseload of over 20,800 food stamp recipients and 7,300
AFDC recipients was receiving benefits via EBT as of March 1992.! In that month, the system
issued about $3.8 million in food stamp benefits and $2.1 million in AFDC benefits.
Demonstration participants can access their benefits at about 235 food stores and over 200 ATMs
located in Bernalillo County.

As a result of their negotiations, some stores in the New Mexico EBT demonstration are
using POS terminals deployed by third-party vendors. POS terminals deployed by FNBIA can

'A 30-percent increase in caseload size during this period was a major factor explaining the
lengthy implementation schedule.
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also be used by bank customers for commercial POS transactions (e.g., VISA and MasterCard).
Thus, the New Mexico EBT system is the only demonstration system that is fully integrated with
commercial POS operations.

The Ramsey_County, Minn tion'

The Minnesota EBS demonstration was initiated by the Ramsey County Community
Human Services Dep'érmIent, which had been operating an EBS system for its cash assistance
programs since 1987. The system vendor for the original system was ACS/TransFirst
Corporation. Ramsey County’s proposal was to add the Food Stamp Program to its existing
EBS system.

When its proposal was prepared, Ramsey County had a food stamp caseload of roughly
12,000 households and a public assistance caseload of about 9,000 households. The public
assistance programs served by the EBS system were AFDC, General Assistance (GA),
Minnesota Supplemental Assistance (MSA), and Refugee Assistance (RA). Most of the caseload
resided in St. Paul, the county seat.

The Ramsey County EBS demonstration experienced significant delays in adding food
stamps to the system. Although the system was redesigned to support issuance of food stamp
benefits and tested by March 1990, ACS/TransFirst (just like FNBIA, the New Mexico EBT
vendor) encountered problems recruiting retailers for the demonstration. Retailers objected to
accepting liability for overdrafts resulting from backup transactions and to plans for less than
full lane coverage by POS terminals. Some retailers wanted to use terminals deployed by third
parties rather than by ACS/TransFirst,? and considerable time was spent negotiating this change.
Then, early in 1991, ACS/TransFirst decided that it could no longer afford to act as the prime
contractor for the demonstration. While ACS/TransFirst was willing to continue the processing
of EBS transactions, it was no longer willing to act as a system integrator or to continue tasks
such as recruiting retailers for the system, purchasing and deploying terminals, and training

retailers and recipients in how to use the system.

' Ramsey County officials use the term EBS (for electronic benefit system) rather than EBT.

? Some of these retailers already had third-party terminals capable of providing check
verification services, and they did not want multiple terminals deployed in checkout lanes.
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Ramsey County officials tried to find another vendor to take over retailer recruitment,
terminal deployment, and training responsibilities, but a cost-effective alternative could not be
found.  In order to continue the project, the Ramsey County staff decided in 1991 to assume
these responsibilities. After an intensive terminal deployment and retailer training effort, the
food stamp portion of the system began operations in September 1991. In March of 1992, the
system issued nearly $3 million in food stamp benefits to about 18,000 households, and over $5
million in cash benefits to about 12,600 public assistance households. The Ramsey County
system includes about 290 food stores with deployed terminals and about 400 ATMs located in
the Minneapolis - St. Paul metropolitan area.

The Arizona EBT Demonstration

_After being selected as a demonstration site, the Arizona Department of Economic
Security awarded a contract to Travelers Express to design, develop, implement and operate the
EBT demonstration system. The demonstration site was to include portions of the Phoenix

metropolitan area.

Like all four demonstration sites, the Arizona demonstration was to include both food
stamps and cash assistance programs. Food stamp recipients were to be able to access their
benefits at POS terminals located in program-authorized retail food stores. Cash assistance
recipients were to be able to withdraw cash benefits at participating automated teller machines
(ATMs) or at retailers’ POS terminals. A novel feature of the Arizona EBT system was its
intent to include a State-subsidized day care program, where special terminals located in day-care
sites would maintain a record of the number of hours of day care provided. The system would
compute the appropriate subsidy and initiate payments to the site. The EBT system also was to
be integrated with a commercial EFT network serving two large store chains in the Phoenix

arca.

The originally estimated caseload size for the Arizona EBT demonstration was 6,500 food
stamp cases, 2,900 cash assistance cases, and 1,150 day care households.

Arizona completed most of the demonstration’s system design activities by May 1989.
At that time, however, the project was placed on hold due to State budgetary problems.
Eventually, the budget problems led to a cancellation of the project.



Table of Contents

The Washington State EB m i

The Washington Department of Social and Health Services selected ACS/TransFirst
Corporation to design, develop, implement and operate its EBT demonstration system. As in
the other sites,. the system was to serve the food stamp and AFDC programs. The Washington
system, however, was to include the State’s Medicaid program as well. Terminals that could
check the Medicaid el_igibility status of patients were to be furnished to health care providers and

some pharmacies.

The Washington State demonstration site was Thurston County and the eastern portion
of Pierce County, which included over 11,000 food stamp households and about 7,500 AFDC
households at the time of proposal preparation.

Design work for the Washington system was completed by July 1989. Retailers in
Washington State, however, expressed concern over some EBT issues, including the number of
terminals to be deployed, the ability to use third-party processors, transaction times, and liability
for backup transactions. Although substantial effort was made by FNS, Washington State,
ACS/TransFirst and the retailers, the issues were never fully resolved. These issues and
problems encountered in trying to renegotiate the vendor contract led to Washington State’s
decision in April 1990 to cancel the demonstration.

Other EBT Initiatives

In addition to the Reading EBT demonstration and the four State-initiated demonstrations,
FNS is sponsoring several other EBT demonstrations. Separate evaluations are being conducted

for these other demonstrations.

The Maryland EBT Demonstration

In 1988 FNS issued guidelines for other State agencies to follow if they wished to
demonstrate an on-line EBT system. The Maryland Department of Human Resources responded
to the guidelines and submitted an EBT demonstration proposal in August 1988. Maryland then
selected ACS/TransFirst to develop and operate the system. The Maryland system, which
includes the food stamp, AFDC, general assistance and child support programs, began operations
in a portion of Baltimore City in Ncvember 1989.
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After about five months of demonstration operations, Maryland requested authority from
federal agencies to expand its demonstration to statewide operations. The expanded system
would be developed and operated by Deluxe Data Systems (DDS). In December 1991, all
parties signed a Memorandum of Understanding for the expanded system. Expansion activities
began immediately thereafter and, in July 1992, the DDS-designed system began operating.
Plans call for the system to be implemented throughout the State by April 1993. Once expansion
is completed, the Maryland EBT system will serve over 165,000 households, including more
than 145,000 food stamp households. Participants will be able to access their benefits through
over 1,700 ATMs and in approximately 3,200 Food Stamp Program-authorized stores in the
State.

The Montgomery County, Ohio, EBT Demonstration

All of the EBT demonstrations mentioned so far involve on-line EBT systems. In the
summer of 1990, FNS authorized an off-line EBT demonstration using smart card technology.
The system vendor is National Processing Corporation (NPC), and the demonstration site is
Montgomery County, Ohio, which includes the city of Dayton.

The Montgomery County EBT system, which includes only Food Stamp Program clients,
began operations in February 1992. The system serves approximately 11,600 clients who can
access their program benefits in any of about 95 retail food stores.

The Wyoming EBT Demonstration

In November 1990, the Wyoming Department of Health awarded a contract to Applied
Systems Institute (ASI) to develop a smart card-based EBT system for its Special Supplemental
Food Program for Women, Infants and Children (WIC). The system was deployed in four pilot
stores in Natrona County (Jasper) in May 1991 and operated until the end of the year. About
720 program recipients participated in the pilot.

Beginning in 1993, the Wyoming Department of Health plans to conduct an expanded
EBT demonstration. The smart card-based system will include more stores and WIC recipients
than served during the pilot, and - like the Ohio smart card demonstration -- the system will
issue and redeem Food Stamp Program benefits.

10
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The New Je EBT n i

The New Jersey Department of Human Services is planning a multi-county, on-line EBT
demonstration for its food stamp and AFDC programs. Camden County is the first county in
which the system is to be deployed. The system vendor is Deluxe Data Systems.

1.2 LEGISLATIVE AUTHORITY FOR EBT SYSTEMS IN THE FOOD STAMP

PROGRAM -

All of the EBT demonstrations are being performed pursuant to Public Law 95-73, which
authorizes the U.S. Department of Agriculture to undertake research "... that will help improve
the administration and effectiveness of the food stamp program in delivering nutrition-related
benefits." Each demonstration required waivers of federal regulations governing the Food Stamp
Program, because these regulations stipulate that benefits must be issued in the form of food
stamp coupons.

Two years after the start of the State-initiated EBT demonstration, Congress passed the
Food, Agriculture, Conservation and Trade Act of 1990.! Section 1729 of the Act amends the
Food Stamp Act of 1977 and authorizes the use of on-line EBT systems as operational issuance
systems for the Food Stamp Program, as long as they are cost-effective relative to existing
coupon-issuance systems. Regulations implementing this section of the Act were issued on
April 1, 1992.2

To date, no on-line EBT systems qualify as "operational issuance systems for the Food
Stamp Program." All are operating under demonstration waiver authority. Each State or
County agency operating an on-line system is expected to bring its EBT system into compliance
with the new regulations by April 1, 1994.

1.3 EVALUATION OF THE STATE-INITIATED EBT DEMONSTRATIONS

Pursuant to the new federal regulations, if EBT systems are to become an operational
issuance method for the Food Stamp Program, they must be cost-effective compared to existing

! Title XVII, Pub. L. No. 101-624.

? "Food Stamp Program: Standards for Approval and Operation of Food Stamp Electronic
Benefit Transfer Systems."” Federal ister 57, no. 63, 1 April 1992.

11
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coupon issuance methods. Given the high administrative costs of the two Reading EBT systems,
it is not surprising that the major focus of the evaluation of the State-initiated demonstrations is
on administrative costs. With the use of multi-program systems that serve more clients than the
Reading demonstrations and that are integrated with commercial EFT networks, the expectation
is that per-case-month costs in the State-initiated demonstrations will be lower than in Reading.
Whether the New Mexico and Ramsey County EBT demonstrations are truly cost-effective is

the main research question of the evaluation.

Another area of interest is an EBT system’s potential for reducing levels of benefit loss
and diversion within the Food Stamp Program. Any benefit issuance system is subject to loss
through error or fraudulent activities. In addition, in a program like the Food Stamp Program
in which benefits are targeted for specific use (i.e., the purchase of food to meet the nutritional
needs of low-income households), diversion of benefits for other purposes detracts from the
program’s goals and often engenders public dissatisfaction with the program. Thus, even if an
EBT system is cost-effective, its potential as an operational issuance method will be low if levels

of benefit loss or diversion are higher than in the coupon issuance system.

Finally, being cost-effective or more secure against benefit loss and diversion are not the
sole criteria for an acceptable EBT system. If cost savings are achieved through reduced service
to clients or by passing extra costs on to participating recipients, retailers or financial
institutions, support for future EBT initiatives will be weakened. The evaluation therefore
examines EBT impacts on demonstration participants in New Mexico and Ramsey County as

well as impacts on administrative costs and benefit loss and diversion.

Research Questions

With these evaluation issues in mind, the main research questions for the evaluation of

the State-initiated EBT demonstrations are:

EBT Impacts on Administrative Costs

. What are the administrative costs of issuing and redeeming Food Stamp
Program benefits through the two demonstration EBT systems? How do
these costs compare to the administrative costs of issuing and redeeming

12
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benefits through the coupon issuance systems in place in the demonstration
sites before the implementation of EBT?

o In both the EBT and coupon issuance systems, how are incurred costs
spread across federal, state and local agencies?

. What are the administrative costs of specific issuance and redemption
functions in the EBT and coupon systems?

EBT Impacts on Benefit Loss and Diversion

. What are the vulnerabilities to loss and diversion in the coupon and EBT
demonstration systems in both sites? What controls does each system use
to reduce levels of loss and diversion?

. What levels of benefit loss and diversion occur in the coupon and EBT
systems, and how do they compare?

EBT Impacts on Participants

o For program recipients, what are the costs of participating in the Food
Stamp Program under the coupon and EBT systems? How do these costs
compare? Which system do recipients prefer, and why?

o For food retailers, what are the costs of participating in the Food Stamp
Program under the coupon and EBT systems? How do these costs
compare? Which system do retailers prefer, and why?

. For financial institutions, what are the costs of processing benefits for the
Food Stamp Program under the coupon and EBT systems? How do these
costs compare? Which system do financial institutions prefer, and why? -

In addition, given that the evaluation is examining two EBT demonstrations, the
evaluation addresses any differences in impacts estimated for the two sites.

A final set of research questions explores the feasibility and desirability of continuing or
expanding EBT operations in each site, and the feasibility of transferring either EBT system to

another State.

13
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Research Design

The evaluation’s basic research design is a pre/post comparison of the coupon and EBT
issuance systems. The demonstrations could not randomly assign recipients to the two different
issuance systems because this would have created a demonstration environment in local offices
that would not allow accurate estimation of administrative costs under either system. Thus, a
true experimental research design is not possible. For the analysis of EBT system impacts on
administrative costs, however, the research design is strengthened by use of pre/post comparison
sites. The administrative cost research design thus controls for exogenous factors that affect
administrative costs that may have changed over time in the demonstration sites.

Although the research design is the same for both demonstration sites, nearly all analyses
are performed separately for each site. The only exception is the analysis of EBT impacts on
retailers. While the main focus of the retailer analysis is on site-specific impacts, additional
analyses are performed for system impacts on four major store types: supermarkets, grocery
stores, convenience stores and all other stores. Because survey sample sizes within each store
type are too small to support within-site conclusions, survey data from the two sites are pooled
to estimate EBT impacts within each type of store.

Data Collection
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implementation of the demonstration EBT systems and on post-implementation data collected
after all demonstration recipients had been converted to EBT and the New Mexico and Ramsey
County systems had been operating with a full caseload for several months. In addition to
program and demonstration reports (including monthly cost reports), baseline and post-
implementation data were collected through: interviews with program officials at the federal,
state and local levels; interviews with Food Stamp Program recipients; interviews with
participating retail store managers or owners; and interviews with financial institutions involved
in coupon or EBT processing. For the analysis of EBT system impacts on benefit loss and

diversion, interviews also were conducted with individuals knowledgeable about vulnerabilities
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Baseline data collection activities were conducted during September-December of 1989.
Post-implementation data were collected between March and August of 1992.

Three other major data collection activities were undertaken. To help measure the
administrative costs of the coupon and EBT issuance systems, local office workers in the
demonstration and comparison sites filled out daily time logs indicating time spent on issuance-
related functions. The baseline and post-implementation time studies each lasted one month.

Because one of the costs of retailer participation in the Food Stamp Program is time spent
at the checkout lane with food stamp customers, baseline and post-implementation time studies
also were conducted at stores’ checkout lanes to ascertain whether purchases using food stamp
coupons or an EBT system affect checkout productivity. Trained observers recorded the start
and end times of thousands of transactions involving cash, checks, coupons or EBT as the

payment form.

The last major data collection activity involved a special survey of eight states that are
not participating in the EBT demonstrations. This survey collected data on statewide coupon
issuance costs. These data are used to determine how representative New Mexico and Ramsey
County are in terms of their coupon issuance costs and to provide a larger base of information

upon which to evaluate the potential cost-effectiveness of EBT in other locations.

Finally, although the Washington State EBT demonstration was canceled, baseline data
on administrative costs were collected from State and local officials and a time study was
conducted in demonstration and comparison offices. In addition, Washington State staff
collected baseline data on participation costs from program recipients. These data have been
analyzed and incorporated in the current evaluation.

1.4 ORGANIZATION OF THE REPORT

This report contains seven chapters, including this introduction. Chapter 2 presents the
results of the analysis of EBT’s estimated impacts on administrative costs. The estimated
impacts of EBT on benefit loss and diversion within the Food Stamp Program are presented in
Chapter 3.

15
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Chapters 4 through 6 present the estimated impacts of the demonstration systems on Food
Stamp Program recipients, participating retailers, and financial institutions, respectively.
Chapter 7 addresses questions of the feasibility of continuing or expanding the two demonstration
EBT systems, and the feasibility of transferring either demonstration system to another State.
A number of appendices present additional detail about system requirements or analytic methods,
or contain supplementary exhibits. .

Finally, three'clarifying points about report nomenclature need to be made. First, unless
otherwise indicated, report references to EBT systems always mean on-line EBT systems.
Second, general references to EBT systems include both the New Mexico and Ramsey County
demonstration systems, even though the Ramsey County system is called EBS. Third, for ease
of exposition, the report often refers to these demonstrations as the "State-initiated
demonstrations.” This approach is consistent with FNS’ terminology for the demonstrations and
distinguishes them from the Reading EBT demonstration, which FNS initiated. The Ramsey
County demonstration, however, was indeed initiated by a County agency rather than a State

agency.

16
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Chapter 2
EBT SYSTEM IMPACTS ON ADMINISTRATIVE COSTS

One of the principal objectives of the State-initiated EBT demonstrations is to test
whether an EBT system can be operated at the same cost as a coupon issuance system, Or even
at a savings. The possibility of reducing Food Stamp Program administrative costs was one of
FNS’ original reasons for investigating EBT as an alternative to coupon issuance. “The results
of the extended EBT demonstration in Reading, Pennsylvania, where EBT issuance costs of $9
per case month substantially exceeded the coupon system level of $3 per case month, made the

question of cost-neutrality even more salient.

"The State-initiated EBT demonstrations were expected to have lower administrative costs
than the Reading demonstration for several reasons. First, the State-initiated demonstrations
included cash benefits as well as food stamp benefits, allowing cost-sharing between assistance
programs. Second, the system operators were already processing substantial volumes of
electronic funds transfers, creating economies of scale. Third, the EBT systems were expected
to be integrated with commercial POS networks, so that POS terminal costs could be shared
between the public and private sectors. Finally, FNS did not require that all check-out lanes be
equipped, unlike in Reading.

2.1 INTRODUCTION

This chapter presents the evaluation’s findings on the administrative cost impact of EBT
in the New Mexico and Ramsey County demonstration sites. We begin in this section by
defining the types of costs considered and the research questions that were addressed, explaining
how we collected and analyzed the administrative cost data, and presenting highlights of the
impacts of EBT on Food Stamp Program administrative costs. These impacts are analyzed on
a function-by-function basis in Sections 2.2 through 2.6. We summarize the overall cost impacts
of EBT on local and State welfare agencies, and on FNS, in Section 2.7. The relationships
between Food Stamp Program costs and cash assistance program costs under EBT are considered
in Section 2.8. Next, we summarize the costs of designing, developing and implementing the

EBT systems, in Section 2.9. We consider the generalizability of the administrative cost
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estimates in Section 2.10, drawing on data from other States. The chapter concludes with a

review and discussion of the results in Section 2.1!.

Research Questions

The evaluation addresses the impacts of the two demonstration EBT systems on the
administrative costs of benefit issuance, redemption, and reconciliation. These are the
administrative activities that are directly affected by switching from a coupon system to EBT.
EBT could have impacts on other administrative costs (for example, certification costs would
increase if EBT led more eligible households to participate in the Food Stamp Program).
However, the limited scale of the demonstrations and the time-frame of the evaluation made it
unlikely that such secondary effects could be detected.

The research questions concerning administrative costs are:

1. What is the cost of operating and maintaining each demonstration EBT
system at each level of Food Stamp Program administration (FNS, State
and local)? How are the costs at each level distributed among the
issuance, redemption and reconciliation functions?

2. How does the EBT operating cost at each site compare with the operating
cost of the prior coupon system -- overall, by function, and by level?

3. How do EBT operating costs compare across sites -- overall, by function,
and by level?
The evaluation also measured the costs of designing, developing and implementing the
EBT systems in New Mexico and Ramsey County, which are summarized in this chapter. The

procedures and results of this research are presented in detail in a separate report.!

One possible area of cost impact on the Food Stamp Program that was not measured was
the opportunity cost of funds. The changes in benefit redemption under EBT may affect the
span of time between when the recipient has access to the benefits and when FNS’ account is
debited for the redemption of those benefits. Since the federal government earns interest on
unobligated funds, acceleration of the redemption process could reduce these eamnings. This
evaluation did measure the impact of EBT on the opportunity costs of funds to retailer and

! Ciurea et al., op. cit., pp. 145-178.
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financial institutions, as discussed in Chapters 4 and 6. However, detailed data on the timing
of redemptions by recipients would have been required to estimate the overall changes in the
flow of benefits, in order to determine the impact on the government. This data collection was
considered to be beyond the scope of this study, so no estimate of changes in the cost of funds
(or interest income) to the government is presented. This issue will be addressed by the
evaluation of the expanded EBT demonstration in Maryland, which is in progress at this writing.

While the focus of the research is on Food Stamp Program administrative costs, the
evaluation was designed to address questions about administrative cost-sharing with other
assistance programs under EBT. Of particular interest is the extent to which Food Stamp
Program costs are reduced by having a multi-program EBT system. The evaluation also
considers the impact of different rules for allocating joint costs between the Food Stamp Program
and other programs. The evaluation did not set out to collect comprehensive EBT cost data for
the cash assistance programs (or baseline paper system costs for cash benefit issuance), because
the focus of the evaluation was on Food Stamp Program impacts. The design did, however,
incorporate those cash program EBT costs that were available from demonstration cost reports
and from joint cost data collected by the researchers. These sources comprised nearly all of the
resource costs of cash program operations. (The major omission is that of federal, State and
local costs for funds management and settlement, which probably are quite small. The cash

program cost data and their limitations are discussed further in Section 2.8.)

Research Design

The research design for measuring administrative cost impacts combines the pre/post
approach used in the other lines of research with the collection of comparison data from selected
non-demonstration sites. This design provides four sets of issuance cost data in each of the two
States: baseline coupon system costs for the demonstration and comparison sites, post-
implementation EBT system costs for the demonstration site, and post-implementation coupon
system costs for the comparison site. The comparison data provide a basis to separate EBT
effects on administrative costs from effects due to other simultaneous changes. The evaluation
uses the comparison data to project what the coupon systems would have cost in the EBT sites
if the EBT systems had not been implemented.

19



Table of Contents

The comparison sites for the evaluation are:
. St. Louis County, Minnesota (for Ramsey County), and

. Doiia Ana County, New Mexico (for Bernalillo County, the New Mexico
demonstration site).
These sites were selected because they were the most similar counties to the demonstration sites
in terms of food stamp caseload size and composition, issuance system (at baseline), and
program indicators (such as loss rates and client turnover). However, the comparison sites do
differ noticeably from the demonstration sites in caseload and other factors, so the conclusions
drawn from the comparison data must be viewed with caution. The Bernalillo County
demonstration site is New Mexico’s only major metropolitan area, and Ramsey County’s food
stamp caseloéd is more than twice that of the comparison county. The differences between the
demonstration and comparison sites affect only local-level costs; the statewide coupon system

costs for the post-implementation period are much more reliable.

The comparison site approach proved particularly valuable in assessing the Ramsey
County project, because the Minnesota Department of Human Services took over the formerly
County-based coupon issuance process during Ramsey County’s EBS implementation phase.
This shift meant that the baseline cost data for Ramsey County were no longer a reliable
predictor of what issuance costs would be if the County had remained on the coupon system.
The collection of comparison data provided a means to estimate local costs under State issuance.
However, the use of the comparison data in this context requires the assumption that the effect
of converting to State issuance would have been the same in Ramsey County as in the
comparison county. The experience of Hennepin County, Ramsey County’s larger neighbor,
suggests that coupon issuance costs might have increased more sharply than in St. Louis County.
Thus, the evaluation data may underestimate what coupon costs would have been in Ramsey

County under the current State coupon issuance system.
The principal data sources on administrative costs are:
. self-reported worker time studies of eligibility and clerical workers in

the demonstration and comparison offices (and at New Mexico’s coupon
mailing site);
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e . interviews with local, State and FNS officials responsible for food stamp
issuance, redemption and reconciliation functions in the demonstration and
comparison sites (or for the larger State, Region or nation); and

o EBT demonstration cost reports (for the demonstration sites only).

Baseline data were collected between July 1989 and April 1990, using the 1989 Federal fiscal
year (the most recent completed fiscal year) as the baseline period (except for the time studies,
which represented current costs for the month in which they were conducted). Post-
implementation interviews and time studies were conducted between May and August 1992;
wherever possible, 1992 fiscal year data were collected in the interviews. (Some non-labor costs
for the coupon system covered periods beginning in 1991 and ending in 1992.) For the
demonstration sites’ reported EBT costs, the most recent available data (July 1992) were used
as the most "steady-state” measures, because implementation in both sites extended into February
1992 (and beyond, in some respects).’

Coupon issuance cost data also were collected from several non-demonstration States.
The full baseline data collection process (including interviews and time studies) was conducted
in Washington State, which at that ﬁme was a demonstration site. Eight other States,
representing three different coupon issuance systems, were surveyed in August 1992 to collect
data on the scope of their reported issuance costs and any the additional issuance costs that they
could identify. The latter survey was designed to provide insights on the generalizability of the

evaluation results.

The data collection followed the resource inventory method. The processes necessary
to operate each EBT and coupon system were analyzed to identify the resources that the
processes require (labor, equipment, supplies, and so forth). The data collection procedures and
instruments were then designed to measure the quantity and value of those resources used in
each site. This method ensures that cost data for each site and system are as complete and
comparable as they can be, within the constraints of practicality and evaluation resources.

' Ramsey County provided supplemental data from November and December 1992 on
management and other costs which were not “steady-state” in July 1992.
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The resource inventory method was modified for collecting the costs incurred by the EBT
system operators. In New Mexico, both billed and resource costs were collected for the system
operator. While direct resource costs for the New Mexico system operator were lower than
billed costs, the margin between the two sets of costs was well within the normal range of
indirect costs for government agencies and contractors. Given the lack of a definitive indirect
cost rate for this vendor, and the fact that the vendor’s contract was renewed in October 1992
at substantially the same rates, billed costs have been used as the best long-run indicator of
vendor costs. In Ramsey County, billed EBT system operator costs were considered to be a
reliable measure of resource costs, because both the vendor and the County had substantial
information on actual resource costs (based on experience with the cash portion of the project)
when they renegotiated the schedule of fees in early 1991.

All costs have been converted into a common measure, the cost per case month (i.e.,
the monthly cost divided by the average monthly program caseload). This approach allows
comparisons between sites and issuance systems that differ in scale. Applicable indirect costs,
based on the rates that apply to the direct costs measured, have been included.! Differences in
the calculation of these rates may affect cbmparisons between sites, so indirect costs are always
reported separately in the detailed cost tables in Appendix B.

The three sets of coupon system cost data for each State (baseline demonstration, baseline
comparison, and post-implementation comparison) were used to compute the adjusted coupon
system cost. This measure represents a projection of what the coupon system costs would be
in the demonstration sites if the EBT systems had not been implemented. In the case of
FNS and State costs that apply to the entire State (or region or nation), the adjusted coupon
system cost is identical to the actual measure for the comparison site. To compute the adjusted
coupon system cost at the local level, the pre/post percentage change in the comparison site costs
was applied to the baseline demonstration site cost. For example, if the baseline demonstration

! For FNS national costs, an indirect cost rate of 10 percent of labor costs was used. This
rate was provided by FNS for the baseline period. See Appendix B for further discussion of the
indirect cost calculations.
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site cost was $0.10 per case month and the comparison site cost increased by 50 percent, the
adjusted coupon system cost would be $0.15 per case month.!

This approach was modified for the computation of the adjusted coupon system costs for
Ramsey County. To compensate for differences in pay increases between the Ramsey and St.
Louis County, the time expended on each task by each category of worker (normalized on a per-
case-month basis) was computed from the baseline data for both sites and the post-
implementation data from St. Louis County. The baseline time per case month in the
demonstration site was adjusted by applying the rate of change in this measure in the comparison
site. This adjusted time per case month on each task by each worker type was multiplied by the
actual post-implementation pay rate for each worker type to compute the adjusted coupon cost.
This more elaborate method was not necessary in New Mexico, where both sites were on the

same State pay scale.

The Food Stamp Program shares many EBT costs, including staff, equipment, and benefit
cards, with the cash programs that use the EBT systems. In both sites, the AFDC program is
included in the demonstration. Ramsey County’s project also includes the State’s General
Assistance and Minnesota Supplemental Assistance programs, as well as the federal Refugee
Cash Assistance program. Joint costs (those resulting from activities benefitting more than one
program) have been allocated across programs as follows.

. All costs solely related to POS transactions have been allocated on the

basis of each program’s percentage of POS transactions. These costs

include POS terminal depreciation, leases and maintenance, as well as
POS telephone line costs and POS transaction fees.

o All costs solely related to ATM transactions (inciuding fees and dispute
resolution) have been allocated to the cash assistance programs.?

. Transaction fees have been allocated in proportion to each program’s
percentage of total transactions, if fees for POS and ATM transactions
were not reported separately (as was the case in New Mexico). These

' Some judgment was exercised in projecting local costs. In particular, baseline postage
costs from Ramsey County were adjusted for postal rate increases, rather than using the rate of
change in the comparison site.

? This evaluation does not attempt to allocate costs across different cash assistance
programs.
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fees are a direct function of the number of transactions associated with
each program.

o Costs related to backup (off-line) food stamp transactions, including
authorization and reconciliation, have been allocated to the Food Stamp

Program.

J Where time study data have indicated the program(s) involved in a task,
the cost of that task has been allocated accordingly. Each instance of time
spent on a task involving all benefits received by a multi-program
recipient (such as scheduling one AFDC-food stamp client for EBT
training) was allocated equally among those programs, under the
assumption that each program benefits equally from the effort. The
overall allocation of such costs depended on the distribution of time study
observations by program and program combination.

. Al) other costs were allocated in proportion to program caseloads, using
duplicated counts (i.e., total Food Stamp cases and total cash program
cases, including cases receiving both kinds of assistance). This approach
assumes that caseload is the prime determinant of the cost of such
activities as card issuance, client training, and benefit issuance. It also
assumes that fixed costs, such as management, are most equitably
allocated by caseload.

The analysis of administrative costs differs in a number of ways from the cost-neutrality
analysis prescribed by FNS® regulations for operational EBT systems.! The evaluation was
designed before these regulations were drafted; our approach reflects the special funding
arrangements and the unique data collection opportunities in a demonstration setting. Under the
FNS regulations, comparison site costs are not used to determine cost-neutrality. Instead, EBT
costs are compared with baseline coupon issuance costs, as inflated using the change in the price
deflator for the Gross National Product. The regulations require that start-up costs for the EBT
system be added to operating costs over a period of up to seven years; this was not feasible
within the time frame of the evaluation. Also, the start-up costs reported in this evaluation
include vendor resource costs that were not billed to the government; such costs would not be

included in the cost-neutrality calculations under the regulations.

' These regulations are contained in 7 CFR Section 274.12 (c) (3).
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Highlights of EBT System Impacts on Administrative Costs

Both EBT systems have lower operating costs than the adjusted coupon system cost for
their sites. As Exhibit 2-1 shows, the Food Stamp Program cost per case month for the New
Mexico EBT system is $3.07, a 24-percent drop from the adjusted coupon system cost of $4.04
per case month. The New Mexico EBT cost is even 5 percent lower than the 1989 baseline

coupon system cost of $3.23 per case month.

Ramsey County’s EBS system food stamp cost of $4.38 per case month is 3 percent
lower than the adjusted coupon system cost of $4.53 per case month, but the EBS cost is 55
percent higher than the baseline coupon system cost of $2.82 per case month. The fact that the
Ramsey County EBS cost falls between the baseline and adjusted coupon system costs might be
viewed as weaker evidence of EBT cost savings than the New Mexico results. However, as
noted earlier, the changes in coupon issuance in Minnesota make the adjusted coupon system
cost a much better yardstick than the baseline cost.

Exhibit 2-2 breaks down the two sites’ EBT system operating costs by function and task.
The $1.32 per-case-month overall difference in EBT operating costs between the sites arises in
three key tasks:

. deploying and maintaining the POS terminal network;
. reconciling the EBT system; and
. managing, overseeing and supporting the EBT project.
The first of these tasks accounts for most of the difference in the cost of the benefit delivery

function. The other two tasks contribute nearly all of the difference in the costs of the

reconciliation and monitoring function.

The cost of deploying and maintaining the terminal network in New Mexico is only
$0.06 per case month, compared with $1.41 per case month in Ramsey County. (This task
includes the cost of POS terminal leases and depreciation, maintenance, and supplies, plus any
directly related telecommunications costs.) POS network telecommunications costs are lower

in New Mexico because transactions there do not incur long_distance telecommunications

"7 T—
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Exhibit 2-1

SUMMARY OF EBT IMPACTS ON FOOD STAMP PROGRAM
ADMINISTRATIVE COSTS

EBT-Adjusted Coupon
System Cost Difference

Baseline Adjusted EBT
Coupon System  Coupon System System
Cost per Cost per Case Cost per Cost per
Site Case Month Month Case Month Case Month  Percent
New Mexico $3.23 $4.04 $3.07 -$0.97 24%
Ramsey County, $2.82 $4.53 $4.38 -$0.15 3%

Minnesota
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SUMMARY OF EBT SYSTEM FOOD STAMP PROGRAM COSTS

New Mexico Ramsey County

Cross-Site Cost

Site Cost per Site Cost per Difference per
Function/Task Case Month Case Month Case Month
Function: Authorize access to benefits
Issue/update replace ID $0.592 $0.317
Create and post benefit records 0.157 0.262
Function total 0.749 0.579 $0.170
Function: Deliver benefits
Deploy and maintain terminal 0.058 1.409
network
Process transactions 1.423 1.022
Resolve transaction problems/provide 0.322 0.274
balances
Function total 1.802 2.705 -0.903
Function: Credit retailers
Food retailer settlement 0.025 0.041
Function total 0.025 0.041 -0.016
Function: Manage retailer participation
Authorize and train retailers 0.056 0.084
Monitor redemption activity 0.023 0.023
Enforce compliance with regulations 0.078 0.067
Set policy and oversee redemption 0.006 0.012
system
Function total 0.163 0.186 -0.023
Function: Reconcile and monitor system
Reconcile issuances and report losses 0.030 0.012
Reconcile EBT system 0.037 0.306
Project management, oversight and 0.263 0.556
support
Function total 0.330 0.874 -0.544
GRAND TOTAL $3.069 $4.385 -$1.316
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proportion of the POS terminals used for EBT than Ramsey County did. Retailers and third-
party transaction processors in New Mexico have assumed a large portion of the POS equipment
and telecommunications costs because they use the POS network for commercial EFT as well

as EBT.

EBT system reconciliation costs in New Mexico are only $0.04 per case month, while
the Ramsey County EBS cost for this task is $0.31 per case month. Nearly all of this difference
is in Ramsey County’s in-house data processing costs. All reconciliation data processing in New
Mexico is performed by the vendor, and nearly all of this cost is included in the $1.42 per case

month in transaction processing fees.

Project management, oversight and support costs in Ramsey County are $0.29 per case
month higher than in New Mexico. This difference is offset somewhat by the higher transaction
processing costs in New Mexico, where the vendor includes its support and management services
in the transaction fees. Ramsey County pays separate fees to the vendor for technical support

and project management, and also devotes more in-house effort to these activities.

2.2 IMPACTS ON COSTS TO AUTHORIZE ACCESS TO BENEFITS

Before beginning the detailed analysis of cost impacts by function and task, we
summarize each EBT system’s impacts on food stamp issuance costs. Exhibits 2-3 and 2-4,
respectively, compare the New Mexico and Ramsey County EBT costs with the baseline and
adjusted coupon system costs for each function and task that must be performed to issue, redeem
and reconcile food stamp benefits. (Local, State and FNS costs for all systems are included.)
The same basic functions must be performed in either system, but the tasks differ between the
two systems. The benefit delivery function is the most changed by EBT, for this is where the
POS terminal network and the EBT transaction processor take the place of food stamp coupons
and the Postal Service. The coupon and EBT systems also differ considerably in the tasks

required to credit retailers and to reconcile and monitor the issuance system.

Comparisons of cost by function across systems and sites must be interpreted with care,
because of differences in the available data. Transaction fees in New Mexico cover most of the
EBT system operator’s costs in a single entry, while more function-specific charges were
available for the Ramsey County EBT system operator. Interview respondents did not always
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PROGRAM COSTS: NEW MEXICO

New Mexico
Baseline Coupon  Adjusted Coupon  EBT System
System Cost per  System Cost per  Cost per Case
Function/Task Case Month Case Month " Month
Function: Authorize access to benefits
Issue/update replace ID $0.153 $0.239 $0.592
Create and print/post benefit records 0.180 0.681 0.157
Function total 0333 0.920 0.749
Function: Deliver benefits
Supply coupons 0.274 0.449
Deploy and maintain terminal network 0.058
Deliver coupons to recipients 1.653 1.650
Process transactions 1.423
Resolve problems/provide balances 0.617 0.652 0.322
Function total 2.544 2.751 1.802
Function: Credit retailers
Process coupon deposits 0.139 0.165
Food retailer settlement 0.025
Function total 0.139 0.165 0.025
Function: Manage retailer participation
Authorize and train retailers 0.052 0.056 0.056
Monitor redemption activity 0.020 0.021 0.023
Enforce compliance with regulations 0.096 0.078 0.078
Set policy and oversee redemption 0.005 0.006 0.006
system
Function total 0.173 0.161 0.163
Function: Reconcile and monitor system
Reconcile issuances and report 0.022 0.026 0.030
losses
Reconcile EBT system 0.037
Project management, oversight and 0.022 0.017 0.263
support/policy and oversight
Function total 0.044 0.043 0.330
GRAND TOTAL $3.233 $4.040 $3.069
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SUMMARY OF EBS SYSTEM IMPACTS ON FOOD STAMP

PROGRAM COSTS: RAMSEY COUNTY, MINNESOTA

Ramsey County
Baseline Coupon  Adjusted Coupon EBS System
System Cost per  System Cost per  Cost per Case
Function/Task Case Month Case Month Month
Function: Authorize access to benefits
Issue/update replace ID $0.063 $0.009 $0.317
Create and print/post benefit records 0.307 0.247 0.262
Function total 0.370 0.256 0.579
Function: Deliver benefits
Supply coupons 0.416 0.524
Deploy and maintain terminal network 1.409
Deliver coupons to recipients 1.301 1.534
Process transactions 1.022
Resolve problems/provide balances 0.393 1.847 0.274
Function total 2.110 3.905 2.705
Function: Credit retailers
Process coupon deposits 0.139 0.165
Food retailer settlement 0.041
Function total 0.139 0.165 0.041
Function: Manage retailer participation
Authorize and train retailers 0.041 0.064 0.084
Monitor redemption activity 0.020 0.021 0.023
Enforce compliance with regulations 0.080 0.067 0.067
Set policy and oversee redemption 0.010 0.012 0.012
system
Function total 0.151 0.164 0.186
Function: Reconcile and monitor system
Reconcile issuances and report 0.031 0.021 0.012
losses
Reconcile EBT system 0.306
Project management, oversight and 0.023 0.021 0.556
support/policy and oversight
Function total 0.054 0.042 0.874
GRAND TOTAL $2.824 $4.532 $4.385
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separate time by function in a consistent manner. The variation in how costs were allocated by
task and function do not, however, affect the difference in total costs for the two sites.

This section and the four subsequent sections present the EBT-coupon system cost
differences by function and site. Each section begins by defining the function and its component
tasks. New Mexico costs are discussed first, followed by the Ramsey County costs. Each

section concludes with a comparison and analysis of EBT cost differences between the sites.

The first step in issuing food stamp benefits is authorizing recipients to have access to
the benefits. The activities included in this function ensure that the proper allotted benefits go
to eligible recipients. This function entails two tasks: issuing program ID cards, and creating
and posting or printing records of authorized benefits. The former task differs substantially
between the mail coupon issuance system previously used in the demonstration sites (henceforth
referenced as the "mail-coupon system") and the EBT system. The latter task is largely
unchanged by the EBT system, except that the actual printing of the benefit record (the
authorization document used to issue coupons) is replaced by the electronic posting of benefits
to the EBT database.

Issuing ID Cards

In the mail-coupon system, a paper food stamp ID card is issued to each recipient upon
certification. This ID may be requested by a retailer to prove that the recipient is eligible for
food stamps. In New Mexico, and in St. Louis County, Mihnesota, the eligibility worker
prepares and issues the ID during the certification interview. In the baseline period, Ramsey
County’s computer automatically printed IDs for mailing to newly certified recipients.

In the EBT system, the magnetic-stripe EBT card replaces the paper ID card as the
benefit access device; the card and the process to issue it are more elaborate. The steps in
issuing EBT cards include:

. referring and scheduling recipients for training,
. encoding and issuing cards,
. training recipients to use the EBT system,

o placing lost or stolen cards on hold, and
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e . responding to other recipient problems with EBT cards, such as damaged
cards, cards captured by ATMs, and recipients forgetting their PIN
numbers.
As Exhibit 2-5 indicates, the EBT system more than doubled the cost of issuing IDs in
New Mexico, from the adjusted coupon system cost of $0.239 to $0.592 per case month.
(Appendix B presents detailed cost information to supplement the tables in this chapter. Baseline
and current/adjusted coupon system costs for demonstration and comparison sites can be found
in Exhibits B-1 through B-10. Detailed EBT system costs for each function are presented in

Exhibits B-11 through B-15.)

Most of the New Mexico EBT system cost for issuing EBT cards is salaries, benefits and
overhead for the EBT Specialists assigned to perform this task. In the three district offices in
Bemalillo County, there are a total of five full-time EBT Specialists. (These staff also trouble-
shoot recipients’ problems with their EBT accounts and handle most issuance-related inquiries,
so the cost of this task reflects only part of their time.) The EBT Specialists spend about 52
percent of their card issuance time on training new recipients and issuing initial cards; the rest
of their card issuance time is spent handling recipients’ problems with lost, stolen or unusable
cards and answering questions. The EBT system also requires more expensive magnetic-stripe
cards, special card encoding equipment, and video equipment for training sessions. Finally, the
direct and indirect costs of eligibility workers’ time on ID issuance and replacement (including
referrals to training, providing information, and answering calls about problems) accounts for
about 24 percent of the cost of this task in New Mexico. (See Appendix B, Exhibit B-11 for
a detailed comparison of New Mexico’s and Ramsey County’s EBT system costs for this

function.)

In Ramsey County, the EBS system cost for issuing and replacing IDs (as shown in
Exhibit 2-5) is $0.317 per case month, more than thirty times the adjusted coupon system cost
of $0.009 per case month but 46 percent less than the EBT cost in New Mexico. Ramsey
County has only two full-time vendor staff devoted to card issuance and training, but the County
also operates a Customer Service line that takes recipients’ calls on card problems (and other
EBS problems). These staff costs, together with card-related income maintenance staff time,
account for 84 percent of the total task cost.
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EBT SYSTEM IMPACTS ON COSTS TO AUTHORIZE ACCESS TO BENEFITS:
NEW MEXICO AND RAMSEY COUNTY, MINNESOTA

te

New Mexico Ramsey County
Baseline Coupon Adjusted Coupon EBT System Baseline Coupon Adjusted Coupon EBS System
System Cost per System Cost per Cost per Case System Cost per System Cost per Cost per Case
Case Month Case Month Month Case Month Case Month Month
Task: Issue/update replace ID
Local Agency Total $0.153 $0.239 $0.592 $0.063 $0.009 $0.186
EBT Vendor Total n.a. n.a. n.a, n.a. n.a. 0.131
Task Total 0.153 0.239 0.592 0.063 0.009 0.317
Task: Create and Print/Post Benefit Records
Local Agency Total 0.117 0.633 0.142 0.307 0.202 0.052
EBT Vendor Total n.a. n.a. n.a. n.a. n.a. 0.210
State Agency Total 0.063 0.048 0.015 n.a. 0.045 n.a.
Task Total 0.180 0.681 0.157 0.307 0.247 0.262
Function Total $0.333 $0.920 $0.749 $0.370 $0.256 $0.579

n.a. = not applicable
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The $0.275 per case month difference in EBT card issuance costs between the two sites
results from Ramsey County’s lower labor and indirect costs. Having a single, central training
location enables Ramsey County to make more efficient use of training and card maintenance
time. Ramsey County cash recipients have longer experience with EBS (some have used the
system since the 1987 pilot), and therefore may require less support. Ramsey County also has
lower indirect costs for this task, reflecting both the lower labor cost and the somewhat artificial
circumstance that ven;ior personnel expenditures do not accrue indirect cost. Finally, it should
be noted that New Mexico was reassessing the staffing needs for this task at the time of the
study, and had already reduced one office’s complement of EBT Specialists from two to one.

Thus, this cost may decline in New Mexico.

Creating and Printing/Posting Benefit Records

This task is largely the same in the mail-coupon and EBT systems. The common

activities are:

. ‘ authorizing or facilitating one-time issuances, such as expedited benefits
(which require effort beyond the certification process in some situations);

. creating the issuance authorization file;
. providing information on issuance schedules and status; and
. resolving issuance problems, such as cancelling or re-issuing benefits.

(This task does not include replacing lost or stolen benefits, which is part
of the benefit delivery process.)
However, the two systems differ in the final step of the issuance authorization process.

In the mail-coupon system, the agency’s computer prints mailing labels or inserter cards with
recipients’ names, addresses and allotments. For EBT issuances, the authorization file is
transferred to the system operator’s computer, which posts the authorizations to the recipients’
EBT pass-through accounts. This posting must be verified to ensure that the file has not been
corrupted or manipulated. In the Ramsey County system, expedited benefits and other

emergency authorizations can be posted on-line by an accounting worker.

As shown in Exhibit 2-5, the New Mexico EBT system cost of $0.157 per case month
for this task is slightly less than the baseline cost of $0.180 per case month and substantially less
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than the adjusted coupon system cost of $0.681 per casc month. At the State level, the EBT
system cost of this task is $0.015 per case month, compared with $0.063 per case month at
baseline and $0.048 per case month for the adjusted coupon system cost.' Local agency costs
per case month for this task rose only slightly from $0.117 at baseline to $0.142 under EBT,
but the adjusted coupon system cost is far higher at $0.633 per case month. (Throughout this
chapter, local agency EBT costs include the EBT project staff.) This last figure reflects two
factors: an increase of $0.260 per case month (or 333 %) in comparison site cost§ and a baseline
demonstration site cost that was $0.039 per case month higher than the comparison site’s. (See
Appendix B, Exhibit B-1 for detailed New Mexico coupon system costs for this function.)

The increase in comparison site costs appears mostly to be due to a change in the
issuance schedule shortly before the data collection. (The previous 10-day schedule for recurring
food stamp issuances was changed to a 20-day schedule, with approximately half of the
recipients having their issuance days changed.) This change produced many client inquiries
about the issuance schedule and other related contacts. However, the same change occurred in
the demonstration site, where the EBT system cost is only 21 percent higher than the baseline
cost. It is likely that the automated balance inquiry capability of the EBT system, and perhaps
the greater predictability of EBT benefit receipt, reduced the impact of inquiries and concerns
about the issuance schedule on staff workload. Thus, while the New Mexico issuance schedule
change may have distorted both the EBT system cost and the adjusted coupon system cost for
this task, the apparently smaller impact on EBT system costs illustrates the greater efficiency
of the EBT system in responding to this type of change.

As Exhibit 2-5 indicates, the Ramsey County EBS system cost of $0.262 per case month
for creating and posting benefit records is higher than the adjusted coupon system cost of $0.247
per case month for this task, but lower than the baseline coupon system cost of $0.307 per case
month. The largest component of the EBT system cost is $0.210 per case month for card record
maintenance fees paid to the system operator. Staff costs for this task under EBT are only
$0.027 per case month, far less than the staff cost of $0.227 per case month for the baseline

! State data processing costs for creating the issuance file were not available for the baseline
period, the current coupon system, or the EBT system. State officials indicated that such costs
could not be separated from other data processing and did not materially differ between issuance
systems.
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coupon system and the $0.163 per case month adjusted coupon system cost. (See Appendix B,
Exhibits B-2 and B-11 for the detailed Ramsey County coupon and EBS system costs for this

function.)

The $0.210 per case month cost of card record maintenance fees is the principal reason
why the EBT system cost of this task is higher in Ramsey County than in New Mexico. The
New Mexico EBT system operator includes this portion of EBT processing in the transaction
fees, which are part of the benefit delivery cost. Ramsey County also has an extra cost of
$0.018 per case month to receive the issuance file generated by the State’s computer (which
maintains the client master file for certification purposes), re-format the issuance file, and
transmit it to the EBS system operator.! This step is unnecessary in New Mexico, where the
State computer communicates directly with the EBT system computer. Under the EBT system,
staff costs for this task are much lower in Ramsey County than in New Mexico ($0.027 versus
$0.093 per case month). This difference may be due in part to the issuance schedule change in
New Mexico, which probably increased the time devoted by EBT Specialists and eligibility
workers to answering questions about the status and timing of issuances (as discussed earlier).
Over time, this burden on the New Mexico personnel should decline, as recipients become

familiar with the issuance schedule.

2.3 IMPACTS ON COSTS TO DELIVER BENEFITS

The EBT system differs most from the mail-coupon system in the process of delivering
benefits to recipients. In the mail-coupon system, there are three major benefit delivery tasks:
. supplying coupons, including the printing of paper food stamp coupons,

their distribution to the mail issuance facility, and the management of the
coupon inventory by the issuing agency;

. delivering coupons to recipients, including the preparation of individual
coupon allotments and mailing them; and

' Current State data processing costs for creating EBT and coupon issuance files on the
MAX]IS computer system were not available. The baseline cost was $0.009 per case month for
this process, suggesting that any difference between the EBT and coupon svstems is not material.
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e  resolving issuance problems, including processing mail issuance returns,
replacement of coupons lost or stolen in the mail, and over-the-counter
coupon issuance (which is usually done because of actual or likely mail
loss).

The first two of these three tasks are eliminated entirely by the EBT system. Benefits
are made available to recipients at the point of sale, through the use of a network of POS
terminals and the transaction processing capability of the EBT system operator. Thus, the
benefit delivery tasks in the EBT system are:

e deploying and maintaining the terminal network, including terminal

depreciation or lease costs, maintenance, telephone lines for POS

terminals, other related telecommunications costs, and ongoing
installations for new or expanding retailers;

. processing transactions, which includes the services of the system
operator and third-party transaction acquirers; and

. resolving transaction problems by authorizing backup transactions,
providing balance information, and settling disputes between recipients
and retailers.
The last of these tasks is somewhat comparable to resolving coupon issuance problems, in that
a major part involves taking telephone calls or in-person requests for assistance from recipients,

researching problems, and verifying recipients’ claims of losses.

As Exhibit 2-6 shows, the New Mexico EBT benefit delivery cost of $1.802 per case
month is lower than coupon system costs, which increased from the baseline cost of $2.544 per
case month to the adjusted cost of $2.751 per case month. In Ramsey County, the EBS benefit
delivery cost of $2.705 per case month is almost one-third less than the adjusted coupon system
cost of $3.905 per case month, but higher than the baseline coupon system cost of $2.110 per
case month, as indicated in Exhibit 2-6. Ramsey County’s EBS cost for this function is $0.903
per case month higher than New Mexico’s, primarily because of the even greater difference in
costs for deploying and maintaining the POS terminal network. The higher cost of this function
in the Ramsey County EBS is offset by the high adjusted coupon system cost, which is $1.154

per case month higher than in New Mexico.

A useful indicator of the difference in EBT costs for benefit delivery is the cost per food
stamp POS transaction. If the cost of crediting retailers is added to the benefit delivery cost,
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Exhibit 2-6

EBT SYSTEM IMPACTS ON COSTS TO DELIVER BENEFITS:
NEW MEXICO AND RAMSEY COUNTY, MINNESOTA

Table of Contents

New Mexico Ramsey County
Baseline Coupon  Adjusted Coupon EBT System Baseline Coupon  Adjusted Coupon
System Cost per  System Cost per  Cost per Case System Cost per  System Cost per EBS System Cost
Case Month Case Month Month Case Month Case Month per Case Month

Task: Supply Coupons/Deploy and Maintain Terminal Network

Local Agency Total n.a. n.a. $0.033 $0.184 n.a, $1.409

EBT Vendor Total n.a. n.a. 0.024 n.a. n.a. n.a.

State Agency Total $0.042 $0.054 n.a. 0.001 $0.129 n.a.

Regional Agency Total 0.001 n.a, n.a. n.a, <0.001 n.a.

National Agency Total 0.231 0.395 n.a, 0.231 0.395 n.a.

Task Total 0.274 0.449 0.058 0.416 0.524 1.409
Task: Deliver Coupons to Recipients/Process Transactions

Local Agency Total n.a. n.a. n.a. 1.301 n.a. 0.539

& EBT Vendor Total n.a. n.a. 1.423 n.a. n.a. 0.483

State Agency Total 1.653 1.650 n.a. n.a. 1.534 n.a.

Task Total 1.653 1.650 1.423 1.301 1.534 1.022
Task: Resolve Problems/ Provide Balances

Local Agency Total 0.535 0.468 0.322 0.393 1.609 0.181

EBT Vendor Total n.a. n.a. n.a. n.a. n.a. 0.093 |

State Agency Total 0.082 0.184 n.a. n.a. 0.238 n.a.

Task Total 0.617 0.652 0.322 0.393 1.847 0.274
Function Total $2.544 $2.751 $1.802 $2.110 $3.905 $2.705

n.a. = not applicable
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(Insurance- costs for the State facility would probably be lower, because it is much more secure

than the Ramsey County office building.)'

Delivering Coupons to Recipients

Between the baseline and post-implementation periods, the cost of delivering coupons to
recipients did not change materially in New Mexico but rose in Ramsey County. As Exhibit 2-6
shows, New Mexico’s adjusted coupon system cost for this task is $1.650 per case month, just
$0.003 per case month less than the baseline cost. Increases in labor and postage were offset
by decreases in coupon mailing equipment maintenance and depreciation, and in indirect costs.
The principal reason for these decreases seems to be the 16-percent increase in the coupon
system caseload over this period (from 49,368 to 57,444), despite the conversion of the State’s
largest county to EBT.?

The increase in the cost of delivering coupons for Ramsey County between the baseline
($1.301 per case month) and the adjusted cost (31.534 per case month) arises from two factors.
First, postage increased by $0.153 per case month, because of the increases in postal rates over
the period; second, equipment costs increased by $0.281 per case month, reflecting the more
automated issuance process used by the State. These increases were offset by reductions in the
costs of labor (presumably due to automation and economies of scale) and supplies. (Detailed
coupon system costs for benefit delivery in Ramsey County are presented in Appendix B, Exhibit
B-4.) The adjusted cost reflects the mix of issuances via regular mail, certified mail and over-
the-counter issuances that Ramsey County had at the baseline. Evidence from neighboring
Hennepin County suggests that Ramsey County might have been forced to increase the use of
expensive certified mail, or face higher costs for over-the-counter issuance and other efforts to

resolve coupon delivery problems, if it had continued to use the coupon system.  Thus, the

! The adjusted coupon supply cost for Ramsey County includes not just the vault but the
Food Stamp Program’s share of both the lease for the State issuance center and the depreciation
of the State’s improvements to the facility. A portion of these costs could be allocated to the
tasks of delivering coupons and resolving issuance problems.

2 The adjusted coupon system cost for New Mexico includes the State’s projected cost for
a smaller and less expensive coupon inserter that is planned to replace the current equipment.

40



Table of Contents

adjusted Ramsey County cost of delivering coupons may be low, but the lack of direct data on
Ramsey County costs and losses under State issuance would render speculative any effort to
refine this estimate.’

Deploying and Maintaining the POS Terminal Network

The EBT sites differ most in their costs for deploying and maintaining their POS terminal
networks. Ramsey County’s cost for this task is $1.409 per case month, while New Mexico’s
cost is only $0.058 per case month, as Exhibit 2-6 illustrates. The lack of telephone charges
in New Mexico accounts for nearly two-thirds ($0.826 per case month) of the $1.351 per case
month difference. The long-distance network charges of $0.514 per case month borne by
Ramsey County are not necessary in New Mexico, because the system operator is located in the
project site. New Mexico avoided local telephone charges ($0.312 per case month in Ramsey
County) because retailers agreed to bear these costs. Most high-volume retailers (for whom
separate POS terminal lines are necessary) are processing commercial credit or debit transactions
as well as EBT. (See Appendix B, Exhibit B-12 for a detailed comparison of EBT benefit

delivery costs across sites.)

Nearly as important, though, is the difference between the sites in POS terminal lease,
depreciation and maintenance costs. As of July 1992, New Mexico bore lease or depreciation
costs for only 185 terminals, 30 percent of the total terminals in the project area. On all but 14
of these, the State directly paid only half of the lease or depreciation cost; retailers, third-party
networks and the EBT vendor bore the rest. (The EBT vendor’s share was built into the
contracted transaction fees.) The only separate maintenance fees paid by the State were for the
28 multi-purpose terminals jointly leased by the State and the retailers. (The State’s share of
maintenance on the other terminals is included in the transaction fees.) Ramsey County, in
contrast, paid the full depreciation cost on 510 terminals (including 138 that were not in service).

! The change in comparison site costs was not used to estimate the adjusted Ramsey County
postage, because mail loss and other data indicated that the rate of increase in this cost was
likely to be substantially higher. Instead, the baseline postage cost was increased by the 18
percent increase in applicable postal rates over the period, as estimated by Ramsey County.
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The most important reason for this difference is the large number of retailers in New
Mexico who chose to participate via third-party POS networks, at no up-front or ongoing cost
to the State.! The second reason is the willingness of the other major New Mexico retailers
who opted for multi-purpose terminals to pay half of the cost of the terminals to which they were
entitled under the formula established by FNS, plus the full cost of any additional terminals, in
exchange for the right to process commercial EFT transactions on the terminals. (The State paid
the cost of installing the terminals mandated under FNS’ deployment formula.) The result is a
difference of $0.239 per case month in POS terminal lease and depreciation costs.”

The $1.351 per-case-month difference in POS network costs (see Exhibit B-12) does not
include the additional $0.345 per case month in equipment cost-sharing that Ramsey County pays
to the third-party processors that deploy 278 additional terminals. This cost is included in the
transaction processing expenses, along with the vendor and third-party transaction fees. The
third-party equipment cost sharing would be replaced by a fee of $0.08 per transaction if the
third-party retailers used the equipment for services other than the present combination of EBT
and check authorization. At current rates of third-party transactions, this would reduce Ramsey
County’s total third-party reimbursements to $0.107 per case month. Third-party processors in
New Mexico agreed not to charge for EBT transactions, in exchange for the EBT system
operator’s agreement not to charge the third parties a switching fee for EBT transactions.’
Unlike Ramsey County’s third parties, the New Mexico third parties generate revenue from
commercial credit and debit transactions in participating stores.

To place the cross-site differences in terminal deployment arrangements in perspective,
we simulated the Food Stamp Program cost of POS terminal depreciation and maintenance under
two scenarios, as summarized in Exhibit 2-7. First, we projected the cost of the current

! The third-party processors have varying cost-sharing arrangements with the retailers they
serve. See Chapter 4 for retailers’ EBT participation costs.

2 When New Mexico renewed the contract with the EBT system operator in October 1992,
the system operator agreed to purchase the State’s share of the terminals it owned wholly or in
part, and to assume the share of terminal lease costs bomne by the State. Transaction fees
remained the same under the new contract.

* Third-party processors pay a small monthly fee to the EBT system operator for the costs
of maintaining telecommunications links.
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Exhibit 2-7

CURRENT AND PROJECTED POS TERMINAL COSTS

Food Stamp Program
Cost per Case Month

New Mexico Ramsey County
Current POS depreciation, leases and $0.058 $0.564
maintenance
Current third-party cost-sharing and fees - 0.397
Total current cost 0.058 0.961
Total cost of current terminal network if 0.500 0.9332
100 percent government-owned
Total cost of equipping all lanes under 100 0.600' 0.933?
percent government ownership
Savings from third-party and retailer +0.442 to -0.028
cost-sharing +0.542

Notes: ' In New Mexico, third parties and retailers equipped 440 of the 625 lanes in service (as of July
1992). The cost of equipping all lanes is based on the State’s April, 1990 estimate of 750
total lanes in authorized stores. This estimate may be high due to stores that have closed or
no longer accept Food Stamps.

2 In Ramséy County, third parties equipped 278 of the 650 lanes in service. All lanes in
participating stores were equipped.
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terminal network in each site if all terminal costs were borne by the government. Under this
scenario, New Mexico’s cost would rise dramatically from $0.058 per case month to $0.500 per
case month, while Ramsey County’s cost would fall slightly from $0.961 per case month
(including third-party cost-sharing and fees) to $0.933 per case month. Second, we projected
the cost of equipping all lanes in the project area at the government’s expense. This scenario
yielded a cost of $0.600 per case month for New Mexico; the Ramsey County cost was
unchanged because all lanes in participating stores are equipped. (Neither scenario considers
telecommunications costs, because there are no data on what New Mexico would pay if it bore

them. Retailers and third parties in New Mexico bear all telecommunications costs, as noted

earlier.)

The results in Exhibit 2-7 illustrate the importance of three key differences in POS costs
between New Mexico and Ramsey County. The largest source of the difference in POS costs
is the fact that New Mexico pays nothing for 70 percent of the terminals, while Ramsey County
pays nearly all of the costs for 100 percent of the terminals. The second factor is the higher cost
per terminal in Ramsey County: even if the government bears the entire depreciation and
maintenance cost, New Mexico’s cost is only $19.30 per terminal per month, while Ramsey
County’s cost is $21.30 per terminal per month, and Ramsey County third-party charges are
$27.28 per terminal per month. (The two sites use different terminals, and Ramsey County’s
POS terminal cost includes the controllers used in large multi-lane stores. New Mexico does
not pay for any controllers, which are provided, if needed, by merchants or third-party
processors.) Finally, New Mexico has 36 food stamp cases per terminal, while Ramsey County
has only 28. This fact means that each terminal’s cost — regardless of ownership -- is gpread

over more cases in New Mexico than in Ramsey County.

The projections for Ramsey County in Exhibit 2-7, which indicate a lower cost under 100
percent government POS ownership, are probably affected by differences in the assumptions for
calculating depreciation costs. The projected equipment depreciation spreads the County’s cost
to purchase the POS equipment over its expected five-year life.! It appears that the actual third-
party equipment charges are based on a three-year lease or pay-back period, resulting in a higher

monthly cost. If the current County terminal costs and the projected cost for additional terminals

! Ramsey County purchased the POS equipment under a three-year lease-purchase contract.
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were based on the same three-year pay-back period, the projected cost would be $1.196 per case
month; under the same assumptions, the current cost for the combination of County and third-
party terminals would be $1.285 per case month. It is important to repeat the fact that third-
party charges in Ramsey County would drop to $0.107 per case month if the third-party
equipment charges were replaced by transaction fees, as would occur if the third-party retailers
began processing commercial credit or debit transactions.

Processing Transactions

New Mexico’s cost for processing EBT transactions is $1.423 per case month,
substantially higher than Ramsey County’s cost of $1.022 per case month. New Mexico pays
its vendor $0.1175 per POS transaction, while Ramsey County pays only $0.054 for a regular
POS transaction. However, the transaction fee in New Mexico includes all of the system
operator’s services except settlement, microfiche reports, and a portion of terminal maintenance
(as discussed above).! Thus, some of the costs that appear under other tasks for Ramsey
County are captured in this task for New Mexico. The Ramsey County vendor bills separately
for costs associated with: posting benefits (through card record maintenance fees); resolving
benefit delivery problems (through customer service charges); and project management and

support (via fees for management and programming support).

Transaction fees to the system operator and third-party networks make up about half of
Ramsey County’s transaction processing costs. The other major cost component is the $0.345
per case month in payments to the third-party networks to offset POS equipment costs, as
discussed earlier. Telecommunications services and non-POS equipment costs (such as
administrative terminals and modems for Ramsey County’s computer to communicate with the
EBT system vendor’s computer) make up the rest of the Ramsey County cost for this task. (See
Appendix B, Exhibit B-12 for details.)

! The revised New Mexico vendor contract includes settlement and POS terminals in the
transaction fee.
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Resolving Benefit Issuance Problems and Providing Balances

The New Mexico and Ramsey County EBT systems have lower costs for resolving
benefit issuance problems and providing balances than do their respective coupon systems, as
shown in Exhibit 2-6. In New Mexico, the EBT system cost is $0.322 per case month,
compared with the baseline coupon system cost of $0.617 per case month. Despite the lower
baseline cost of $0.393 per case month in Ramsey County, the EBS system still reduced the cost
of this task to $0.274 per case month. The savings on this task with EBT are even greater on
the basis of the adjusted coupon system cost.

This result is quite striking, given the fact that the EBT system entails such new problem-
solving roles as authorizing backup transactions, resolving disputes, and providing balances.
These new burdens are more than offset by the elimination of the major benefit issuance
problems of the mail-coupon system: returned mail issuances, replacements for mail losses, and
over-the-counter issuances. The considerable increase in Ramsey County coupon system costs
for this task is due primarily to increased effort in investigating reports of lost or stolen mail
issuances in the comparison site, combined with Ramsey County’s higher baseline cost for this
task. Prior to Ramsey County’s conversion to the EBS system, mail losses and over-the-counter
issuances were increasing faster than in the comparison site, so the adjusted coupon system cost

may be understated.

2.4 IMPACTS ON COSTS TO CREDIT RETAILERS

The EBT system replaces the paper-based process of crediting retailers under the coupon
system with a less costly electronic process. In the coupon system, the Federal Reserve system

acts as FNS’ agent, performing the following activities:

o receiving and verifying coupons deposited by retailers’ financial

institutions,
. crediting financial institutions for coupon deposits,
. checking for counterfeit coupons,
. destroying the coupons,
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e . reading the magnetically encoded Redemption Certificates (RCs) submitted
by retailers,

. transmitting the RC data to FNS, and

e submitting debit vouchers to the Treasury Department to draw money
from the FNS benefit redemption account.
FNS maintains the redemption account and reimburses the Federal Reserve for the costs of
processing coupon deposits. Retailers’ financial institutions, not FNS or the Federal Reserve,
bear the cost of processing the retailers’ coupon deposits, crediting their accounts, and encoding
the RCs. (The cost impact of EBT to commercial financial institutions and the Federal Reserve
is discussed in Chapter 6.)

Crediting retailers, like benefit delivery, is entirely electronic in the EBT system. EBT
retailers receive credit as a result of the following steps.
o The system operator totals retailers™ credits and sends them to a financial

institution, known as the concentrator bank, which serves as the point of
entry to the automated clearinghouse (ACH) network.

o The concentrator bank (which is the system operator in New Mexico)
separates any credits for retailers with whom it has a banking relationship
and posts these credits directly to the retailers’ accounts.

. The concentrator bank sends the balance of the credits through the ACH,
which routes them to the retailers’ financial institutions.

o The concentrator bank requests funds from the demonstration’s FNS
account through the Department of Health and Human Services’ Payment
Management System.

o The Department of Health and Human Services verifies the availability of
benefits in the FNS account and forwards the request to the Treasury
Department, which wires the money to the concentrator bank.

The EBT system reduces the cost of crediting retailers in both sites, although the savings
are greater in New Mexico than in Ramsey County. As indicated in Exhibit 2-8, the cost of
processing retailer coupon deposits rose from $0.139 per case month in the baseline period to
$0.165 per case month in the adjusted coupon costs (based on estimated costs for Federal Fiscal
Year 1992). In contrast, the New Mexico EBT system cost for crediting retailers is a mere
$0.025 per case month, while the Ramsey. County EBS cost is only $0.041 per case month. The
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Exhibit 2-8

EBT SYSTEM IMPACTS ON COSTS TO CREDIT RETAILERS:

NEW MEXICO AND RAMSEY COUNTY, MINNESOTA
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New Mexico 'Ramsey County
Baseline Coupon  Adjusted Coupon EBT System Baseline Coupon  Adjusted Coupon EBS System Cost
System Cost per  System Cost per Cost per Case System Cost per  System Cost per  per Case Month
Case Month Case Month Month Case Month Case Month
Task: Process Coupon Deposits
National Agency Total $0.139 $0.165 n.a. $0.139 $0.165 n.a.
Task Total 0.139 0.165 n.a. 0.139 0.165 n.a.
Task: Food Retailer Settlement
& EBT Vendor Total n.a. n.a. $0.024 n.a. n.a. 0.040
National Agency Total n.a. n.a. 0.001 n.a. n.a. 0.001
Task Total n.a. n.a. 0.025 n.a. n.a, 0.041
Function Total $0.139 $0.165 $0.025 $0.139 $0.165 $0.041

n.a. = not applicable
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EBT cost -includes fees charged by system operators and by the Department of Health and
Human Services (DHHS). (Other expenses associated with the EBT demonstration accounts are

included in the cost of reconciling and monitoring the EBT system.)

There appear to be two reasons why EBT costs for crediting retailers are lower in New
Mexico than in Ramsey County. First, the system operator acts as the concentrator bank,
eliminating a step and a participant in the process. (Ramsey County’s sysiem operator, which
is not a bank, must pass the ACH file to the concentrator bank and maintain an account there
for settlement purposes.) Second, only a fraction of the credits are sent through the ACH in
New Mexico, because many retailers bank with the system operator or with a bank that has a
correspondent relationship with the system operator. Thus, the total ACH fees are lower. The
substantial number of retailers using third-party networks may also be a factor, since the third
parties bear the cost of settling with their participating retailers. (Ramsey County’s system
operator settles individually with all participating retailers.)

2.5 IMPACTS ON COSTS OF MANAGING RETAILER PARTICIPATION

Of all the functions involved in benefit issuance and redemption, the process of managing
retailer participation is least affected by the switch from coupons to EBT. In general, this

function consisté of the following tasks:
. authorizing and training retailers to participate;
e monitoring redemption activity;

. enforcing compliance with program regulations through undercover
investigations and administration of sanctions;

. setting, communicating and clarifying regulations and policy regarding
coupon redemption; and

° overseeing the operation of the redemption process.

Under the coupon system, these activities are performed exclusively by FNS personnel,
including the Field and Regional Offices, the Compliance and Administrative Review Branches
(which have their own area offices), the Minneapolis Computer Support Center (MCSC), and
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the Benefit Redemption Division. Most contacts with retailers, including processing applications
and administering sanctions, are handled by the Field Offices.

The EBT system involves the State or County and the system operator with managing
retailer participation in the following ways:
o The FNS Field Office and the State or County must coordinate to make

sure that authorized retailers — and only authorized retailers — are able to
participate in the Food Stamp Program via the EBT system.

. The system operator must send redemption data to the MCSC, to take the
place of the Redemption Certificate data that would otherwise be
available.

e The State or County must issue cards and benefits to Compliance Branch

investigators, and provide data to assist compliance enforcement.

As Exhibit 2-9 indicates, the impact of EBT on this function is very slight. In New
Mexico, the adjusted coupon system cost is $0.161. The EBT system cost is only $0.002 per
case month higher, because of the slightly higher cost of monitoring redemptions for the two
demonstrations, compared with the larger-scale processing of coupon redemption data. In
Ramsey County, the EBS system cost of $0.186 per case month is $0.022 per case month higher
than the adjusted coupon system cost. The greater increase over coupon costs in Ramsey County
arises because of the $0.020 per case month in County staff costs related to retailer management,
mainly for handling inquiries from new retailers who are not already participating in the EBS
system. (New Mexico staff could not separate any time for such inquiries from other retailer
liaison and trouble-shooting activities, which are included in the benefit delivery and
reconciliation and monitoring functions. Both sites could not separate training costs for new
retailers from ongoing terminal installation and maintenance costs, which are included in the
benefit delivery function.) The FNS Field and Regional Offices do not appear to have
experienced any material impact from the EBT system on their costs for this function, although

FNS’ retailer re-authorization project may have made it more difficult to detect any such impact.
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Compliance Branch costs have not been measurably affected by EBT because of the smalil

number of investigations conducted in the demonstration areas.'

2.6 IMPACTS ON RECONCILIATION AND MONITORING COSTS

In the mail-coupon system, the process of reconciling and monitoring issuance activity

consists of the following tasks:

. reconciling actual versus authorized issuances, primarily on the basis of
coupon inventory reports and the issuance authorization file;

. reporting issuances losses and settling responsibility for those losses
between the County, State and FNS;

. sefting, communicating and clarifying issuance regulations and policy; and
. managing and overseeing issuance operations to ensure their integrity and
efficiency.

The States of New Mexico and Minnesota (and, during the baseline period, Ramsey County)
bear the responsibility for the actual reconciliation and reporting, as well as for State-level
issuance policy and oversfght. The Southwest and Midwest Regional Offices of FNS process
reconciliation reports, bill the States for their share of losses, communicate issuance policy, and
conduct reviews of State issuance operations. Several units at FNS headquarters manage the

reconciliation, reporting, policy and oversight processes.

Reconciling Issuances and Reporting Losses

EBT simplifies the reconciliation of issuances by minimizing the number of returned and
replaced issuances, and by automatically recording when benefits are delivered to the recipient’s
account.? Issuance reporting in EBT systems is also automated, although EBT data must be

! EBT may slightly reduce Compliance Branch productivity by imposing an additional burden
on investigators, but the additional evidence of program violations available from EBT systems
is likely to offset this minor effect.

? Returns are not eliminated, because occasionally a benefit is issued to a client who does
not have a system account, causing the issuance to be rejected. Replacements may be necessary
if an EBT issuance was canceled in error.
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combined- manually with coupon system data in some reports (such as the FNS-46 issuance
reconciliation form). However, reconciling EBT issuances is complicated by the need to
synchronize the State’s (or the County’s) computer system with the system operator’s. In the
EBT system, the re-presentation of overdrafts, benefit transfers to reduce overpayment claims,
and conversion of benefits to coupons also introduce additional steps in the reconciliation of

issuances.

The net impact of these factors on issuance reconciliation costs differs between the
demonstration sites. As Exhibit 2-10 indicates, EBT costs for this task are slightly higher in
New Mexico ($0.030 per case month versus the adjusted coupon system cost of $0.026 per case
month). On the other hand, the Ramsey County EBS system cost of $0.012 per case month is
lower than the adjusted coupon system cost of $0.021 per case month. The lower Ramsey
County cost is offset, however, by higher EBS system reconciliation costs (i.e., the
reconciliation of accounts and redemption activity, which may include some costs assigned to
issuance reconciliation in New Mexico), as discussed below. Higher national-level FNS costs
for issuance reporting under EBT, presumably the result of the small scale and novelty of the
demonstrations, contribute to the EBT cost for this task in both sites.

Reconciling the EBT System

The EBT system adds another dimension to reconciliation: reconciling account balances
with flows of benefits into and out of the system. This reconciliation must be carried out on a
daily basis to guard against processing errors and manipulation of the system. While the State
or the County has the primary responsibility for this task, the FNS Regional Office must
reconcile the benefit account used to credit retailers by comparing the draws against the account
with the actual redemptions by retailers. National FNS staff oversee and trouble-shoot the

Regions’ EBT reconciliation process.

This task adds only $0.037 per case month to the overall cost of the reconciliation and
monitoring function in New Mexico, but the same task contributes $0.306 per case month to the
cost of the Ramsey County demonstration. Most of this difference is at the level of the local
EBT project, where Ramsey County’s cost of $0.154 per case month has no direct counterpart
in New Mexico. The largest single component of the Ramsey County EBS cost for this task is
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EBT SYSTEM IMPACTS ON COSTS TO RECONCILE AND MONITOR THE ISSUANCE SYSTEM
NEW MEXICO AND RAMSEY COUNTY, MINNESOTA

New Mexico Ramsey County
Baseline Coupon  Adjusted Coupon EBT System Baseline Adjusted Coupon  EBS System Cost
System Cost per  System Cost per Cost per Case Coupon System  System Cost per  per Case Month
Case Month Case Month Month Cost per Case Case Month
Month .
Task: Reconcile Issuances and Report Losses
Local Agency Total n.a. n.a. n.a. $0.008 $0.004 n.a.
State Agency Total $0.016 $0.021 $0.023 0.014 0.012 $0.005
Regional Agency Total 0.003 0.003 n.a. 0.006 0.003 n.a.
National Agency Total 0.003 0.002 0.007 0.003 0.002 0.007
Task Total 0.022 0.026 0.030 0.031 0.021 0.012
Task: Reconcile EBT System
Local Agency Total n.a. n.a. n.a. n.a. n.a. 0.154
EBT Vendor Total n.a. n.a. 0.007 n.a. n.a. 0.064
Regional Agency Total n.a, n.a. 0.010 n.a. n.a. 0.068
National Agency Total n.a. n.a. 0.020 n.a; n.a. 0.020
Task Total n.a, n.a. 0.037 n.a. n.a. 0.306
Task: Project Management, Oversight and Support/ Policy and Oversight
Local Agency Total n.a. n.a. 0.215 n.a. n.a. 0.241
EBT Vendcr Total n.a. n.a, n.a. n.a. n.a. 0.277
State Agency Total 0.021 0.016 n.a. 0.021 0.019 0.026
Regional Agency Total n.a. n.a. n.a. 0.001 0.001 n.a.
National Agency Total 0.001 0.001 0.048 0.001 0.001 0.013
Task Total 0.022 0.017 0.263 0.023 0.021t 0.556
Function Total $0.044 $0.043 $0.330 $0.054 $0.042 $0.874

n.a. = not applicable or included elsewhere (see text).
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the $0.109 per case month data processing expense. (See Appendix B, Exhibit B-15 for details.)
New Mexico relies more heavily on the system operator’s reconciliation process, which is part
of the bank’s general daily reconciliation of all accounts and transactions; project staff could not
separate EBT system reconciliation time from problem resolution and project management. (As
noted earlier, New Mexico system operator costs for reconciliation are included in the
transaction processing fees, except for the cost of microfiche report production. However, total
vendor costs are low;r in New Mexico than in Ramsey County, as discussed in Section 2.7.)
Regional FNS costs also are higher for the Ramsey County project ($0.068 versus $0.010 per
case month for the New Mexico project), possibly the result of closer scrutiny because of
Ramsey County’s more recent implementation. (Also, the Midwest Regional Office assigned
a higher grade of staff to this task.) National FNS costs are $0.02 per case month for both sites.

Policy, Oversight and Management

In the coupon system, the administration of policy, oversight and management
responsibilities involves the following:

e FNS headquarters establishes regulations and policy governing issuance,
and monitors issuance operations;

o FNS Regional Offices communicate and clarify national policy to the
States, and review State and County issuance procedures; and

o State officials implement FNS policy, set State policy on issuance, and
oversee State and local issuance activities.
An important feature of this process is that it is almost entirely internal to the administrative
structure of the Food Stamp Program. The only outside parties that might be involved are
contract issuance agents, which are not used in either New Mexico or Minnesota.

In contrast, the management and oversight of the EBT systems involves a greater variety
of issues and actors. Issuance, redemption, retailer authorization, claims processing and other
areas converge, requiring a holistic and concerted management approach. The direct
involvement of the EBT system in retailer operations on a real-time, 24-hour basis entails
considerable attention to relations with retailers, financial institutions, and third-party processors.

Each site has a full-time project director to meet these needs. However, the Ramsey
County project director spends only 22 percent of her time on operational matters; the rest of
her time is devoted to sharing her experience, other special demonstration activities, and
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planning EBS system expansion. The New Mexico project director spends about 85 percent of
his time on operational matters. (Only the operational management time is counted as an
operational cost.) The Ramsey County project also has a State liaison who coordinates the
State’s role in EBS operations.

EBT systems require substantial technical support because of their novelty, complexity
and sensitivity. While the system operator in both sites has the primary responsibility in this
area, State or County resources are needed as well. In the case of Ramsey County, both the
State and the County have technical personnel supporting the EBS software, which includes State
and County applications. In New Mexico, technical support has been primarily provided by the
vendor that, until August 1992, operated and maintained the State’s eligibility and case

maintenance system.

The greater requirements for management and support, coupled with the modest size of
the demonstrations (relative to that of the nationwide coupon system), are the primary reasons
that the cost of this task is substantially higher for both EBT systems than for the coupon
system. In New Mexico, the EBT system cost is $0.263 per case month, compared with the
adjusted coupon system cost of $0.017 per case month. The margin -- and the absolute EBS
cost -- is greater in Ramsey County: $0.556 per case month for EBS versus the adjusted coupon
system cost of $0.021 per case month.

The Ramsey County EBS cost for this task is $0.293 per case month higher than in New
Mexico.! At the EBT project level, costs for this task are quite similar across the two sites
(50.215 per case month in New Mexico versus $0.241 in Ramsey County). The Ramsey County
EBS project cost includes $0.017 per case month in County technical staff costs. Technical
support for the EBS interface component of Minnesota’s MAXIS eligibility system makes up
most of the $0.026 per case month in State costs for this task in Ramsey County.

! The time period for the Ramsey County costs for this task is September through December
1992, instead lieu of the June to July 1992 period used for most other costs. The later data are
more representative of steady-state costs, because the County devoted substantial effort in the
preceding months to implementing representation and other "clean-up” from the implementation
process.
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Neither of these technical support costs has a counterpart in the New Mexico figures.
The cost of maintaining the State portion of the New Mexico EBT system could not be separated
from the larger fixed-price contract for supporting the State’s integrated computer system for
income maintenance programs, because of the extent to which EBT processes are intertwined
with coupon issuance and case maintenance functions.! Some of the cost difference is real,
however, because Ramsey County uses its own computer system more extensively to supplement

the reports and other brocesses that run on its vendor’s system.

The largest component of the cross-site difference in costs for this task is the $0.277 per
case month that Ramsey County pays its vendor for technical support and project management.
(See Appendix B, Exhibit B-15 for details.) New Mexico’s system operator includes the cost
of these services in the transaction fees. However, the transaction processing costs in New
Mexico also include card record maintenance, POS maintenance, system reconciliation and other
services for which Ramsey County pays separately. Thus, the inclusion of technical support and
project management in New Mexico’s transaction fees does not entirely explain the difference
in the system operator cost for this task; the New Mexico vendor’s synergy between EBT and
commercial POS operations is probably an additional factor.

2.7 IMPACT OF EBT ON LOCAL, STATE AND FNS ADMINISTRATIVE COSTS

The impacts of EBT on the costs expended at each level of Food Stamp Program
administration are summarized in Exhibit 2-11. (The total cost by program and agency is
presented in Exhibit B-16.) This exhibit demonstrates how the costs shifted in the demonstration
sites away from FNS and the State Agencies, and toward the vendors, local agencies and EBT
project units. (The EBT project unit in New Mexico, which is officially part of the State
Agency, is treated as part of the local agency for reasons of cross-site comparability.) While
this general pattern is the same in both sites, the magnitude of the changes in State and local
costs differs considerably. It is important to note that costs expended are not the same as costs
paid, since FNS pays 50 percent of local, State and vendor costs.)

' The vendor that maintained the eligibility system was in the process of turning over system
operations to the State and a new vendor during the data collection period, further obscuring any
impact of EBT on the vendor staff’s workload.
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SUMMARY OF EBT SYSTEM FOOD STAMP COST IMPACTS BY AGENCY

Exhibit 2-11

Table of Contents

New Mexico
Baseline Adjusted
Coupon Coupon EBT

System Cost

per Case Month  per Case Month  per Case Month

System Cost

System Cost

Ramsey County

Baseline
Coupon
System Cost

* Adjusted

Coupon
System Cost

EBS
System Cost

per Case Month  per Case Month  per. Case Month

FNS
Field Agency
Regional Agency
National Agency
FNS Total

State and Local Agencies:

Local Agency/EBT Project
State Agency

State and Local Agency Total
EBT System Vendor

Total, All Agencies

0.075
0.020
0.456

0.551

$0.805
1.877

2.682
n.a.

$3.233

0.079
0.005
0.643

0.727

$1.340
1.974

3.314
n.a.

$4.040

0.079
0.012
0.158

0.249

$1.227
0.116

1.343
1.478

$3.069

0.062
0.014
0.456

0.532

$2.256
0.036

2.292

$2.824

0.073
0.015
0.643

0.731

$1.824
1.977

3.801

$4.532

0.073
- 0.079
0.123

0.275

$2.091
0.031

2.122
1.988

$4.385

n.a. = not applicable
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The total cost expended directly by FNS drops from an adjusted coupon system cost of
between $0.727 and $0.731 per case month to between $0.249 and $0.275 per case month for
the EBT system. Nearly all of this change was at the national level, where the costs of coupon
printing, shipment and redemption are eliminated. (National FNS costs differ across the sites
because of differences in project-specific oversight costs.) Regional FNS costs for the EBT
system are $0.007 to $0.064 per case month higher than the adjusted coupon system figures.
The new Regional Office task of funding and reconciling the letters of credit for the
demonstrations is the source of this cost increase, offsetting savings in processing issuance
reports and other coupon-related tasks. Field Office costs appear to be unaffected by EBT (once
the initial retailer recruitment phase is complete), although the level of effort currently devoted

to retailer reauthorization may have overwhelmed any ongoing impact from EBT.

Both State agencies experience dramatically lower costs under EBT. In New Mexico,
the State agency cost with EBT is $0.116 per case month, compared with the adjusted coupon
system cost of $1.974 per case month. The EBT-coupon difference is even greater for
Minnesota: $1.977 per case month for the adjusted coupon system cost versus $0.031 per case
month for the EBS system. Both States’ adjusted coupon costs consist almost entirely of
expenses for coupon mailing operations, including staff, postage, equipment and facilities -- all
of which are eliminated by EBT.

EBT introduces a new institution as a cost center: the system operator. Each EBT
system operator accounts for a larger share of total project costs than the State and FNS
combined. The system vendor cost also exceeds that of the local agency and the EBT project
in New Mexico, but not in Ramsey County. The high proportion of costs incurred by the
system operator in both sites reflects the system operator’s principal role in delivering benefits,
crediting retailers, and reporting.

The trade-off between reduced State costs and new system operator costs produces
different results in the two sites. In New Mexico, the cost billed by the EBT system operator
is $1.478 per case month, less than the $1.858 per case month reduction in State costs. In
Ramsey County, however, the EBS system operator cost is $1.988 per case month, while the
State agency cost difference between the EBS and coupon systems is only $1.946 per case

month.
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The impact of EBT on local agency costs (including the EBT project unit) differs
considerably between the two sites. Local and EBT project New Mexico EBT system costs, at
$1.227 per case month, are noticeably lower than the adjusted coupon system cost of $1.340 per
case month. The reduction in income maintenance staff time to deal with issuance problems
offsets the added cost of the project staff and EBT Specialists. The low POS network costs in
New Mexico are, of course, another major reason why EBT is less expensive at the local
agency/project level. As noted earlier, the adjusted local agency cost for the coupon system in
New Mexico may be overstated, because of the June 1992 change in the issuance schedule.

In Ramsey County, the local agency/project cost of $2.091 per case month for the EBS
system is much higher than in New Mexico. As discussed earlier in this chapter, POS network
and project management and support costs are the major factors in this difference. However,
the increase in Ramsey County local/project costs from the coupon system to the EBS system
is more than offset by the State savings, so that the combined State and local total for EBS is
less than the adjusted coupon system cost. The combined State and local savings of $1.679 per
case month, together with the FNS savings of $0.456 per case month, make up for the additional
cost of the EBS vendor and make the EBS system cost-neutral on an operational basis.

A small part of the EBT cost difference between New Mexico and Ramsey County is
attributable to costs that were available for the latter but not the former. As noted earlier, three
items are included in the Ramsey County EBS costs that were not available for New Mexico:

. County data processing costs for transferring the benefit allotment file, at
$0.018 per case month;

. State technical support for EBS interface software, at $0.017 per case
month; and

. County technical support, at $0.092 per case month.

Thus, about $0.127 per case month of the $1.316 per case month EBT cost difference between
the sites is due to missing costs in New Mexico. The actual cost of these items may be lower

in New Mexico, because there is no separate County sub-system to maintain.
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2.8 EBT COST-SHARING BETWEEN THE FOOD STAMP PROGRAM AND CASH
ASSISTANCE PROGRAMS
The State-initiated EBT demonstrations offer the opportunity to learn whether a multi-
program EBT system is less expensive for the Food Stamp Program than a food stamp-only EBT
system. Both sites’ EBT systems issue AFDC benefits via ATMs and at certain POS locations.
Ramsey County’s EBS system is also used by recipients of several State cash assistance
programs and federal Refugee Cash Assistance.

Exhibits 2-12 and 2-13 compare Food Stamp Program and cash program costs under EBT
in New Mexico and Ramsey County, respectively. Each exhibit contains three sets of
administrative costs by function for the Food Stamp Program and the cash programs, based on
three different methods for allocating joint costs:

. the combined caseload/transaction method, in which shared costs

directly related to transactions are allocated by transaction counts, and the
remaining shared costs are allocated by caseloads;'

. the caseload method, in which shared costs are allocated in proportion to
food stamp and cash caseload counts; and

. the transaction method, in which shared costs are allocated in proportion
to appropriate transaction counts (POS or total).

As explained in Section 2.1, the combined caseload/transaction method was selected for this
evaluation because, in the researchers’ judgment, it best approximates the actual resource use
by each program. Under all three methods, certain costs are directly assigned to programs on
the basis of worker activity data (such as eligibility worker time logs, which identified thie case
type for each event) or the nature of the cost (such as ATM fees, which are always allocated 100
percent to cash programs). The costs by function in Exhibits 2-12 and 2-13 do not include FNS
costs, which are exclusive to the Food Stamp Program; for comparison to other tables, FNS
costs are included in the Food Stamp Program cost totals.

'Total progam case counts (i.e., duplicated counts) were used for the combined and caseload
methods, so that costs for cases receiving cash and food stamps would be split between the

programs.
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Exhibit 2-12

EFFECTS OF COST ALLOCATION METHOD ON EBT COSTS PER CASE MONTH:

NEW MEXICO
Combined Caseload/
Transaction Method Caseload Method? Transaction Method
Food Stamp Cash Programs Food Stamp Cash Programs Food Stamp Cash Programs
Program Cost Cost per Case Program Cost Cost per Case Program Cost  Cost per Case
Function' per Case Month Month per Case Month Month per Case Month Month
Authorize access to benefits $0.749 $0.601 $0.749 $0.601 $0.814 $0.419
Deliver benefits 1.802 1.095 1.791 1.127 1.827 1.021
Credit retailers 0.024 0.005 0.019 0.019 0.024 0.005
Manage retailer O @) @) (@] O Q)
participation
Reconcile and monitor 0.245 0.222 0.245 0.222 0.271 0.145
system
Total State, Local and $2.820 $1.923 $2.804 $1.969 $2.937 $1.590
EBT Vendor Cost
FNS Cost 0.249 n.a. 0.249 n.a. 0.249 n.a.
Grand Total Cost $3.070 $1.923 $3.053 $1.969 $3.186 $1.590
Difference from Combined n.a. n.a. -$0.016 +$0.046 +$0.117 -$0.333
Method

n.a. = not applicable

Notes: ! FNS costs are excluded from the costs of individual functions.

? Per-case month costs under the caseload method are not always the same for the food stamp and cash programs, because of costs that are
directly assigned to one program or the other.

* Costs to manage retailer participation were not separated for the State and local agency/EBT project in New Mexico.
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EFFECTS OF COST ALLOCATION METHOD ON EBS COSTS PER CASE MONTH:

RAMSEY COUNTY

Combined Caseload/
Transaction Method

Caseload Method?

Transaction Method

Food Stamp Cash Programs Food Stamp Cash Programs Food Stamp Cash Programs
Program Cost Cost per Case " Program Cost Cost per Case Program Cost Cost per Case
Function' per Case Month Month per Case Month Month per Case Month Month
Authorize access to benefits $0.579 $0.549 $0.579 $0.549 $0.640 $0.463
Deliver benefits 2.705 2,576 2.015 3.560 2,756 2.504
Credit retailers 0.040 0.552 0.040 0.552 0.040 0.552
Manage retailer 0.020 0.002 0.013 0.013 0.020 0.002
o participation
“* Reconcile and monitor 0.765 0.776 0.765 0.776 0.975 0.478
system
Total State, Local and $4.110 $4.455 $3.412 $5.450 $4.431 $3.998
EBT Vendor Cost
FNS cost 0.275 n.a, 0.275 n.a. 0.275 n.a.
Grand Total Cost $4.385 $4.455 $3.687 $5.450 $4.706 $3.998
Difference from Combined n.a. n.a. -$0.698 +$0.995 +$0.321 -$0.457

Method

n.a. = not applicable

Note: ' FNS costs are excluded from costs of individual functions.
2 per-case month costs under the caseload method are not alwavs the same for the food stamp and cash programs. because of costs that are directlv




Table of Contents

The cash program costs presented in this section are not full resource cost estimates.
Most are drawn from the sites’ cost reports, which identify both joint and cash-only costs.
Additional cash program costs come from joint costs identified in the time studies and interviews
conducted by the evaluation, some of which are not included in the cost reports. In accordance
with the evaluation plan established by FNS and the contractor, the data collection did not
include other unreported costs exclusive to the cash programs. As a result, the cash program
cost estimates do not include income maintenance staff time for dealing with recipient problems
involving cash benefit issuance and delivery. In addition, settlement and reconciliation costs
may be understated for the cash programs, to the extent that these activities involve State or
local agency staff who are not involved with the Food Stamp Program. However, these gaps
are likely to be quite minor relative to the cash program costs that are available.

Food Stamp and Cash Program EBT Costs under the Combined Caseload/Transaction
Allocation Method

Under the combined caseload/transaction allocation method, the relationship between cash
program EBT costs (to the extent to which they are measured) and food stamp EBT costs differs
across the sites, as Exhibifs 2-12 and 2-13 indicate. In New Mexico, the cash program cost is
$1.923 per case month, or $0.897 per case month less than the food stamp cost (before adding
FNS costs). The same method yields a much higher cash program cost of $4.455 per case
month for Ramsey County, which is $0.345 per case month greater than the food stamp cost
for this site (again excluding FNS costs).

In New Mexico, the greatest cost difference between the food stamp and cash program
costs is in the function with the greatest cost for both programs: delivering benefits.
Transaction fees are the same for both programs in New Mexico, so the Food Stamp Program’s
higher average number of transactions per case month (9.1 versus 5.3 for cash, including POS,
paper voucher and ATM transactions) drives the cost difference that appears for this function
in Exhibit 2-12. The difference in transaction volume between the food stamp and the cash
program also explains the lower cash program costs for crediting retailers. Cash program costs
per case month for the other functions (authorizing access to benefits and system reconciliation

and monitoring) are lower than food stamp costs in New Mexico, despite the fact that most costs
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for these function are allocated by caseload, because of the food stamp-specific benefit issuance
costs measured by the evaluation (for which no counterpart cash program costs were collected).

Ramsey County’s cash program EBS costs are much closer to the food stamp costs for
most functions, as Exhibit 2-13 shows. Cash program costs to credit retailers are considerably
higher than food stamp costs in Ramsey County, because of higher vendor charges and the fees
that the County pays to POS cash issuers for their costs of cash, security, and other expenses.
(These fees do not include equipment costs, which are part of the benefit delivery cost.) Benefit
delivery costs for cash programs are much higher in Ramsey County than in New Mexico
($2.576 per case month versus $1.095 per case month): while the system operator’s fee for an
ATM transaction is much lower in Ramsey County, the addition of fees to ATM owners (even
at the discount negotiated by the County) boosts this key cost much higher. Ramsey County’s
food stamp-cash difference in costs to reconcile and monitor the EBS system (a cash program
cost of $0.776 per case month versus a food stamp cost of $0.765 per case month) is due to
cash-specific reconciliation costs, which more than offset the food stamp-specific costs of State

issuance reporting.

Effects of Using the Caseload Allocation Method on Food Stamp and Cash Program EBT
Costs

In both demonstration sites, using the caseload method to allocate joint costs yields lower
food stamp costs and higher cash program costs than those calculated with the combined
caseload/transaction method (hereafter referred to as the "combined method"). This result is as
expected, given that the Food Stamp Program accounts for a much higher proportion of
transactions than cases. (The caseload and transaction data for the two sites are presented in
Appendix B, Exhibit B-17.) In New Mexico, the food stamp cost is $3.053 per case month
under the caseload method, $0.016 per case month less than under the combined method. The
impact on food stamp costs is greater in Ramsey County, where the caseload method yields a
cost of $3.687 per case month, $0.698 per case month less than with the combined method. The
use of the caseload method affects Ramsey County costs more because cash cases make up a
larger percentage of the total caseload, and because a larger proportion of costs are directly
charged to the Food Stamp and AFDC Programs in New Mexico. In both sites, using the



Table of Contents

caseload method would increase the savings in Food Stamp Program issuance costs under EBT,
when compared with the adjusted coupon system costs.

Per-case-month costs under the "caseload method" are not always the same for the food
stamp and cash programs, because of costs that are directly assigned to one program or the
other. In New Mexico, food stamp costs are higher than cash costs even under this method,
because of transaction fees (which are directly charged by program) and directly measured food
stamp costs for client .pmblem-solving and reconciliation. In Ramsey County, the high ATM
fees (which are assigned solely to the cash programs) make cash benefit delivery costs higher
than food stamp benefit delivery costs ($3.560 per case month versus $2.015 per case month)
under the caseload allocation method. Ramsey County has more costs that are indirectly
allocated in proportion to total txansaction§ under the combined method, so more of its costs shift

to the cash programs under the caseload method.

Effects of Using the Transaction Method on Food Stamp and Cash Program EBT Costs

The transaction method, as used in calculating the costs in Exhibits 2-12 and 2-13,
allocates joint (or shared) costs as follows.

° POS-related costs are allocated in proportion to POS transactions;

. Other joint costs, including card issuance, training, reconciliation and
montoring, are allocated by total transaction percentages.
The transaction method is based on the premise that the primary purpose of an EBT system is
to process transactions, and that all costs are related to this function. In some cases, it is likely
that the more transactions occur, the more costs will be incurred. For example, each transaction
carries a risk of a problem with the card or the account, and adds to the wear and tear on the
card. Transaction volumes also affect the level of resources required for reconciliation, since
each transaction must be "processed” whenever the transaction log is accessed by reconciliation
programs. Even costs that are not directly affected by transaction volumes might be allocated
in this manner under the view that, lacking any other indicator of resource use, each program

benefits from the availability of the system in proportion to the number of program transactions.

The transaction method yields higher food stamp costs than those generated by the other
two methods. Under the transaction method, New Mexico’s food stamp cost is $3.186 per case
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month, $0.117 per case month more than the combined method figure (see Exhibit 2-12). The
New Mexico cash program cost is $1.590 per case month under the transaction method, $0.333
per case month less than under the combined method. Ramsey County’s costs under the
transaction method are $4.706 per case month for food stamps and $3.998 per case month for
cash. The greater total costs in Ramsey County account for the greater ($0.292 per case month)
difference in food stamp costs between the transaction and combined methods. Under the
transaction method, New Mexico’s EBT system would still have lower Food Stamp Program
costs than the coupon system, but the Food Stamp Program costs for Ramsey County’s EBS
system would exceed the adjusted coupon system cost.

Simulated EBT Costs for Food Stamp-Only Systems

One of FNS’ goals in sponsoring the State-initiated EBT demonstrations was to test the
feasibility and cost-competitiveness of multi-program systems. Analyses of data from the
Reading EBT demonstrations, which were limited to the Food Stamp Program, had suggested
that combining food stamp and cash benefits would reduce costs through the sharing of POS
equipment, EBT cards, and other resources.

To examine how much cost savings the demonstrations realized from integrating food
stamp and cash benefits, estimates of costs for food stamp-only EBT systems in the two sites
were computed. In this section and in Exhibit 2-14, these estimates are compared with the
actual Food Stamp Program costs for the two sites (based on the combined allocation method).

The overall cost difference between the single- and multi-program EBT systems ranges
from $0.265 per case month in New Mexico to $0.677 per case month in Ramsey County. The
simulated cost of a food stamp-only EBT system in New Mexico is still less than the adjusted
" coupon system cost ($3.334 versus $4.040 per case month) and only slightly more than the
baseline coupon system cost of $3.233 per case month. However, the simulation pushes cost
of a food stamp-only Ramsey County EBS system to $5.062 per case month, substantially above
the adjusted coupon system cost of $4.532 per case month. The estimated savings from having
a multi-program EBT system amount to only 7.9 percent of the estimated food stamp-only cost
in New Mexico, but Ramsey County’s savings are 13.4 percent of the estimated food stamp-only

cost.
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Exhibit 2-14

COMPARISON OF ACTUAL EBT FOOD STAMP PROGRAM COSTS
AND ESTIMATED COSTS FOR FOOD STAMP-ONLY EBT SYSTEM

89

New Mexico _ Ramsey County
Actual EBT Estimated Food  Savings per Case Actual EBS Estimated Food Savings per Case
System Food  Stamp-Only EBT Month from System Food Stamp-Only EBS Month from
Function' Stamp Cost per  System Cost per  Multi-Program Stamp Cost per  System Cost per Multi-Program

Case Month? Case Month EBT System Case Month' Case Month EBS System
Authorize access to benefits $0.749 $0.900 $0.151 $0.579 $0.773 $0.194
Deliver benefits’ 1.802 1.842 0.039 2.705 2.858 0.152
Credit retailers 0.024 0.026 0.002 0.040 0.040 4)
Manage retailer n.a. n.a. n.a. 0.020 0.022 0.002
participation
Reconcile and monitor 0.245 0.318 0.073 0.765 1.095 0.329
system
Total State, Local and $2.820 $3.085 $0.265 $4.110 $4.787 $0.677
Vendor Cost
FNS Cost 0.249 0.249 (&) 0.275 0.275 o)
Grand Total Cost $3.069 $3.334 $0.265 $4.385 $5.062 $0.677

Notes:

n.a. = not applicable.

2

3

FNS costs are excluded from costs of individual functions.

FNS costs are Food Stamp Program-only, so they are the same for single- and multi-program systems.

Combined caseload/transaction allocation method used to calculate actual EBT system Food Stamp Program costs.
Benefit delivery cost estimates for food stamp-only system do not include any change in per-transaction fees.

Cost of crediting retailers for food stamp redemptions in Ramsey County is charged separately, so cost is unchanged.
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Both demonstration sites appear to have realized substantial savings, estimated at $0.151
to $0.194 per case month, in the cost of authorizing access to benefits. These savings are
entirely in the areas of card issuance and training. Under the food-stamp-only scenario, these
costs are bome solely by the Food Stamp Program, but they are reduced in proportion to the
number of cases receiving only cash benefits (except for equipment costs, which were assumed
to be fixed). The resulting cost for this task is 26 to 61 percent higher than the actual multi-
program system cost. The savings on this task are greater in Ramsey County because a higher
proportion of the overall caseload receives both cash and food stamp benefits. The muiti-
program system spreads the cost of card issuance and training for these cases between the Food
Stamp and cash programs. The multi-program systems do not appear to realize any savings in
the cost to create and post benefit files, because these costs are presumably a function of the
number of issuances. The overall cost difference between the multi-program and food stamp-
only systems in the cost of authorizing access to benefits amounts to about 20 to 34 percent.

The benefit delivery costs for the two sites appear to be much less affected by cost-
sharing between the Food Stamp and cash programs. Overall, the food stamp-only system costs
for this task are estimated at $0.039 per case month higher in New Mexico, and $0.152 per case
month higher in Ramsey County, as indicated in Exhibit 2-14. Given the substantial cost of this
function, these differences amount to 2 percent and 6 percent, respectively. While most POS
network costs are assumed to be fixed and therefore borne solely by the Food Stamp Program
under the food stamp-only simulation, the cash programs actually bear only a very small
proportion of these costs. As a result, the cost for deploying and maintaining the terminal
network is only 4 to 7 percent higher with the food stamp-only system. The simulation also
yields at most a small difference in transaction processing costs (none in New Mexico), because
transaction fees and other variable costs make up nearly all of the cost of this task. It is
important to note, however, thar the vendors’ mransaction fees could be subsiantially higher
under the lower volume generated by a food stamp-only EBT system, - especially if vendor
management and technical support costs are not billed separately. The difference in the cost
of resolving transaction problems and providing balances is larger in relative terms (about 9 to
11 percent); the main reason for this difference is the fixed cost of the audio response units
(ARUs), which would be borne entirely by the Food Stamp Program in a food stamp-only
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system. (The ARUs are electronic devices that process automated telephone balance inquiries

and, in New Mexicn, authorize paper voucher transactions.)

Multi-program systems do not appear to produce significant dollar savings in the costs
to credit retailers and manage retailer participation. The simulated costs for these functions
with the food stamp-only system are only $0.002 per case month higher than with the multi-
program systems. The actual costs of these functions are low, and those costs that are not
charged directly are allocated by POS transactions (which are 93 to 94 percent food stamp)
under the combined allocation method.

The largest percentage difference between single- and multi-program EBT system costs
is in system reconciliation and monitoring. The Project Director and Project Assistant for
each project, other management and technical support personnel, and non-labor expenses
associated with these positions, are considered fixed costs. Therefore, the single-program EBT
system estimate includes 100 percent of these costs, which are spread across all programs in the
multi-program estimates. Other reconciliation and monitoring costs are the same as the actual
allocated costs, under the assumption that they are variable. These assumptions yield a $0.073
per case month higher cost for the food stamp only system in New Mexico, and a striking
$0.329 per case month increase over multi-program system costs in Ramsey County. (The
percentage differences for this task are 30 percent in New Mexico and 43 percent in Ramsey
County.) The greater difference in Ramsey County is due to both the higher cost of this
function and, as in the case of card issuance and training costs, the larger proportion of the
caseload receiving both cash and food stamp benefits.

Thus, it appears clear that cost-sharing with cash programs contributed significantly to
the cost-competitiveness of the Ramsey County EBS system. If transaction fees were higher
under a food stamp-only system, even the New Mexico EBT system might not be cost-
competitive with the mail coupon system.

2.9 SUMMARY OF EBT SYSTEM DESIGN, DEVELOPMENT, AND IMPLEMENTA-
TION COSTS

The costs of EBT system design, development, and implementation for the two
demonstration sites are compared in Exhibit 2-15. (The information in this section is drawn

70



1L
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SUMMARY OF EBT SYSTEM DESIGN, DEVELOPMENT, AND IMPLEMENTATION COSTS:
NEW MEXICO AND RAMSEY COUNTY (Excluding FNS Costs)

New Mexico Ramsey County
Phase Food Stamp _Cash Programs' Total? Food Stamp __ Cash Programs Total?
Design and Development
State and Local Agencies $131,221 $89,032 $220,253 $392,345 $110,372 $502,717
Vendor(s) 359,921 245,231 605,152 652,261 81,325 733,585
Total 491,142 334,263 825,405 1,044,606 191,697 1,236,302
Implementation
State and Local Agencies 313,471 66,955 380,426 392,191 28,702 420,893
Vendor(s) 192,805 54,758 247,563 187,031 45,352 232,383
Total 506,276 121,713 627,989 579,222 74,054 653,276
All Phases
State and Local Agencies 444,692 155,987 600,679 784,536 139,074 923,610
Vendor(s) 552,726 299,989 852,715 839,292 126,677 965,968
Total $997,418 $455,976 $1,453,394 $1,623,828 $265,751 $1,889,578
Inflation-Adjusted Totals
(1992 Dollars)
State and Local Agencies 476,089 169,790 645,878 849,098 151,606 1,000,704
Vendor(s) 603,264 330,521 933,786 935,035 141,720 1,076,755
Total $1,079,353 $500,311 $1,579,664 $1,784,133 $293,326 $2,077,459

Source: Michele Ciurea et al., Th

tate-Initi

Abt Associates Inc., forthcoming.

EBT Demonstrations:

Their Design, Development and Implementati

, Cambridge, Massachusetts:

Note: ' New Mexico cash program costs for design and development include costs allocated to the Child Support Enforcement program. This
program was not allocated costs during the implementation phase.

H

Food stamp and cash costs do not always sum exactly to total because of rounding.
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from another report on the State-initiated EBT demonstrations, which discusses the start-up costs
of the demonstrations and the reasons for differences between them in more detail.)! In total,
the New Mexico EBT project cost $1,453,394, while the Ramsey County EBS project cost
$1,889,578. (These costs exclude FNS’ direct costs.) Under FNS’ regulations for EBT
systems, start-up costs may be amortized over up to seven years in determining the total
reimbursable EBT system cost.2 If the Food Stamp Program share of EBT start-up costs for
these demonstrations were amortized on a monthly basis over seven years and divided by the
July 1992 program caseloads, the overall startup cost would be $0.527 per case month in New
Mexico and $1.066 per case month in Ramsey County. For cash programs, the amortized start-
up cost would be $0.575 per case month in New Mexico and $0.249 per case month in Ramsey
County.®> These figures exclude system operating costs and do not allow for any caseload

increases, which would reduce the per-case-month startup cost.

The costs reported here are resource costs. They were obtained from the monthly cost
reports submitted by each demonstration site, from interviews, and from information submitted
separately for purposes of the evaluation. Some costs had to be imputed, primarily vendors’
overhead costs and the New Mexico vendor’s data processing costs. Other costs -- for example,
the New Mexico field offices’ design phase costs — were not reported, but are estimated to have
been relatively small. (All significant participants were interviewed at the end of each phase,
and those whose costs were not reported provided estimates of their time and other identifiable
costs.) The Ramsey County costs do not include the design, development and implementation
of the original cash-only EBS system, which was in operation when the FNS-sponsored
demonstration began. Thus, the cash portion of the start-up costs for the multi-program EBS
system represents the cost of modifications to the cash functionality and a share of the cost of

common features added to the system.

' Ciurea et al., op. cit..
27 CFR Section 274.12 (c) (3) (iv.).

* The New Mexico cash program start-up cost of $0.575 per case month is only for the
AFDC program; CSE program costs are excluded from this calculation because this component
was not implemented. Total start-up costs allocated to the AFDC program were $369,249.
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Design and development costs are combined in Exhibit 2-15 because the distinctions
between these activities were closely related and often overlapped.! The design and

development phases included the following activities:
. designing the EBT systeins;
. acquiring and developing system hardware and software;
. developing training materials;
. recruiting retailers; and
. preparing for and performing the functional demonstrations and system

acceptance tests.

Design and development activities cost $825,405 in New Mexico and $1,236,302 in
Ramsey County. Labor costs account for most of the cost differences between sites. The
Ramsey County project had a larger project team, and was able to enlist technical assistance
from other parts of the government agency as needed. '

The implementation phase included the following activities:
o acquiring and installing POS equipment;

° training staff, retailers and recipients;

. certifying third-party processors; and

. resolving initial operations problems.

Implementation costs were roughly similar across sites: $627,989 in New Mexico and
$653,276 in Ramsey County. Although it is not possible to separate the costs of specific
implementation activities, it is important to note that different tasks were emphasized at each
site. Securing retailer cooperation was a lengthier, more difficult, and costlier process in
Ramsey County. Equipment installation for retailers was also a more costly undertaking because

! Separate data on design and development costs are provided in Ciurea et al., op. cit.
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Ramsey County, POS installation costs were higher in Reading than in New Mexico because the
government paid to equip all lanes.

2.10 GENERALIZABILITY OF EVALUATION RESULTS

The evaluation has shown that the New Mexico and Ramsey County EBT systems are
cost-competitive with the coupon systems in those sites. Will EBT systems be cost-competitive
elsewhere? To address this question, this section presents some additional data on the
generalizability of the administrative cost findings. In particular, the following questions are
considered:

o How do the coupon issuance cost estimates for New Mexico and
Minnesota compare with coupon issuance costs in other States?

. How do the EBT system operating costs compare with those of the
Reading, Pennsylvania, EBT system?

Coupon System Cost Comparisons

Current issuance cost data on all States are available from their quarterly Financial Status
Reports (SF-269 forms) for the Food Stamp Program. These costs vary considerably, both
across and within groups of States with similar issuance systems. In the 1991 Federal fiscal year
(the most recent available data), reported issuance costs for the 15 States that primarily used the
direct mail coupon issuance method ranged from $0.33 to $3.14 per case month, with a weighted
average of $1.32 per case month. Issuance costs for the eight States that mainly use the
Authorization-to-Participate (ATP) coupon issuance system averaged $1.89 per case month, with
a range from $0.98 to $3.56 per case month. (These States mail ATP cards indicating
allotments to recipients, who redeem them for coupons at a food stamp office or other issuance
site.) Inthe sevén States that mainly use the direct access coupon issuance method, the weighted
average issuance cost was $1.68 per case month, with a range from $0.79 to $3.82 per case
month. (These States send allotment information or pre-counted coupon allotments to issuance
sites, where recipients pick up their coupons. The ATP and Direct Access States use direct mail

as a secondary issuance method, generally for a small proportion of cases.)
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These data are not directly comparable to the evaluation estimates of coupon system
costs, because the definition of issuance costs for the SF-269 reports does not include several
of the cost elements measured by this evaluation, especially local agency labor to resolve
issuance problems and data processing. Also, States may use more indirect methods to assign
costs to the issuance function than those used by the evaluation, possibly leading to higher or

lower costs.

In an effort to obtain more comparable external cost data, eight non-demonstration States
were asked to provide information on their reported issuance costs and other identifiable issuance
costs. The survey methods and detailed results are presented in Appendix C. Three of the
sample States (West Virginia, Vermont and Kansas) use the direct mail issuance method, as in
New Mexico and Ramsey County. Another three States (Connecticut, the District of Columbia,
and New Jersey), use the ATP method. The remaining two States (Alabama and Illinois) use

the direct access method.

This small-scale survey found that there was considerable variation in which costs are
included in the reported issuance costs. Some key costs were reported consistently (such as
postage in the mail issuance States and issuance agent fees in ATP States). However, the
variation in what costs were reported severely limited the issuance cost comparisons that could
be made, even among States that shared the same issuance system. While some States were able
to supply substantial data on actual issuance costs that were not reported as such, others were
not. Thus, the survey did not provide sufficient data to permit a comprehensive_, valid

comparison of coupon issuance costs between the demonstration sites and the surveyed States.

Specific reported cost items provided by the mail issuance States in the survey can,
however, be directly compared with the same cost items from New Mexico and Ramsey County.
In Exhibit 2-16, the major categories of clearly identified reported costs in the survey States are
compared with the same cost categories for the demonstration sites, using the adjusted coupon
costs. All five sites have distinct mail issuance units, and the comparable costs are the labor,
postage and other direct costs for these units. (The mail issuance units in Vermont and
Minnesota process cash benefit checks and non-issuance mailings, so the labor and other direct
costs for these units represent allocations of the total unit cost. The other mail issuance units

are single-purpose, so all of their costs are food stamp issuance costs.)
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Exhibit 2-16

COMPARISON OF SELECTED FOOD STAMP COUPON ISSUANCE COSTS FOR DEMONSTRATION SITES
AND NON-DEMONSTRATION DIRECT MAIL STATES

Demonstration Sites Non-Demonstration Direct Mail States
New Mexico Ramsey County Kansas Vermont West Virginia
Cost Item Adjusted Cost Adjusted Cost Cost per Cost per Cost per
per Case Month'  per Case Month? Case Month’ Case Month* Case Month*
Mail Issuance Unit Labor $0.252 $0.261 $0.246 $0.406 $0.181
Postage 1.328 1.001 1.567 0.868 0.812
Equipment and Other Issuance 0.178 0.448 0.142 0.054 0.032
Unit Direct Costs
3 Total Comparable Costs $1.758 $1.710 $1.955 $1.327 $1.025
Indirect Costs of Mail 0.114 0.005 n.a. n.a, n.a.
Issuance Unit
Other State Costs 0.102 0.262 n.a. n.a. n.a.
Total State Cost $1.974 $1.977 $1.955 $1.327 $1.025

Notes: ' New Mexico data are for April 1991 - June 1992.
Ramsey County data are for January - July 1992,

Kansas data are for July 1991 - June 1992. Actual reported cost was adjusted to include issuance costs charged to "other" cost category on SF-269.
(See Appendix C for explanation.)

Vermont and West Virginia data are for July 1991 - June 1992, as reported on SF-269.
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As the exhibit shows, issuance unit labor and postage costs for the demonstration sites
are within the range of costs among the non-demonstration States. Vermont, the smallest of the
group, has the highest labor cost, while West Virginia has the lowest. Postage is higher in the
demonstration sites than in two of the three non-demonstration States, but lower than in Kansas.
New Mexico’s other direct costs (which include equipment, supplies, rent and security) are
similar to those in Kansas, which had the most comprehensive reported costs of the three survey
States. Ramsey Coulity’s other direct costs are much higher (primarily because of-$0.285 per
case month in equipment costs), while West Virginia’s are by far the lowest. Indirect costs and
other State costs not included in the non-demonstration States’ reported costs add $0.216 to
$0.267 per case month to the demonstration sites’ totals. The non-demonstration States also do
not include local agency costs in their reported issuance costs; these costs, as discussed earlier,
make up a substantial portion of the demonstration sites’ total adjusted coupon costs.

The coupon issuance costs from New Mexico and Ramsey County can also be compared
with full resource cost estimates for Reading, Pennsylvania, and the State of Washington. The
Reading estimates, which represent a pure ATP issuance system, were prepared for the
evaluation of the State-operated EBT system. The Washington data, which represent a
combination of ATP and mail coupon issuance, were collected during the baseline period of this
evaluation, when Washington was a demonstration site. (The collection and analysis of the
Washington data are discussed in Appendix D.) In both sites, State and local costs were
collected through a comprehensive resource inventory approach, including time studies of local

office workers.

The Reading data are from 1988, and the ¥ ashington data are from 1989, so both sites’
costs have been inflated to 1992 dollars for comparison purposes. However, this adjustment
cannot compensate for other changes in costs. For example, if rising loss rates (a common
problem in urban areas) have increased local staff time to replace lost benefits, actual costs in
Reading or Washington would be higher.

At $2.84 per case month, the adjusted State and local cost in Reading is substantially
lower than the combined State and local adjusted coupon costs of $3.31 per case month in New
Mexico and $3.80 per case month in Ramsey County. However, the combined State and local
cost for Washington is $3.35 per case month (after adjusting for inflation), about the same as
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in the demonstration sites. Local labor costs are substantially lower in Reading than in
Washington and the demonstration sites, because Reading had no over-the-counter coupon
issuance (which the other three sites did) and lower levels of effort devoted to issuance

problems.

The preceding discussion of coupon issuance costs highlights three points. First, coupon
issuance costs vary substantially, so an EBT system that is cost-competitive in one area might
not be in another. Second, reported issuance costs must be supplemented by in-depth analysis
of all resources devoted to coupon issuance, especially at the local office level, to determine the
true cost of coupon issuance. Finally, all of the evidence supports the view that the coupon
costs measured in the demonstration sites are fairly typical, especially for urbanized areas served

by a central mail issuance unit.

Comparison of New Mexico, Ramsey County and Reading, Pennsylvania, EBT Costs

In Exhibit 2-17, the New Mexico and Ramsey County EBT system costs are compared
with the costs measured for the extended Reading, Pennsylvania, EBT demonstration. The
Reading demonstration was much smaller, with only 4,241 food stamp cases in 1988; in July
1992, Ramsey County had 18,129 food stamp cases, and New Mexico had 22,516. The Reading
system served only the Food Stamp Program. Unlike the State-initiated demonstrations, the
extended Reading EBT demonstration relied on the State agency as system operator, with
contractors providing POS maintenance and concentrator bank services. (The original Reading
EBT system was implemented and operated by a FNS contractor. The operating costs for this

earlier period are not presented here.)

As Exhibit 2-17 shows, costs for all EBT functions were considerably higher in Reading
than in either State-initiated demonstration. The overall Reading EBT system operating cost was
$10.84 per case month (in 1992 dollars), compared with $3.07 in New Mexico and $4.38 per
case month in Ramsey County. (The previously published estimates for the State-operated EBT
system in Reading, which totalled $9.14 per case month in 1988 dollars, are included in Exhibit
2-16." The 1992 costs for the Reading EBT system are merely the same costs adjusted for

! Kirlin et al., op. cit.
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COMPARISON OF EBT SYSTEM COSTS PER CASE MONTH IN NEW MEXICO,
RAMSEY COUNTY AND READING, PENNSYLVANIA

Reading, Reading

New Ramsey  Pennsylvania  Pennsylvania
Function Mexico County (1988 Dollars) (1992 Dollars)
Authorize access to benefits $0.75 $0.58 $1.74 $2.06
Deliver benefits 1.80 2.70 3.83 4.54
Credit retailers 0.02 0.04 1.13 1.34
Manage retailer participation 0.16 0.19 0.33 0.39
Reconcile and monitor system 033 0.87 2.10 2.49
TOTAL COST $3.07 $4.38 $9.14 $10.84

Source: Kirlin et al., (1990). Consumer Price Index for All Urban Consumers used to inflate to 1992

dollars.
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inflation. Actual current costs may be lower.) The smallest cost difference between the Reading
EBT system and the State-initiated systems is in managing retailer participation, which is largely
unaffected by EBT (as discussed previously).

The greatest cost difference between the State-initiated EBT systems and the Reading
system is in benefit delivery costs. The cost of this central function in New Mexico is $2.74
per case month lower (in 1992 dollars); Ramsey County’s cost is $1.84 per case month lower.
POS network costs are the principal reason for this difference: Reading had an entirely
dedicated network of POS terminals and telephone lines furnished by the government'. This
coﬁtrasts starkly with New Mexico’s extensive cost sharing arrangements with retailers and third-
party networks. Ramsey County bears nearly all of the costs of its POS network, but Reading
had far more stores equipped, relative to its caseload, than does Ramsey County, as discussed
in Section 2.9. Both Ramsey County and New Mexico also save by spreading POS network
costs over cash transactions as well as food stamp transactions. Reading’s costs for resolving
transaction problems and providing balances were more than twice Ramsey County’s $0.30 per
case month cost for this task. However, the transaction processing cost of $0.28 per case month
in Reading was remarkably low, compafed with Ramsey County’s cost of $1.02 per case month,
although the Ramsey County figure includes data processing and telecommunications costs that
were assigned to other tasks in Reading. (The Reading transaction processing cost is not truly -
comparable to New Mexico’s transaction processing cost, because of the other tasks included
in the transaction fees.)

In other functions, differences in scale and the integration of food stamp and cash benefits
account for the cost differences between Reading and the other sites. The costs to authorize
access to benefits are substantially lower in New Mexico and Ramsey County than in Reading,
presumably because of the Reading project’s small scale and food stamp-only configuration.
(While card replacement and benefit issuance costs can be expected to be proportionately higher
for a larger project area, training is a quasi-fixed cost. Regardless of the caseload, each office

needs to have a certain number of training sessions each week, or even daily, to accommodate

! The POS terminal cost for the Reading EBT system is based on the cost to buy the
equipment from the original lessor, amortized over the remainder of the terminals’ five-year
expected life. The same equipment is still in service, several years after the end of this expected
life. Therefore, current costs for the Reading EBT system are lower.
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expedited cases.) While the total dollar cost of reconciliation and monitoring was lower in
Reading than in the other sites, the food stamp per-case-month cost was $1.62 to $2.16 higher,
because the Reading system was much smaller and lacked the program integration of the State-
initiated demonstrations.

The preceding comparisons indicate that the same factors have shaped EBT system costs
in New Mexico, Ramsey County, and Reading. The extent to which POS costs are shared with
commercial uses is a critical determinant of whether an EBT system is cost-competitive with the
coupon system that it replaces, especially the economical, centralized mail issuance systems used
in New Mexico and Minnesota. The scale of the project (including the total food stamp and
cash caseload, and also the ratio of recipients to retailers) is an equally critical variable. Finally,
a system operator that truly integrates EBT with commercial EFT processing in the same market
can spread the cost of management and technical support over a much larger base of customers
than a system operator that does not achieve this synergy. This integration does, of course,
require sometimes complicated efforts to mesh Food Stamp Program requirements with the
standards and expectations of commercial EFT system participants.

2.11 CONCLUSIONS

The results of the New Mexico and Ramsey County EBT demonstrations indicate that an
EBT system can be cost-competitive with a coupon issuance system for the Food Stamp
Program, even when it takes the place of a relatively inexpensive mail issuance system. New
Mexico’s food stamp EBT cost of $3.07 per case month is not only cost-competitive when
measured against the adjusted coupon system cost of $4.04 per case month, but also is lower
than the baseline coupon system cost for the demonstration site. At $4.38 per case month, the
Ramsey County EBS system is cost-competitive with the adjusted coupon system costs of $4.53
per case month, but exceeds the baseline coupon system cost of $2.82 per case month.

The cost of an EBT system depends on four key elements:
] the efficiency of client training and card issuance;

. the fees and other charges paid to the system operator;
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. the extent to which POS network costs are shared with retailers and third-
party networks; and

. EBT project management and support costs.

These are the areas in which the costs of the New Mexico and Ramsey County EBT systems
differ.

The most significant difference between the sites is in POS network costs, which are
$1.35 per case month higher in Ramsey County. Reducing POS network costs in Ramsey
County would require either an increase in commercial POS activity (which would activate the
less expensive third party transaction fees in place of the current equipment cost-sharing charges)
or a greater willingness by retailers or third parties to share these costs. The former change is
beyond the County’s power, and the latter would require reopening the difficult negotiations with
retailers that delayed the project for over a year.

The EBT systems have lower costs for FNS and for existing State agency units, thanks
to the elimination of coupon supply and mailing expenses. The largest cost center in the New
Mexico EBT system is the system operator; in Ramsey County, the local agency (including the
EBT project unit) incurs the most costs.

EBT system costs for the Food Stamp Program vary somewhat, though not radically,
when different cost allocation methods are used. Cash program EBT costs are $1.92 per case
month in New Mexico and $4.46 per case month in Ramsey County (using the combined
caseload/transaction allocation method selected for the evaluation). Allocating shared costs in
proportion to caseload tends to shift costs away from the Food Stamp Program and toward
AFDC and other cash assistance programs, while allocating all costs on the basis of numbers
of transactions shifts costs from cash programs to the Food Stamp Program.

Savings in food stamp costs from having a multi-program system appear to make the
difference that allows the Ramsey County EBS system to be cost-competitive with the paper
system, but New Mexico’s EBT system might be cost-competitive even without its cash
component. These estimates are based on simulations of costs for a food stamp-only system,
and must be treated with caution; such a system might also incur higher per-transaction fees and
other vendor charges, which could push the costs of a food stamp-only system much higher.

Further evidence of savings in multi-program systems, however, comes from the fact that both

&
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New Mexico and Ramsey County have much lower EBT costs than the $9.14 per case month
operating cost of the extended EBT demonstration in Reading, Pennsylvania.

Start-up costs for the two projects were substantial: $1.6 million in New Mexico and
$2.1 million in Ramsey County (in 1992 dollars). The principal reasons for the cost difference
between the sites were the more complex and independent design of the Ramsey County system,
and the greater number of terminals deployed at Ramsey County’s expense. (POS terminal
installation costs are included in the start-up figures, but terminal depreciation is part of the
operating cost.) If Food Stamp Program start-up costs were amortized over seven years (as
specified in FNS regulations), the monthly cost per case would be $0.53 per case month in New
Mexico and $1.07 per case month in Ramsey County.

The coupon system costs for New Mexico and Ramsey County are similar to data on
comparable cost items from other mail-issuance States, as ol.)tained in a survey of non-
demonstration States. Lower issuance costs were measured by this evaluation in Washington
State and by the evaluation of the State-operated EBT demonstration in Reading, but even these
costs were higher than New Mexico’s EBT system costs. Reported issuance costs (as provided
to FNS) appear to exclude important resource costs that should be considered in projecting the

potential cost-competitiveness of EBT in other States.

While the evaluation has devoted substantial resources to measuring coupon and EBT
system costs in the demonstration sites, the results should be viewed as potentially subject to
change. Both New Mexico and Ramsey County have proposed expanding their EBT systems,
as discussed in Chapter 7. As mentioned earlier in this chapter, New Mexico’s vendor has
assumed all POS terminal costs without any offsetting increase in transaction fees. Both sites
can be expected to modify their operations over time, finding ways to be more efficient but also
confronting new problems that could increase costs. The long-run costs of these demonstrations

should be monitored closely to verify the findings in this chapter.

Moreover, the administrative costs of the EBT systems must be considered along with
impacts on benefit loss and program participants’ costs, to see if any of the factors that make
one site’s administrative costs different from the other’s have important repercussions. These

additional impacts are considered in the subsequent chapters and integrated in Chapter 7.
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Chapter 3

EBT IMPACTS ON BENEFIT LOSS AND DIVERSION

Any food stamp benefit issuance system is prone to vulnerabilities that lead to the
deliberate or inadvertent loss, theft or misapplication of program benefits. Critics of the Food
Stamp Program often point to such problems of fraud and abuse. While some of their criticism
concemns problems related to the certification process — that is, the rules and procedures for
determining program eligibility and benefit allotments - the focus is often on the methods used
to issue food stamp benefits and in the way the benefits are used. Examples of such problems,
are easy to find. State and local agencies are sometimes admonished (or even sanctioned) by
FNS for excessive coupon mail loss rates. Participating food retailers complain about food
stamp recipients who make frequent small dollar purchases in order to accumulate cash change
for non-food items. Documented cases exist of individuals using food stamp coupons to buy
illegal drugs, weapons, or other illicit items.

3.1 INTRODUCTION

This chapter examines the question of whether the EBT system in New Mexico and the
EBS system in Ramsey County, Minnesota, reduce food stamp benefit loss and diversion relative
to benefit issuance in the form of food stamp coupons.

The analysis measures total benefit loss and diversion as the sum of three component
measures: program losses, participant losses, and benefit diversions. Program losses are
benefit losses that directly increase the costs of the Food Stamp Program, and ultimately the cost
to taxpayers, whether that cost is incurred at the federal, State, or local level. An example of
a program loss occurs when food stamp benefits are replaced after being reported as lost or
stolen from the mail.! Participant losses do not increase program costs but increase the costs
to food stamp recipients, participating food retailers or financial institutions. Food stamp

' "The State Agency shall issue replacement coupons only if the coupons are reported stolen
from the mail or lost in the mail in the period of their intended use and the household requesting
the replacement has not already been issued two replacements in the previous 5 months." Code
of Federal Regulations, Subchapter C, Section 274.3(c).
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choice of comparing EBT loss rates to the pre-existing local office coupon issuance procedures
in Ramsey County or to the new central issuance procedures. To approximate the level of loss
that would have occurred in Ramsey County had EBS not been implemented, we diverted from
the pure pre/post design and chose to estimate coupon mail and inventory loss rates using 1992
statewide data from the MAXIS system.

Reported data on other types of coupon loss and diversion are less available, and extant
data on EBT system iosses and diversions are quite limited. For the most part, these data gaps
were filled by estimates provided by individuals familiar with specific areas of loss or diversion
or with electronic payment systems or funds transfer in general. These respondents consisted
of representatives from both EBT sites, two technical system consultants, an executive from a
major credit card company, an officer of a system processing firm, and an agent of the Office
of the Inspector General of the USDA. Other estimates were generated from data collected
during interviews with participating retailers and recipients and with representatives of financial
institutions. These interviews are discussed in more detail in Chapter 4 (recipients), Chapter 5
(retailers) and Chapter 6 (financial institutions).

To the extent possible, we attempted to validate the EBT loss estimates of the expert
respondents with extant data sources, such as system reports or interviews with retailers,
participants, and representatives from financial institutions. If a loss estimate differed between
expert and extant sources, we elected to use the extant estimate, regardless of the magnitude of
the difference. We base this decision rule, which was also used in previous evaluations, on the
more factual nature of extant data sources, such as EBT system reports, and on the more
informed knowledge and first-hand experience of specific loss incidents that were reported by
the various participant groups that we interviewed.

When expert respondents were the only source for a loss estimate, the reported estimate
is the simple arithmetic mean of the most consistent responses. Thus, if the response of one
expert was not in line with the other responses, the anomolous response was omitted from the

computation of the mean estimate.

The analysis presents estimates of benefit loss and diversion in terms of the percentage
of total benefits issued by each system and in dollars per case month. The resulting estimates
should be viewed with caution, however, because the analysis does rely on both expert
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judgments_and reported data. The methodology is more useful for showing the relative
importance of each vulnerability and the expected direction of an EBT effect than for estimating
the absolute magnitude of benefit loss and diversion.

Highlights

The EBT and EBS systems appear to reduce benefit loss and diversion below the levels
experienced with direct mail coupon issuance. The EBT system in New Mexico reduces total
benefit loss and diversion from an estimated 2.40 percent of benefits ($4.38 per case month) to
an estimate of 0.60 percent of benefits ($1.09 per case month). The Ramsey County EBS
system reduces total estimated loss and diversion from 3.18 percent of benefits ($5.29 per case
month) to 0.61 percent of benefits ($1.01 per case month). These estimated effects amount to
a potential total savings of lost and diverted benefits of between $69,000 and $77,000 per month

in each site.

Program losses, or losses that add to the cost of the Food Stamp Program, are relatively
small in the coupon system, amounting to less than one percent of total benefits issued in each
site. The EBT and EBS systems nearly eliminate most of these losses, however, especially

losses associated with lost or stolen coupon mail issuances.

The EBT and EBS systems also reduce some participant losses, particularly those caused
by lost or stolen food stamp benefits. Other participant losses will likely increase, however,
particularly retailer losses that result from unauthorized manual transactions.

The EBT and EBS systems sharply reduce certain sources of benefit diversion,
particularly recipients’ use of cash change for non-food purchases. The elimination of cash
change alone accounts for roughly 20 to 30 percent of the total EBT impact on benefit loss and
diversion.

Overall EBT and EBS loss and diversion estimates are roughly comparable but somewhat
lower than the loss and diversion levels estimated during the extended EBT demonstration in
Reading, Pennsylvania.! During the extended Reading EBT demonstration, overall EBT benefit

loss and diversion was estimated at 1.07 percent of benefits issued. Coupon loss rates in

! Kirlin, et al., op. cit., p. 142.
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Reading, which were estimated at 3.15 percent of benefits, are not directly comparable to those
in Ramsey County or New Mexico because an ATP issuance system was used in Reading, unlike
the direct mail systems that were used in New Mexico and Ramsey County.

These results are presented in more detail in Sections 3.2 - 3.7. Sections 3.2 - 3.6
discuss benefit loss and diversion in the context of the five major vulnerabilities identified
earlier. Each section assesses first the relevant losses and diversions in the coupon systems used
by each site, and then those of the EBT and EBS systems. Section 3.7 reviews the overall loss
and diversion levels of both systems in each site and separately discusses the component

measures of program loss, participant loss, and benefit diversion.

3.2 EXCESSIVE AUTHORIZATIONS

Eligibility for the Food Stamp Program is based on household circumstances such as
household size and composition, eamnings, and resources. This information is collected from
clients when they originally apply for program benefits, and is updated periodically and when
client circumstances change. State or county agencies often maintain this information in case
records on an automated system that determines program eligibility and monthly benefit
allotments. In New Mexico, the ISD2 system is used for this purpose. The MAXIS system is
used in Minnesota.

The automated system in each site generates a monthly authorization file of eligible
households and the appropriate issuance amounts. Each record on the authorization file contains
an EBT field that indicates whether a case receives benefits through the EBT system. Issuance
amounts for EBT cases are routed into separate EBT authorization files. In New Mexico, these
files are transmitted to the EBT system processor where the allotment information is posted to
client accounts. In Minnesota, the files are sent to the Ramsey County Community Human
Services Department (RCCHSD), which then transmits the files to the EBT system processor.

Information about the remaining non-EBT cases is forwarded to a coupon issuance center
at each site. In Minnesota, the MAXIS authorization file is routed to the Issuance Operations
Center (IOC) of the Department of Human Services. There it is used to print out issuance
documents that are read by a coupon insertion machine, which stuffs coupons into envelopes and
applies postage. In New Mexico, the ISD2 authorization file is sent to the Food Assistance
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Bureau for. coupon issuance purposes. After a coupon insertion machine stuffs the coupons and
issuance documents into envelopes, the envelopes are mailed to food stamp recipients.!

Excessive Coupon Authorizations in the Direct Mail Issuance System

In the direct mail coupon issuance system, excessive authorizations occur when the value
of coupons mailed exceeds the value of benefits that are authorized. Excessive coupon
authorizations examined in this analysis consist of those caused either by mail loss or theft or

by duplicate issuances.

Coupon mail losses occur when coupon issuances are lost or stolen prior to receipt by
the recipient, or when the recipient falsely reports a coupon mail issuance as undelivered. State
agencies use certified mail as the main control against mail losses, and 65 percent of all food
stamp cases in Ramsey County received ‘coupons by certified mail before the EBS system
processed food stamp benefits. Prior to implementation of the EBT system in Bernalillo County,
recipients in the following categories received their benefits by certified mail: those living in
high-mail-loss areas; those with prior mail losses; and those receiving issuances greater than
$324.

Duplicate coupon issuances resuit when households receive more than one regular
monthly food stamp issuance. One example of a duplicate issuance occurs when an error in the
automated eligibility system generates more than one issuance record for a household on the
authorization file. Another type occurs when more than one issuance document is mistakenly
printed for a household and is fed into the coupon insertion machine, which subsequently

generates an extra issuance.

Various reconciliation efforts are performed by personnel at each site to ensure that the
correct amounts of coupons are issued. For example, coupons are counted and signed for when
they are removed from vault storage and counted again when transferred to the coupon insertion

area. Also, if booklets remain after the coupon insertion machine finishes a batch, or the

! Some recipients in each site received their coupon issuance over-the-counter at county
offices.

90



Table of Contents

machine runs out of booklets before finishing, the stuffed envelopes are inspected to determine
which one does not contain the appropriate number of coupon booklets.

Estimated Coupon Losses

State agencies are required to track issuance replacements that result from coupon mail
losses and report the replacement amount on the FNS-259 report. According to FNS-259 data
provided by the State ;)f Minnesota Human Services Department, the total statewide dollar value
of coupon replacements (excluding coupons that were returned in the mail or not replaced) for
January-June, 1992, was $571,818, or about 0.75 percent of the total statewide food stamp
coupon mail issuance during the period. In Bernalillo County, New Mexico, county losses
between October, 1989, and July, 1990, were approximately $170,489, or about 0.77 percent
of the total food stamp mail issuance in the county.! These estimates are presented in Exhibit
3-1 and reflect actual mail losses, regardless of the mail loss rate tolerated by program
regulations. Because these losses add to program costs, they are considered program losses.

Coupon losses resulting from a participant receiving a duplicate issuance were much
lower than mail losses. Duplicate issuances accounted for approximately 0.01 percent of total
Bernalillo County food stamp coupon issuances and zero percent of Minnesota food stamp
issuance. Not all of the losses due to duplicate issuances, however, result in direct increases in
Food Stamp Program costs. During Fiscal Year 1992, the State of New Mexico collected or
recouped 51 percent of claims due to agency errors, which include duplicate issuances. Data
specific to recoupment of duplicate issuances are not available, but if the 51 percent figure is
used, estimated program losses from duplicate issuances in New Mexico would be only about
0.005 percent of total issuance.

! A total of $76,437,854 in food stamp benefits were issued in Minnesota between January
and June, 1992. In Bemalillo County, $22,154,108 in food stamp benefits were issued between
October, 1989, and July, 1990.

As mentioned earlier, we diverted from the pre/post design by using 1992 data from the
State of Minnesota MAXIS system rather than pre-EBT system data to estimate Ramsey County
coupon losses. The New Mexico estimate is based on pre-EBT system data.
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SUMMARY OF FOOD STAMP COUPON AND EBT VULNERABILITIES
RESULTING IN EXCESS RECIPIENT AUTHORIZATIONS*

(In Percent of Benefits Issued)
New Mexico Ramsey County

Coupon Vulnembilig{'
Coupons are lost or stolen in mail 0.77 0.75
Duplicate issuance sent 0.01 0.00
Total 0.78 0.75
EBT Vulnerability
State or county agency employee
posts benefits to fictitious case or
inflates benefits to an existing case 0.00 0.00
System processor employee posts
benefits to fictitious case or inflates
benefits to an existing case 0.00 0.00
Recipient overdraws account in a
backup transaction or other error
leading to retailer loss

¢ Joss reimbursed by State or

county 0.00 0.01

* unreimbursed loss 0.03 0.09
Software error incorrectly credits
client account 0.00 0.00
Double posting of issuance file 0.00 0.00
Total 0.03 0.10

Note:  * Excludes amounts recovered or recouped from retailers or recipients.
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Excessive Authorizations in an EBT System

In an EBT system, excessive authorization occurs if a recipient’s benefit account is
credited in excess of the amount of benefits authorized for that case. Excessive authorizations
could be caused by human error, such as double posting of an authorization file, or by a system

problem, such as a software error.

Excessive authorizations can also result from fraudulent behavior; for _example, an
employee of the system processor or the county or State agency might inflate the issuance to an
existing case or create and post benefits to a fictitious recipient case. A number of measures are
used in both sites to control against excessive authorizations caused by this type of fraudulent
behavior. Both sites separate employees that authorize benefits from those that issue benefits
and use security codes to limit the access of employees only to certain administrative functions.
In addition, benefits in both systems are reconciled daily, which would detect imbalance
situations created by the fraudulent activity.

Excessive authorizations resulting from fraudulent behavior by State or county agency
employees are not estimated under a coupon system. Excessive coupon authorizations of this
type are considered losses during the certification process, which would be unaffected by
whether benefits were issued by coupon or EBT systems. We consider excessive authorizations
under an EBT system in this analysis as only those losses that occur outside of the certification
process -- that is, excessive authorization vulnerabilities that may be affected by EBT issuance.

A second type of excessive EBT authorization occurs when a recipient overdraws an
account in a backup transaction. In both sites, retailers are encouraged to telephone for purchase
authorization for a backup transaction but are not required to do so. Both sites will guarantee
the full value of autherized backup transactions, but the Ramsey County CHSD will guarantee
only $40 and the New Mexico HSD will not guarantee any amount for non-authorized backup
transactions. Losses from non-authorized backup transactions in New Mexico and those in
excess of the $40 guarantee in Ramsey County are borne by the retailer.

A third type of excessive authorization in an EBT system is an incorrect credit to a client
account from either an error in the transaction processing software or a double posting of an
issuance file. System testing prior to the implementation of both systems was conducted to
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control against these types of excessive EBT authorizations, and both EBT systems are designed
to reject allotment postings with duplicate authorization numbers. ‘

Estimated EBT Iosses

The expert respondents believed that overdrawn backup transactions and system
processing errors represent the most likely excessive EBT authorization vulnerabilities, assigning
to these vulnerabiljtie.s a combined estimated loss average of 0.02 percent of benefits issued in
both sites. This estimate is somewhat lower than those provided by EBT project staff and
retailers in both sites. Because EBT project staff based their estimates on documented losses and
retailer respondents are knowledgeable about specific occurrences of these types of incidents,
our estimates of losses from overdrawn backup transactions and system processing errors are

based on these sources.

After the food stamp portion of the Ramsey County EBS system went on-line in
September 1991, Ramsey County’s payments to retailers for the first $40 of backup transactions
with insufficient funds averaged about 0.03 percent of total monthly food stamp issuance. More
recently, the rate has averaged about 0.005 percent. New Mexico, which does not guarantee
non-authorized backup transactions, has not paid any funds to retailers for losses incurred due

to insufficient funds.

Retailers in both sites were asked about permanent (i.e., unreimbursed) losses arising
from EBT sales. They were not asked to distinguish between losses arising from backup
transactions, and those arising from other sources (e.g., system processing errors). A sample
of 43 Ramsey County retailers report experiencing permanent losses equivalent to a little over
0.09 percent of benefits due to EBT sales for which the wrong amount was transferred to the
retailer’s account.! In Bernalillo County, where the New Mexico HSD makes no guarantee for
backup transactions, a sample of 44 Bernalillo County retailers reported losses from EBT sales
of this type equivalent to 0.03 percent of benefits issued.

! Coupon losses that are comparable to those resulting from EBT processing errors or

unreimbursed backup transactions are not considered here because, unlike the EBT losses,
coupon losses of this type do not result in an increased authorization to food stamp recipients.
Comparable coupon losses are addressed in Section 3.2 - Excessive Redemption Credits.
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Respondents to the vulnerability interviews estimated loss rates that round to zero percent
in both sites for vulnerabilities that involved State agency or county office employees or
employees of the system processor. Respondents noted that one of these vulnerabilities would
require the unlikely condition of collaboration between the system processor employee and a
food stamp client. One respondent did note, however, that collaboration involving a system
processor employee would be more probable in Bernalillo County, given that FNBIA is located
in Albuquerque, but still assigned a near-zero profitability to the vulnerability.

Respondents also estimated zero loss rates in both sites for double posting of issuance
files and software errors, based on the system controls designed to prevent such errors.

Exhibit 3-1 summarizes coupon and EBT losses that result in excess client authorization.
As shown in the exhibit, the expected losses due to excessive EBT authorizations are estimated
at 0.10 percent of benefits issued in Ramsey County ($0.17 per case month) and 0.03 percent
of benefits issued in Bernalillo County ($0.06 per case month). These respective estimates are
about 13 percent of the comparable Ramsey County coupon loss rate of 0.75 percent of issuance
and only four percent of the Bemalillo County coupon loss rate of 0.78 percent of benefits

issued.

Of these EBT losses, only 0.005 percent of total Ramsey County issuance would be
added to Ramsey County program costs (or about $0.01 per case month), and the New Mexico
HSD would experience no additional costs. While some of the Ramsey County losses are being
recovered with an on-line representation function implemented in December 1992, it is too early
to estimate the proportion of overdrawn funds that will be recovered.

All other losses are considered participant losses because they would be bome by
retailers in both sites. Although it is possible that some portion of these losses will be recovered
through re-presentation (which exists on-line in Bernalillo County), the losses are treated as
permanent in this analysis because retailers reported them that way.

3.3 EXCESSIVE REDEMPTION CREDITS

Food stamp benefit redemption by retailers in the coupon system differs considerably
from an EBT system. To redeem coupons, store personnel must endorse the coupons with a
stamp that identifies the store, count the coupons, and complete a Redemption Certificate. The
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grocer then deposits the coupons and the Redemption Certificate into the store’s bank account
along with other store receipts. Banks generally give retailers immediate credit for food stamp
coupon deposits, then forward the coupons to a Federal Reserve branch bank.

Banks are prohibited from accepting a food stamp coupon deposit unless the deposit is
accompanied by a Redemption Certificate. The Redemption Certificate, which proves that the
store is authorized to accept coupons, is provided by FNS to all authorized stores. ;I'he
certificates are encod(;d with a store’s authorization number, which helps FNS track food stamp
redemptions at the individual store level.

In an EBT system, grocers receive credit electronically for the food stamp purchases
made at their stores. At the end of a "cutover” period, the EBT system totals the credits of each
retailer and prepares a file to transfer funds to the retailers’ bank accounts. For the Ramsey
County EBS system, this file is transmitted from TransFirst, the EBS system processor, to
NationsBank, the EBS system’s clearinghouse bank. NationsBank debits an account held by
TransFirst for the sum total of the food stamp transactions and initiates a process through the
ACH network to credit individual retailer accounts. Separately, TransFirst sends a payment
request through the HHS ‘Payment Management System for reimbursement for the debit, and
payment is made through the Fedwire system.

The process is slightly different in New Mexico because FNBIA, the EBT system
processor, is a financial institution and can act as a clearinghouse bank. Many of the retailers
participating in the New Mexico EBT demonstration use FNBIA as their depository bank. For
retailers with FNBIA business accounts, the EBT system merely generates a notice to credit the
retailer’s account for the total amount of EBT business for the day. FNBIA’s decision to
advance credit to their retailers is not compelled by the EBT system’s design. FNBIA made the
decision voluntarily, as both a marketing strategy and to reduce the number and cost of ACH
transmissions. Non-FNBIA retailers are credited through the ACH network, out of funds
reimbursed to FNBIA for all retailer credits through the HHS Payment Management System and
Fedwire, as is the case with TransFirst.
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Excessive Redemption Credits in the Coupon System

Excessive redemption credits occur when a food retailer or bank receives dollar credit
for a food stamp deposit that exceeds the dollar value of the deposit. Examples of situations that
create excessive redemption credits include a non-authorized store that accepts and redeems food
stamp coupons, or a grocer or bank that overstates the value of a coupon deposit on a
Redemption Certificate or deposit certificate (and the discrepancy is not discovered). For this
last vulnerability, the; analysis combines both deliberate and inadvertent errors.

Estimated Coupon Losses

Losses that occur from excessive redemptions appear to be fairly small in the coupon
system. Interviews with FNS field office personnel (who monitor redemptions by non-authorized
stores) and with bank and food retailer personnel suggest that excessive redemption losses are
rare and usually involve only small dollar amounts.

The Minneapolis Computer Support Center (MCSC) of FNS generates monthly listings
of coupon redemptions by non-authorized stores and forwards the appropriate listing to each of
the FNS Field Offices. Respondents from the Albuquerque and St. Paul Field Offices could not
recall when they last identified from an MCSC listing a case involving a non-authorized food
retailer that was fraudulently redeeming food stamp coupons (e.g., redemptions by disqualified
stores). Most of the cases follow store ownership changes, where the new owner is not aware
that he must re-apply for authorization. For analytic purposes, we assume rates of 0.0 percent

of total issuance for coupon losses due to this type of vulnerability.

Zero losses are also estimated for situations in which a disqualified store continues to

accept food stamp coupons but turns them over for deposn by a store that is authorized.
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Of these deposit errors, however, bank interviews indicate that all discrepancies found
between the credited amount and the physical count of coupons are ultimately resolved or
corrected by debiting or crediting the appropriate account. For unresolved errors discovered at
the Federal Reserve, the account of the depository bank is credited or debited by the amount of
the error. Unresolved errors at local banks are debited or credited to the account of the retailer
who deposited the coupons. Thus, any permanent losses of this type are incurred by retailers
and local banks.

Respondents report that permanent losses borne by local banks are rare and usually
involve small amounts of money. The analysis presented in Chapter 6 estimates that unresolved
accounting error losses add to local bank costs about $0.01 per $1,000 of food stamp coupon
deposits. This amount translates into a loss rate of 0.001 percent of food stamp coupon deposits.

Participating food retailers, who also incur accounting error costs, report losses that
amount to 0.001 percent of coupon issuance in New Mexico and about 0.01 percent in Ramsey
County. Retailer losses are discussed in Chapter 4.

Combining retailer and local bank losses, we estimate that excessive coupon redemption
credits equal less than 0.002 percent in New Mexico and 0.011 percent in Ramsey County.
These totals are the participant loss rates, because local banks and retailers incur the costs of
the losses. Total program losses are zero because none of the vulnerabilities add to program
costs.

Excessive Redemption Credits in an EBT System

An EBT system automates nearly the entire retailer and bank redemption processes and
eliminates the active role of retailers and banks in receiving credit for food stamp benefit
deposits. Although automated redemption processes eliminate the potential for some types of
benefit loss, such as those arising from inflated coupon deposit documents, EBT redemption
introduces other potential vulnerabilities that may lead to excessive redemption credits. For
purposes of the analysis, excessive redemption credits in an EBT system are defined as situations
in which the dollar amount electronically credited to a retailer’s bank account exceeds the value
of benefits actually redeemed by recipients at the retailer’s store.
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Excessive redemption credits in an EBT system could occur through several potential
vulnerabilities. Employees at the system processor or concentrator bank could inflate credits to
legitimate store accounts or create and credit fictitious retailer accounts. In addition, funds
transfers through the ACH process could be altered deliberately to increase grocer credits, or
a system software error could inflate the value of a transaction and overcredit a retailer account.
A non-EBT terminal also could be configured to transmit EBT transactions to the system.

Other potentiz.ll vulnerabilities in this category rely less on technological expertise or
system processing errors. For example, a store owner could simply submit a voucher for a
backup transaction that was never processed. Alternatively, a store employee could leamn a
client PIN and card number and manually enter the numbers into an EBT terminal without client
consent. The employee could then take the equivalent amount of money from the cash register,

thus leaving the store’s internal accounting in balance.

One primary control against these types of vulnerabilities is deterrence caused by the
likelihood of detection. Daily reconciliation reports in both EBT systems would show imbalance
situations if funds directed to a store account were arbitrarily increased without offsetting client
debits or without diverting credits from other stores. These reports would also identify the
account into which the funds were directed, and consequently the beneficiary of the diverted
funds.

Project staff in both sites believe that EBT food stamp clients track closely their
remaining account balances, given their dependence on benefits and their typically small average
balances. Excessive redemption credits that are diverted from client accounts but leave the
system in balance, therefore, would likely be detected by the affected clients, even if only small

dollar amounts were involved.

A second major control against excessive redemption vulnerabilities is simply the
relatively small amount of money that exists in the Ramsey County and New Mexico EBT
systems. Several respondents pointed out that if an individual possessed the technological
expertise to reconfigure a non-EBT terminal, for example, the individual would likely penetrate
a debit card or credit card network because those networks offer much greater potential prizes.
As EBT systems increase in scale, however, the potential for excessive redemption

vulnerabilities increases accordingly.
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Other controls consist of physical and personnel security at the system processor,
merchant and terminal system control files, and the pre-note procedure to open an ACH
destination account. These controls limit employee access to key processing functions and direct
the sources and destinations of funds to those authorized by program personnel.

Respondents observed that the major controls against these types of vulnerabilities were
aimed at detection rather than prevention. Although detection serves as a deterrent to potential
violators, msponden£s included in their estimates the possibility that an individual could
compromise the system and then flee the country before being detected. Although the
probability of this type of crime at any given time is extremely small, respondents provided non-
zero estimates of expected loss for each potential vulnerability.

Respondents pointed out that EBT systems offer much more recourse than a coupon
system in reclaiming excessively redeemed funds, especially those caused by system problems
such as software errors. Respondents noted, however, that the ability to reclaim funds from
retailer accounts was limited more by program policy than by technical system constraints.
Current EBT policy in both sites relies on voluntary retailer cooperation to resolve credit
disputes. One respondent contrasted this policy to that of credit card companies, which employ
very stringent guidelines with respect to merchant reimbursement and withhold reimbursement

while client disputes are unresolved.

Estimated EBT Losses

Evidence suggests that the most likely vulnerability, but one that involves only small
dollar amounts, is that of a store employee who learns a PIN and card number and manually
enters the information into a terminal without client consent. A New Mexico respondent
reported a recent case of a store clerk who used customer card numbers and PINs to steal
approximately $7,000 over a two-week period. The majority of the theft was from debit card
accounts, and the clerk did not steal benefits from any food stamp accounts (a small amount was
taken from AFDC accounts). The respondent estimates that about $300 has been taken from
food stamp accounts during four similar incidents over the past two years. This amount
translates into less than 0.001 percent of benefits issued over the period, as shown in
Exhibit 3-2.
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SUMMARY OF FOOD STAMP COUPON AND EBT VULNERABILITIES
RESULTING IN EXCESS RETAILER REDEMPTION CREDITS
(In Percent of Benefits Issued)

New Mexico

Ramsey County

Coupon Vulnerabil igﬁ

Non-authorized store accepts and
redeems coupons

Redemption certificate or deposit
document may be inflated by retailer
or bank

Total

EBT Vulnerability

Store accounts are altered by system
processor employee

Fictitious store accounts are created
by system processor employee and
credited

- Funds transfer through ACH process
is altered to increase grocer credits

Software error overcredits retailer
account

Store submits voucher for bogus sale

Store clerk learns client PIN,
manually enters account information
into terminal without client consent

Non-EBT terminal configured to
transmit EBT-transactions to system

Total

<0.01

<0.01

<0.01

<0.01

<0.01
<0.01

0.01

<0.01

<0.01
<0.01

<0.01
<0.01
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Ramsey County respondents know of no actual incidents of this type during twelve
months of system operations but acknowledge that it probably has occurred. The Ramsey
County EBS system requires a supervisor security code for entry of a manual transaction which
could limit the exposure to this vulnerability (although anecdotal evidence suggests that
supervisor access codes are commonly shared among store employees). Given the small
likelihood of the vulnerability and the additional control measure, we estimate the Ramsey
County loss level at 0.00075 percent of benefits issued, or about 75 percent of the New Mexico
estimate.

Other excessive redemption vulnerabilities are less likely to occur according to
respondents, but could involve potentially larger dollar amounts. Respondent loss estimates
averaged less than 0.01 percent of benefits each for vulnerabilities caused by a system processor
employee, software errors and non-EBT terminals. These estimates were consistent across sites,
although one respondent noted that New Mexico losses by system processor employees might
be slightly lower because a financial institution served as that system’s processor. Financial
institutions are more likely to have stronger controls because they are subject to stricter auditing

guidelines.

Altered ACH records are estimated to create potential losses of 0.004 percent of Ramsey
County benefits and 0.003 percent of New Mexico issuances. The higher Ramsey County
estimate is due to that system’s use of a separate clearinghouse bank, unlike the New Mexico
EBT system in which the system processor and clearinghouse bank are the same institution
(which reduces the volume of ACH transactions).

Respondents estimated loss rates of less than 0.01 percent of benefits issued in Ramsey
County and New Mexico due to stores submitting invalid EBT sale vouchers. These loss rates
assume a once-a-month occurrence of the vulnerability for approximately $100 per fraudulent

transaction.

Total losses from excessive EBT redemption credits are estimated to be about 0.044
percent of New Mexico benefits ($0.08 per case month) and .0385 percent of Ramsey County
issuances (30.06 per case month). EBT loss levels are over four times greater than coupon
estimates in New Mexico and about four times greater than Ramsey County coupon estimates.

The difference is due to the nature of the losses under each system. EBT system losses are
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likely to occur relatively infrequently but could involve large dollar amounts. Coupon losses

are more common, but involve smaller dollar amounts.

All but one of the EBT vulnerabilities add directly to program costs, including those
vulnerabilities that divert funds from client accounts. Losses arising from store employee entry
of card number and PIN are borne by the recipient, even though the transaction was comple_ted
without the client’s consent. EBT policy in both sites assigned responsibility for PIN safeguard
to clients, and neither site reimbursed clients for unauthorized uses of PIN or card numbers.'
Thus, participant loss equals .001 percent of benefits in New Mexico and .00075 percent of
Ramsey County benefits. Program loss equals roughly 0.04 percent of benefits in each site,

or total loss minus losses caused by unauthorized client account debits.

3.4 BENEFITS LOST DURING PRODUCTION AND HANDLING

To provide food stamp coupons to recipients, FNS currently contracts with a vendor to
print coupons and distribute them to State and county agencies for issuance.? Coupons are
printed in denominations of $1, $5, and $10, and are packaged in booklets of $2, $7, $10, $40,
$50, and $65. The coupons have serial numbers, but carry no personal identification or
expiration dates. In New Mexico, coupons are delivered by armored car and stored at the Santa
Fe Central Supply Office. The State of Minnesota inventory of food stamp coupons is stored
at the Issuance Operations Center. Food stamp coupons circulate only once and are destroyed
after they are redeemed at the Federal Reserve Bank.

An EBT system does not have an analogous physical representation of benefits.
However, EBT authorizations are transferred from a State agency or county issuance center to
the EBT system processor, and vulnerabilities associated with that process are considered in this
section.

' This policy could change, however, given a January 1993 preliminary Federal Reserve
Board ruling that Regulation E applies to EBT systems. Among other things, Regulation E
limits client liability for losses caused by unauthorized transfers from electronic accounts.

2 FNS hopes to have two vendors under contract for this task by the fall of 1993.
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Food Stamp Coupons Lost During Production And Handling

Production and handling losses of food stamp coupons are possible at various points from
the xmtxa] printing of the coupons until they are issued to food stamp recipients. Coupons can
be lost or stolen from producer inventories, while being transported to delivery locations, or
from inventories maintained by State agency or county issuance centers. Other types of loss
considered in this sectlon include counterfeit food stamp coupons and coupons that are

"recycled” or recxrculated after redemption.

Not all of these losses are measured by a formal reporting system because certain types
of losses are infrequent and some go undetected. Estimates for these types of losses are based
on interviews with FNS and USDA personnel who have investigated or are otherwise familiar
with known incidences of theft and loss for which no formal reporting system exists. These
sources provided estimates of losses associated with coupons stolen during production, shipment,

or storage; recycled coupons; and counterfeit coupons.

Estimated Coupon Losses

Estimates of coupons lost during production and handling are based on interview data.
The only reported case of coupons stolen from producer or distributor inventories occurred in
1984 and involved about $4 million worth of food stamp coupons. This leakage equals 0.004
percent of the $103.6 billion in food stamp benefits that were issued in the United States between
October 1983 and January 1992. We estimate a 0.0 percent program loss, however, because
nearly all of theft was subsequently recovered or paid back in cash.

The only reported case of recycled coupons occurred in Puerto Rico in the late 1970s and
involved $11 million worth of food stamp coupons, which translates into 0.008 percent of the
$144.2 billion in food stamp benefits that was issued in the United States between October 1979
and January 1992. About one-half of the leakage was recovered, however, so the estimated
program loss for recycled coupons is about 0.004 percent of benefits issued.

Since October 1986, approximately $1.2 million in counterfeit food stamp coupons have
been either discovered by Federal Reserve Bank Staff or seized by Federal Investigators.
Although respondents would not estimate the possible level of undetected counterfeit coupons,
we make the assumption that very few counterfeit coupons are undetected, given the Federal
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Reserve Banks’ efforts to check the authenticity of all submitted coupons. Total counterfeit
coupons thus amount to an estimated $1.2 million, or about 0.0017 percent of the $71.6 billion
in food stamp issuance between October 1986 and January 1992. Participant losses equal
0.0017 percent of food stamp issuance, because counterfeit coupons are charged back to
merchants.

The final category of coupon production losses are losses from central State agency
coupon inventories. "I'hese losses can occur because the wrong amount of coupons were inserted
in a mail issuance envelope or were shipped to a local distribution point, or the coupons were
stolen.! State of Minnesota MAXIS reconciliation reports indicate that coupon inventory
discrepancies amounted to 0.001 percent of all food stamp issuance between January and June,
1992. State of New Mexico inventory discrepancies totaled 0.01 percent of total benefits issued
during the same time period. Program less rates are equal to the total loss rates because any
inventory losses that are resolved in subsequent months would be reflected in the latter months’

reports.

The above estimates of coupon production loss rates do not account for the possibility
of a major coupon theft at either State’s central issuance facility.? Both facilities are housed in
secure buildings, however, and we found no instance of coupon theft from these or similar sites
throughout the county. We therefore assume a long-term estimate of essentially zero percent

for loss from centralized issuance facilities.

EBT Benefits Lost During Production and Handling

The only vulnerability category considered for EBT production losses occurs when
benefits are lost or tampered with during the transfer of the authorization file from a State
agency or county office to the system processor. In Ramsey County this transfer is a two-step
process. The Ramsey County authorization file is created by the MAXIS system, loaded on to

' These coupon losses are treated separately from the analysis of Excessive Authorizations
(Section 3.1) because coupon production losses do not necessarily increase the amount issued
to clients.

? Loss attributable to theft of small amounts of coupons by State employees would be
measured in the coupon inventory discrepancies already examined.
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magnetic tape, and transferred by courier to the Ramsey County CHSD. The second step of the
process involves electronically transmitting the authorization file from the Ramsey County CHSD
to ACS/TransFirst, where it is applied to client accounts. The data are electronically transmitted
over a dedicated communications line and are structured in a specific file format.

Transfer of the Bernalillo County authorization file omits the first step from the Ramsey
County process. The authorization file is transferred directly from ISD2 (the system that creates
the file) to FNBIA through a dedicated communication line and in a specific file format.

Estimated EBT

Expert respondents considered it very unlikely that benefits would be lost during the
transfer of the authorization file from State agency or county office to the system processor, and
approximated less than .01 percent loss rate in each site, as shown in Exhibit 3-3. Respondents
reasoned that to accomplish this act, an individual would have to possess very sophisticated
technical equipment and detailed knowledge of system operating procedures and file formats.
Such individuals would likely direct their efforts at networks which transmit larger sums of
money, such as banking, debit card or credit card networks.

3.5 BENEFITS LOST OR STOLEN FROM RECIPIENTS

Food stamp benefits that are lost or stolen from recipients do not normally add directly
to program costs. These types of vulnerabilities are considered participant losses rather than
program losses, because these losses are borne by food stamp recipients and not the Food Stamp

Programs.

In addition to benefits lost by or stolen from recipients, participant loss may be caused
by food retailers that discount the value of food stamp benefits on purchases or overcharge food
stamp participants. This activity is prohibited by Food Stamp Program Regulations and can
result in a monetary fine or disqualification from accepting food stamp benefits.

Lost or Stolen Coupon Benefits

Lost or stolen food stamp coupons are not replaced because, like cash, food stamp
coupons do not contain identifying information, and a person finding or stealing the coupons can
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- SUMMARY OF FOOD STAMP COUPON AND EBT VULNERABILITIES

RESULTING IN BENEFIT LOSS OR THEFT
DURING PRODUCTION AND HANDLING
(In Percent of Benefits Issued)

New Mexico

Ramsey County

Coupon Vulnerability

Coupons are stolen during
production, shipment, or storage

Recipient is given too many coupons

Cancelled coupons are taken from
redemption process and re-used

Coupons are counterfeited

Total

EBT Vulnerability

Authorization file is tampered with
or intercepted and replaced during
physical transfer to county office

Authorization file is tampered with
or intercepted and replaced during
electronic transmission to system
processor

Total

<.01

.01

<.01

.02

N/A

<.01
<.01

.01

.02

107




Table of Contents

make purchases without having to establish his or her identity. Food store clerks may ask for
a program identification card to prove program participation, but they are not required to and

few ever do so.

Estimated Coupon Losses

Estimates of lost and stolen food stamp coupons and discounting or overcharging by food
retailers are based on Iinterviews conducted prior to implementation of the EBT systems with 87
food stamp recipients in Ramsey County and 85 recipients in New Mexico. Ramsey County
recipients reported lost or stolen coupons that were equivalent to 1.2 percent of benefits issued
($2.00 per case month) and grocer overcharges amounting to 0.1 percent of benefits issued
($0.17 per case month). While total Ramsey County participant losses equal 1.3 percent of
benefits issued, program losses equal zero percent because the benefits are not replaced.

Recipients in Bernalillo County reported lost or stolen coupons that were equivalent to
0.3 percent of benefits issued ($0.55 per case month) and grocer overcharges amounting to 0.2
percent of benefits issued ($0.37 per case month). Total participant losses are thus 0.5 percent
of benefits. As with the Ramsey County losses, Bernalillo County program losses equal zero
percent of benefits issued.

Stolen EBT Benefits'

Benefits stolen from participants in the EBT demonstrations may be replaced in some
situations. EBT policy at both sites relies on participants to safeguard their benefit card and
PIN, and neither site replaces benefits stolen by unauthorized use of a card and PIN. However,
if the benefits are stolen by tampering with system files, the use of a counterfeit benefit card,
or a software error, then benefits would be replaced and the theft would add to program costs.

Another vulnerability to EBT benefit theft involves recipients that never pick up their
benefit card. Under this vulnerability, an EBT specialist could take the card, select a PIN, and

! Only stolen EBT benefits are considered here. EBT benefits cannot be "lost" because they
are electronically represented, and audit records document any transactions involving the
benefits. EBT benefit cards can be lost, but benefits can be transferred to a new card as in the
case of stolen cards.
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Exhibit 3-4
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SUMMARY OF FOOD STAMP COUPON AND EBT VULNERABILITIES
RESULTING IN BENEFITS LOST OR STOLEN FROM RECIPIENT

(In Percent of Benefits Issued)
New Mexico Ramsey County

Coupon Vulnerabilig('
Recipient loses coupons or has them
stolen 0.30 1.20
Grocer overcharges recipient or
discounts coupon value 0.20 0.10
Total 0.50 1.30
EBT Vuinerability
Unauthorized use of recipient EBT
card <0.01 <0.01
Counterfeit EBT card used to access
recipient account 0.00 0.00
Discounting or overcharging by
retailer 0.15 0.09
Tampering with recipient account by
retailer, State or local agency
personnel or employee of system 0.00 0.00
processor
Software error in debiting recipient
account <0.01 0.00
Recipient never picks up card, state
or local worker takes card selects
PIN and accesses benefits or dormant
account <0.01 <0.01
Total 0.16 0.10
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Other vulnerabilities were estimated to involve zero loss rates in both sites. These
vulnerabilities include counterfeit EBS cards and tampering with recipient accounts.

Total EBT participant lesses from lost or stolen recipient benefits amount to about 0.10
percent of Ramsey County issued benefits ($0.17 per case month) and 0.15 percent of Bernalillo
County issuances ($0.27 per case month). Program losses are less than 0.01 percent in each
site, however, because program costs would increase only for losses due to software errors or
an EBT specialist using benefits that were never accessed by a client.

3.6 RECIPIENT USE OF BENEFITS IN AN UNINTENDED MANNER

Recipients may use food stamp benefits at any food retailer establishment that is
authorized to participate in the Food Stamp Program. Recipients may use benefits only to
purchase authorized items, however, which excludes any non-food products and some prepared
food items that many food stores sell. This section considers diversions caused by recipients
using food stamp benefits to purchase non-eligible products.

This category of vulnerabilities also considers purchases of non-food items with cash
change from food stamp purchases (up to $0.99 in cash change may be returned to a food stamp
customer). This action does not violate Food Stamp Program rules (unless repeated small
purchases are made to generate change), although it diverts benefits from the program objective
of increasing the food purchasing power of recipients.

Unintended Use of Coupon Benefits

Purchase of Non-Eligible Items with Food Stamp Benefits. "Staple” food products such
as fish, meat, and dairy products must make up 50 percent of a store’s total food sales in order

for a store to be authorized to accept food stamp benefits. Food stamp benefits are not restricted
to the purchase of staple food products, however, and accessory food items such as coffee or
soda are eligible for food stamp purchase.

The Food Stamp Program provides educational material and copies of relevant program
regulations to teach recipients and retailers about products that are eligible for food stamp
purchase. Retailers are also made aware of the penalties for allowing non-eligible purchases,
and some FNS Field Offices distribute newsletters to retailers which identify stores that have
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been disqualified or fined for program violations. FNS’ Compliance Branch routinely
investigates stores that it suspects are allowing non-eligible purchases and sends undercover
investigators into targeted stores to attempt food stamp purchases of non-eligible items.

Despite FNS’ efforts to control purchases of non-eligible products, there are no regularly
reported data on the frequency or value of these purchases. We base our estimate of coupon
purchases of non-eligible items on analysis done for the evaluation of the original Reading EBT
demonstration. That analysis, which was based on investigations conducted with FNS
Compliance Branch staff, estimated that benefit diversion by means of purchases of non-eligible
items amounts to 0.17 percent of food stamp benefits.'

Selling Benefits for Cash. The practice of selling benefits for cash, or "trafficking",
involves a recipient, an authorized retailer, and sometimes a third party or middieman.
Although recipients may not always receive cash for trafficked benefits (and stories abound of
recipients who buy drugs, guns, or other illicit items with food stamp benefits), the analysis
considers only the final step in trafficked benefits, which involves an authorized retailer who
provides cash for food stamp benefits.

Recipients or retailers found trafficking benefits can receive temporary or permanent
disqualifications or face criminal prosecution (trafficking food stamp benefits is a federal crime,
not just a violation of program regulations).

Estimates of food stamp coupon trafficking are subject to considerable debate and vary
greatly among experts. A recently completed examination of methodologies to estimate food
stamp trafficking noted that "most areas of benefit loss in the Food Stamp Program have been

! Food Stamp Program Redemption System: A Preliminary Assessment. Alexandria,
Virginia: FNS, Program Accountability Division, June 21, 1984. Investigators attempted to

purchase unauthorized items in a random sample of stores. In 14 percent of the large stores
(total monthly sales over $100,000), investigators were able to make an unauthorized purchase;
they made three such purchases (enough to disqualify the stores from participating in the
program) in 4 percent of the stores. At least one unauthorized purchase was made in 50 percent
of the smaller stores; the three-buy rate was 29 percent. In estimating total unauthorized
purchases, we assumed that recipients might attempt to buy unauthorized items in 10 percent of
their purchases, and that the unauthorized items in these cases would amount to 10 percent of
the total value of the intended purchase. We assumed that all attempts to purchase unauthorized
items would be accepted in the three-buy stores, half the attempts would be accepted in the one-
buy stores, and none would be accepted elsewhere.
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studied extensively, are reasonably well understood, and data exist to permit reasonable estimates
of benefit loss or diversion. However, such is not the case with redemption diversions,
generally, and trafficking in particular.”® Given the limitations of estimating food stamp
trafficking, the analysis employs estimates developed for the evaluation of the original Reading
EBT demonstration.? Benefit diversion caused by selling benefits for cash was estimated in
that evaluation to account for 0.39 percent of benefits issued.’

Cash Change from Coupon Purchases. Retailers are permitted to return cash change up
to 99 cents for a food stamp coupon purchase. Although program regulations do not restrict

recipient use of cash change, we consider using cash change for the purchase of non-eligible

food items as a diversion of benefits from their intended purpose.

Estimating the amount of benefit diversion resulting from cash change is a bit tricky and
involves some economic theory. It is important, however, to treat this portion of the analysis
quite carefully. As shown below, an EBT system’s elimination of cash change is a major
component of the system’s overall impact on benefit loss and diversion.

As a starting point, we use the following equation to estimate the amount of benefits
diverted when food stamp recipients receive cash change from food stamp purchases:

BD = (1 - MPC (cash)) * cash change,

where: BD is the amount of benefits diverted, MPC (cash) is the
marginal propensity to consume food out of cash; and cash
change is the average amount of cash change received per
case month.

! James S. Lubalin et al., Food Stamp Program Integrity Methodological Feasibility Study,
Research Triangle Park, North Carolina: Research Triangle Institute, March 1, 1991, p. 7.

? Hamilton et al., op. cit., p. 105. The evaluation based its estimate of trafficking on
interviews with USDA and FNS personnel that indicated that about one-eighth of all stores
disqualified from participation in the Food Stamp Program are caught trafficking, and that one-
third of the redemptions at the disqualified stores are trafficked benefits. This information was
combined with data from the Program Accountability Division study referenced earlier to arrive
at an estimate of total trafficking volume.

* This estimate is based on interviews with respondents from FNS’ Compliance Branch and
the USDA Office of Inspector General who were familiar with coupon trafficking and on data
on successful trafficking investigations.
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The marginal propensity to consume food out of cash measures how much more a food stamp
recipient would spend on food if his or her cash income were increased by one dollar. The term
(1 - MPC (cash)) measures how much of that dollar would be spent on non-food items.

The above equation is incomplete, however, because it fails to account for spending
behavior that would have occurred in the absence of cash change. That is, cash change should
be viewed as a simultaneous marginal increase in cash income and a marginal decrease in food
stamp benefits. Recipients purchase food out of the marginal food stamp benefit according to
a marginal propensity to consume food from food stamp benefits. Providing cash change instead
of food stamp benefits causes recipients to increase food purchases by the MPC from cash
change, while the decrease in benefits caused by the change reduces recipient food purchases by
the MPC out of food stamp coupons. The difference between these two MPCs is the amount
of benefits, at the margin, that are diverted from food to non-food purchases. Therefore, the
revised equation to estimate benefit diversion is:

BD = [MPC (coupons) - MPC (cash)] * (cash change),

where: BD = the amount of benefits diverted; MPC = the

marginal propensity to consume out of coupons or cash;
and cash change is the average amount of cash change

received per case month.

Demonstration projects that issue cash instead of food stamp benefits provide researchers
the opportunity to examine how recipients spend their benefits. An evaluation of a cash-out
demonstration in Alabama estimated that food stamp recipients’ marginal propensity to consume
food (MPC) out of cash was 0.073,' meaning that food stamp recipients spent only about 7
cents on food out of each marginal dollar of cash that they received. From the same study,
researchers also estimated the marginal propensity of food stamp recipients to consume food out
of food stamp coupons to be 0.31.2

! Thomas Fraker et al., The Evaluation of the Alabama Food Stamp Cash-Out
Demonstration, Princeton, New Jersey: Mathematica Policy Research, Inc., April 1992, p. F11.

? Fraker et al., op. cit., p. F11.
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An evaluation of a cash-out demonstration in San Diego arrived at MPC estimates very
close to those in Alabama. The San Diego evaluation estimated the MPC out of cash to equal
0.063 and the MPC out of food stamp coupons to be 0.28.! Given the methodological
similarities between the two studies, we use the simple arithmetic mean of the MPC estimates
in our computation of benefit diversion. The MPC out of cash is thus assumed to equal 0.295,
and the MPC out of food stamp coupons is 0.068. ]

Assuming that the average amount of cash change from any purchase is 50 cents, then
the average amount of cash change that is not spent on food would be 11.35 cents [(0.295 -
0.068) * $0.50], and the average amount that is spent on food is 38.65 cents. Based on the
average number of monthly EBT purchase transactions by Ramsey County and New Mexico
recipients,? about 0.54 percent of coupon benefits in both sites were diverted to non-food items.

Estimated Coupon Diversion
Given the estimates provided above, total food stamp coupon benefit diversion due to

non-eligible purchases, trafficking, and cash change amounts to 1.10 percent of Ramsey County
benefits ($1.83 per case month) and 1.10 percent of Bernalillo County benefits ($2.01 per case

month).
Unintended Use of EBT Benefits
Purchase of Non-Eligible Items with Food Stamp Benefits. All but two of the

respondents believed that the purchase of non-eligible items would remain unchanged in an EBT
system. The two respondents who disagreed believed that EBT losses would be slightly smaller
than coupons, a decrease that was attributed by one respondent to the perception by retailers and

! James C. Ohls et al., The Effects of Cash-Out on Food Use by Food Stamp Program

Participants in San Diego, Princeton, New Jersey: Mathematica Policy Research, Inc.,
September 1992, p. F10.

? The analysis assumes that food stamp recipient coupon shopping patterns were the same
as they are under the EBT system — that is, Ramsey County recipients average 7.4 food stamp
EBS transactions per month, and recipients in Bemalillo County average 8.6 food stamp EBT
transactions per month. Estimates are based on March 1992 EBT and EBS system operating
statistics.
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recipients that somehow the EBT system is able to track the items that are purchased.! After
factoring in the lower estimates, overall benefit diversion from purchases of non-eligible items
is estimated to be 0.16 percent of benefits issued in both sites.

Selling EBT Benefits for Cash. Respondent estimates of EBT benefit trafficking varied
considerably. Some respondents expected slight decreases in EBT trafficking relative to the
coupon estimate, in part because of the system’s ability to monitor duplicate card issuances.
One variety of trafficking involves the sale of the benefit card and PIN. If sites identify
recipients that frequently apply for duplicate cards, they could investigate the recipient and
possibly eliminate this source of trafficking.

Respondents also noted that an EBT system offers increased investigative ability to detect
retailers that traffic food stamp benefits. EBT systems can provide investigators, for example,
with reports of stores that have a suspicious pattern of EBT redemptions. Respondents felt that
EBT would not eliminate trafficking, but as the investigative potential of EBT becomes fully
utilized, investigators will be provided with a powerful tool to identify and prosecute offenders.

Other respondents expected large decreases in EBT trafficking relative to the coupon
system. These respondents noted that there had been few reported cases of EBT trafficking in
the two demonstration sites. It is uncertain, however, whether this pattern of relative few
reported cases of EBT trafficking in Ramsey County and New Mexico will continue after the
novelty of the systems wears off. A recent investigation of the Reading, Pennsylvania EBT
system by the USDA Office of Inspectoi' General resulted in the criminal indictment of over 100
food stamp recipients and a food store owner on charges of food stamp trafficking. The Reading
EBT system had been operating for about seven years at the time of the arrests.

Overall, respondents estimated that benefit diversions caused by trafficking would
average about 0.20 percent of total benefits issued in both sites, or about one-half the coupon
estimate.

Cash Change Diversion. The use of cash change for non-food purchases is eliminated
in an EBT system because an EBT system debits the exact purchase amount from client

! Tracking items purchased through an EBT system is technologically feasible in stores that
use bar code scanners, but neither site has developed this capability.
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accounts. One respondent noted, however, that EBT participants might purchase food items with
EBT benefits and resell the items for cash, as can be done with coupon benefits. Although this
practice is not specifically prohibited by program regulations, it certainly diverts benefits from
their intended use, albeit in a complicated manner. Given the likelihood that this diversion is
uncommon, we estimate the benefit diversion to be about 1 percent of the coupon cash change
estimate, or about .01 percent of benefits in both sites.

Estimated EBT Diversion

Combining the EBT diversion rates for purchases of non-eligible items, selling benefits
for cash, and cash change diversion, we estimate a total diversion rate of 0.37 percent of
benefits in each site. This diversion rate translates into approximately $0.62 per Ramsey County
case month and $0.68 per case month in Bernalillo County. These rates are roughly one-third
of the comparable coupon rates, as shown in Exhibit 3-5. Program and participant losses
would be zero, however, because these diversions do not add to program or participant costs.

3.7 CONCLUSIONS

This chapter presents estimates of program benefit loss and diversion under the direct
mail coupon and EBT systems in Bernalillo County, New Mexico, and Ramsey County,
Minnesota. As noted in Sections 3.2-3.6, total benefit loss and diversion exceeds the amount
that will add ultimately to Food Stamp Program or participant expense. Accordingly, separate
subsections examine the total loss level, and the component measures of losses that contribute

to program or participant costs and benefit diversions.

Total Benefit Loss and Diversion

Exhibit 3-6 presents a summary of the estimated total benefit loss and diversion rates that
were described earlier. As shown in the exhibit, total benefit loss and diversion estimates under
a coupon system range from 2.40 percent of New Mexico benefits to 3.18 percent of benefits
in Ramsey County. These rates amount to a total monthly coupon benefit loss and diversion of
about $95,000 in Ramsey County, or about $5.29 per participating food stamp household. In
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IN AN UNINTENDED MANNER
(In Percent of Benefits Issued)
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SUMMARY OF FOOD STAMP COUPON AND EBT VULNERABILITIES
RESULTING IN RECIPIENT USE OF BENEFITS

New Mexico Ramsey County
Coupon Vulnerabili
Recipients purchase ineligible items 0.17 0.17
Recipients sell coupons for cash 0.39 0.39
Recipients use cash change from
food stamp purchase for non-food
items 0.54 0.54
Total 1.10 1.10
EBRT Vulnerability
Recipients purchase ineligible items 0.16 0.16
Recipients sell coupons for cash 0.20 0.20
Recipients use cash change from
food stamp purchase for non-food
items 0.01 0.01
Total 0.37 0.37
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Exhibit 3-6

SUMMARY OF BENEFIT LOSS AND DIVERSION RATES*

New Mexico Ramsey County
Coupon EBT Coupon EBS
Excessive Recipient Authorizations 0.78% 0.03% 0.75% 0.10%
Excessive Redemption Credits <0.01% 0.04% 0.01% 0.04%
Production and Handling Losses 0.02% <0.01% 0.02% <0.01%
Benefits Lost or Stolen from Recipients 0.50% 0.16% 1.30% 0.10%
Recipient Use of Benefits in an
Unintended Manner 1.10% 0.37% 1.10% 0.37%
Total Percentage of Benefits Issued* 2.40% 0.60% 3.18% 0.61%
Total Monthly Cost® $91,41t  $22,853 $94,813 $18,187
Cost Per Case Month® $4.38 $1.09 $5.29 $1.01

Notes: * Excludes amount recovered or recouped from retailers or recipients.

* Based on March 1992 Food Stamp Program participation and issuance statistics.
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New Mexico, total monthly coupon benefit loss and diversion equals roughly $91,000, or about
$4.38 per participating food stamp household.

Total estimated EBT loss and diversion rates for each site are much lower than the
comparable coupon levels. In Ramsey County, the estimated EBS rate equals approximately
0.61 percent of benefits issued, or about one-fifth the coupon loss and diversion total. Ramsey
County EBS rates translate into total monthly losses and diversions of about $18,000, or about
$1.01 per participatirig food stamp household.

Total EBT loss and diversion in Bernalillo County is estimated at 0.60 percent of benefits
issued, or roughly one-fourth of the comparable coupon total. Bernalillo County EBT rates
translate into monthly losses and diversions of about $23,000, or about $1.09 per participating
food stamp household.

The main source of the large difference between EBT and coupon loss and diversion rates
is the elimination of coupon mail losses by the EBT system. In both sites, coupon mail losses
accounted for about 0.8 percent of benefits issued, or roughly $22,000 in Ramsey County and
$30,000 in New Mexico. Although the EBT systems introduced new authorization
vulnerabilities, the average monthly expected loss from the relevant EBT vulnerabilities is a

fraction of the coupon rates in both sites.

Another important factor causing a difference between EBT and coupon loss and
diversion rates is the vulnerabilities associated with recipient use of benefits in an unintended
manner, and more specifically, the elimination of cash change under an EBT system: We
estimate that cash change from food stamp coupon sales in each site diverts about one-half of
one percent of benefits from their intended use into the purchase of ineligible items. In an EBT

environment, this source of benefit diversion is nearly eliminated.

For Ramsey County, the near elimination of lost or stolen coupon benefits reduced
estimated loss levels from 1.30 percent (coupon) to 0.10 percent (EBT) of benefits issued. Loss
reductions were not as dramatic in New Mexico; estimated EBT losses in that site are one-third
of the coupon level. The difference in EBT estimates across the two sites occurs because more
Ramsey County recipients reported having their coupon benefits lost or stolen after they were

received.
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Exhibit 3-7

SUMMARY OF PROGRAM LOSS RATES*

‘New Mexico Ramsey County
Coupon EBT Coupon EBS
Excessive Recipient Authorizations 0.78% 0.00% 0.75% <0.01%
Excessive Redemption Credits 0.00% 0.04% 0.00% 0.04%
Production and Handling Losses 0.01%2 <0.01% 001% <0.01%
Benefits Lost or Stolen from Recipients 0.00% <0.01% 0.00%2 <0.01%
Recipient Use of Benefits in an
Unintended Manner 0.00% 0.00% 0.00% 0.00%
Total Percentage of Benefits Issued* 0.79% 0.04% 0.76 % 0.05%
Total Monthly Cost® $30,090 $1,524 $22,660 $1,491
Cost Per Case Month® $1.44 $0.07 $1.26 $0.08

Notes: * Excludes amount recovered or recouped from retailers or recipients.

® Based on March 1992 Food Stamp Program participation and issuance statistics.
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Ramsey County case, or about $21,000 per month. The EBT system in New Mexico reduces
program loss by about $1.37 per case, or about $28,000 per month.

Nearly the entire EBT-coupon program loss difference is due to the elimination of mail
losses by an EBT system. In Ramsey County, the use of the EBS system eliminates the mail
loss rate of 0.75 percent of benefits while adding only 0.01 percent loss in new excessive
authorization vulnerabilities. In New Mexico,; coupon mail loss is eliminated without adding any

new excessive authorization program losses caused by the EBT system.

EBT program savings from the elimination of coupon production and handling losses are
partly offset by program losses caused by excessive EBT redemption credits. Program losses
associated with lost or stolen benefits and recipient use of benefits in an unintended manner are

zero because these diversions do not add to program costs.

Note that Exhibit 3-7 excludes amounts re-presented or recouped from retailers or
recipients. Although EBS project staff in Ramsey County and the EBT project director in New
Mexico were able to estimate EBT recoupment rates, these rates are not applicable to coupon
losses. Overall recoupment rates for errors in the coupon system are available, but these rates
are not fully applicable either. Reported coupon recoupment rates reflect amounts recovered
from activities that were not considered in this analysis, such as certification fraud. Rather than
estimating recoupment rates for coupon vulnerabilities, we omit all recoupment estimates and

note that actual net program losses would be somewhat smaller.

EBT program loss rates in Bernalillo and Ramsey County are roughly comparable to
those estimated during the extended EBT demonstration in Reading, Pennsylvania.! During that
demonstration, EBT program loss was estimated at 0.03 percent of benefits issued, versus 0.04
percent and 0.05 percent of EBT benefits in New Mexico and Ramsey County, respectively.
Net coupon program loss rates for the extended Reading EBT demonstration are not directly
comparable to the rates in Bernalillo and Ramsey County because an ATP system of coupon
issuance was used in Reading prior to the EBT demonstration.

! Kirlin et al., op. cit., p. 142.
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Participant Loss

Benefit losses borne by participants in the Food Stamp Program are expected to decrease
under EBT benefit delivery, as shown in Exhibit 3-8. Total participant losses under the New
Mexico coupon system are estimated at 0.51 percent of benefits issued, or about $0.93 per case
month. Under the EBT system in New Mexico, participant loss is estimated to be 0.19 percent
of benefits issued, or about $0.32 per casemonth.

A larger reduction in participant losses is estimated under the EBS system in Ramsey
County. Ramsey County participant losses are estimated at 1.32 percent of coupon benefits
issued, versus 0.19 percent of EBS benefits. This translates into a reduction from $2.20 per
case month under the coupon system to $0.32 per EBS case month.

The biggest source of the decrease is from the reduced likelihood of EBT or EBS
recipients having their benefits lost or stolen. As explained in Section 3.5, however, this
reduction is greater in Ramsey County where recipients reported a higher frequency of lost or
stolen coupons. Slight participant losses in both sites are estimated for unauthorized accesses

to recipient EBT accounts.

Retailers using the EBT and EBS systems are expected to experience slight increases in
participant losses, due mainly to unauthorized manual transactions that are not backed by
sufficient client balances. Participant losses by financial institutions are estimated at about 0.01
percent under both EBT/EBS and coupon delivery systems. As explained in Section 3.3,
financial institution losses result from excessive redemption credits in both systems.

Benefit Diversions

Benefit diversions result only from the vulnerabilities discussed in Section 3.6 - Recipient
Use of Benefits in an Unintended Manner. The EBT systems reduce benefit diversion from
about 1.10 percent of coupon benefits to about 0.37 percent of EBT benefits in each site. The

major source of reduction comes from the EBT systems’ near elimination of cash change.
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SUMMARY OF PARTICIPANT LOSS RATES®

New Mexico Ramsey County
Coupon EBT Coupon EBS
Excessive Recipient Authorizations 0.00% 0.03% 0.00% 0.09%
Excessive Redemption Credits <0.01% <0.01% 0.01% <0.01%
Production and Handling Losses <0.01% 0.00% <0.01% 0.00%
Benefits Lost or Stolen from Recipients 0.50% 0.15% 1.30% 0.10%
Recipient Use of Benefits in an
Unintended Manner 0.00% 0.00% 0.00% 0.00%
Total Percentage of Benefits Issued* 0.51% 0.19% 1.32% 0.19%
Total Monthly Cost® $19,425  $7,237 $39,356  $5,665
Cost Per Case Month® $0.93 $0.35 $2.20 $0.32

Notes: *Excludes amount recovered or recouped from retailers or recipients.

® Based on March 1992 Food Stamp Program participation and issuance statistics.
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Comparison of Program Loss, Participant Loss, and Diversion

As shown in Exhibit 3-9, benefit diversion in the coupon system comprises about one-half
of total New Mexico coupdn loss and diversion and about one-third of the total in Ramsey
County. Program losses in New Mexico are the next largest, and then participant losses. In
Ramsey County, participant losses are the second largest category, and program losses make up
only about one-fourth of the Ramsey County total.

The EBT systems effectively reduce the rates in all three &ategories, but the largest
proportional reduction concemns program costs. Estimates of EBT program losses are about 7
percent of the coupon rates in Ramsey County and 5 percent of the comparable New Mexico
level. The EBT system reduces benefit diversions to about one-third of the coupon level. The
smallest proportionate effect is seen for participant losses, where the EBT rate falls between one-
third (New Mexico) and one-seventh (Ramsey County) of the coupon loss rate.
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SUMMARY OF COMPONENT MEASURES OF OVERALL

BENEFIT LOSS AND DIVERSION®

New Mexico Ramsey County
Coupon System
Program Loss 0.79% 0.76%
Participant Loss 0.51% 1.32%
Benefit Diversions 1.10% 1.10%
Total Percentage of Benefits Issued* 2.40% 3.18%
Total Monthly Cost® $91,411 $94,813
Cost Per Case Month® $4.37 $5.29
EBT System
Program Loss 0.04% 0.05%
Participant Loss 0.19% 0.19%
Benefit Diversions 0.37% 0.37%
Total Percentage of Benefits Issued® 0.60% 0.61%
Total Monthly Cost® $22,853 $18,187
Cost Per Case Month® $1.09 $1.01

Notes: * Excludes amount recovered or recouped from retailers or recipients.

® Based on March 1992 Food Stamp Program participation and issuance statistics.
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Chapter 4
EBT SYSTEM IMPACTS ON PARTICIPATING RETAILERS

Food retailers play an important role in the Food Stamp Program. Without food retailer
participation, the Food Stamp Program would fail to accomplish its objective of increasing the
food purchasing power of needy households. Food retailers benefit from this participation,
however, because food stamp benefits can be used only to purchase food.

An EBT system‘ significantly changes the role of food retailers in the Food Stamp
Program. Under an EBT system, food retailers process food stamp transactions electronically
rather than handling paper coupons. EBT processing represents an important departure from
other payment methods, and the changes in food retailer store operations can have many
important consequences for food retailers.

4.1 INTRODUCTION

Both the New Mexico HSD and the Ramsey Couhty CHSD experienced significant delays
in implementing an EBT food stamp system. Perhaps the biggest obstacle to implementing the
EBT systems was persuading food retailers to participate in the electronic program. Retailers
in both sites understood the potential benefits of EBT, and they clearly wanted EBT.
Nevertheless, they negotiated for several conditions to their participation, the most important of
which was the availability without cost of EBT terminals at every checkout lane. After over a
year of unsuccessful negotiations in New Mexico, retailers effectively imposed a boycott that
deadlocked the project for another six months. Formal negotiations with Ramsey County
retailers lasted nearly three years and at several points seriously threatened the viability of the
entire project.’

Given the seriousness with which retailers in both sites viewed the potential impacts of
an EBT system on store operations, this chapter examines the question of how the EBT systems
in New Mexico and Ramsey County affect participating food retailers. The question is

! Retailer negotiations and other issues that delayed the Ramsey County and New Mexico
EBT demonstrations are described in more detail in Ciurea et al., op. cit.
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addressed in both quﬁlitativc and quantitative terms: how retailers perceive the EBT systems,
and the costs retailers incur to participate in the Food Stamp Program under each system.

Research Questions and Research Design

The primary focus of the analysis is to measure the impacts Qf the EBT systems relative
to the food stamp coupon system. The analysis of retailer perceptions and opinions about the
EBT systems examines two questions:

g Do retailers prefer the coupon or the EBT system, and why?
. What impacts on major areas of store operations do retailers perceive

since implementation of the EBT systems?

The analysis of retailer participation costs focuses on the comparison of EBT and coupon

costs across the following eight components:

o the increment in checkout time for food stamp purchases relative to cash
transactions;

. handling, depositing, and reconciling of food stamp sales;
. training new checkout clerks on completing food stamp transactions;

. reshelving items not bought by food stamp customers because an
insufficient balance or system problem prevented the purchase;

. the interest foregone during the time between a food stamp purchase and
the availability of retailer cash funds;

4 permanent losses due to accounting errors;
. space used by EBT store equipment; and

. other fees paid by retailers for coupon and EBT participation.

Research Design

The analysis of effects on participating retailers employs a pre/post longitudinal design.
Data on retailer perceptions and seven of the cost elements (all cost components except
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incremental checkout time) come from in-store interviews with a sample of retailers in each site.
Information on time completing purchases at checkout counters comes from observation data.

Baseline information on retailers’ perceptions of and costs incurred under the food stamp
coupon system were collected prior to EBT system implementation. Between October and
December, 1989, we contacted 78 New Mexico retailers who were eligible for the study and
completed interviews with 72 of them (a 92.3 percent response rate). During the same time
period we interviewed 67 of the 74 eligible Ramsey County retailers contacted (a 90.5 percent
response rate). These completed baseline samples represent 28 percent of the food retailer
population in Bemnalillo County, New Mexico, and 25 percent of the Ramsey County,
Minnesota, food retailer population.

The timing of the retailer baseline data collection activities and the sizes of the baseline
samples were based on the anticipated startup dates of both systems. We collected baseline
information during the late fall and early winter of 1989 because, at that time, both systems were
scheduled to start up in early 1990. Had that schedule been met, we would have conducted post-
implementation data collection during the summer of 1990. Our baseline sample size assumed
that some portion of the sample would drop out between data collection periods, but as system
startup was delayed in each site, our assumed drop-out rates were soon surpassed and more
stores dropped out of the sample than had been anticipated.

Post-implementation interviews were conducted in the late spring and early summer of
1992 (March-June). Store attrition during the nearly three-year time interval between data
collection periods reduced by one-third (from 139 to 87 stores) the size of our final longitudinal
sample. Post-implementation interviews were completed with representatives from 44 of the 50
baseline stores in New Mexico participating in EBT (an 88.0 percent response rate) and with 43
of the 46 baseline stores in Ramsey County participating in the EBS demonstration (a 93.5
percent response rate). Of the 52 stores that dropped out of the sample, 43 (82.6 percent) had
either gone out of business or were not participating in the EBT demonstration. The longitudinal
design of the retailer sample prevented the replacement of these stores. The final retailer sample
represents 19 percent of the Bernalillo County retailer population and 16 percent of the Ramsey
County retailer population.
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Estimated impacts on checkout productivity are not based on retailer interviews. The
EBT systems’ impact on checkout productivity is estimated using data collected during baseline
and post-implementation observations at 20 stores in each site (each store was observed for one
day during baseline observations and three days during post-implementation observations).
Observers with stopwatches recorded the duration and characteristics of transactions of all
payment types (e.g., cash, personal check, etc.). Observation data collection roughly coincided
with retailer interviews; retailer attrition between the two observation periods required the
replacement of two Ramsey County stores and seven New Mexico stores in the sample.

Appendix E provides a more detailed discussion of the data sources used in the retailer
analyses.

Research Approach

Unlike other analysis topics in this report, retailer cost elements (except checkout
productivity) are analyzed for the combined sample of all retailers as well as for those within
each demonstration site. These two analyses are possible because the retailer interview sample
was designed to detect EBT-coupon cost differences at both the site and all-store levels. Owing
to the size and design of the observation sample, the checkout counter analysis goes somewhat

further by analyzing costs within the same site and store type.

An analysis of costs for retailers within particular store types is summarized at the end
of this chapter. The store type analysis is based on FNS’ standard categories of retailer
classification. Store types with similar characteristics were combined into four general
categories: supermarkets; grocery stores (including specialty food stores); convenience stores
(including convenience/gas stores); and all other stores.

To allow cost comparisons between different-sized stores, retailers’ estimated
participation costs are standardized, or presented in terms of the cost incurred per $1,000 of
food stamp benefits redeemed. These standardized estimates are then weighted by the product
of two variables: a sampling adjustment factor and a redemption weight. The sampling
adjustment factor accounts for the fact that the baseline and post-implementation retailer samples
are stratified by store type. That is, while individual stores within a given store type were
randomly sampled, stores in different store types were not sampled with equal probability. The
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sampling adjustment factor, the ratio of the number of stores of a given type in a site to the
number of that same type in our sample, weights the cost data so that our estimates of stores’
participation costs are generalizable to the entire population of food retailer stores in a site.

If the retailer participation cost data were weighted only by the sampling adjustment
factor, then the standardized costs of a store conducting $1,000 in food stamp business each
month would receive the same weight as a store redeeming $50,000 in food stamp benefits each
month. Given that the data suggest the presence of scale economies in stores’ costs of
processing food stamp benefits (i.e., standardized costs for larger stores tend to be lower than
standardized costs in smaller stores), this approach would overestimate the true participation
cost per $1,000 of benefits redeemed. Accordingly, we apply a redemption weight, the store’s
monthly level of food stamp redemptions, to the retailer’s estimated participation costs. With
the second weight, cost data from larger stores contribute more to the final estimate of
standardized costs than cost data from smaller stores.

All non-standardized measurements presented in this chapter are weighted as well, but
by the sampling adjustment factor only. The non-stardardized measures, such as average
monthly cost per store, are presented to providé a perspective on a typical store in each site,
independent of the level of food stamp redemptions processed by each store.

The effect of the EBT system on stores’ participation costs is computed, for each cost
component, as the store-level difference between standardized coupon and EBT costs. The effect
of the EBT system on handling costs for a store, for example, is computed as the difference
between the store’s coupon and EBT handling costs, standardized per $1,000 in benefits. The
cighg component effects are summed for each store to generate an overall EBT effect at the store
level, which is then averaged among stores in the analysis subgroup (i.e., all stores, stores in
the same site, or stores of the same type). Cost per case month, the main measure used in other
chapters, is not a natural measure of retailer activity, because recipients do not typically spend
all their benefits in a single store.

It should be noted that the cost estimates presented in this chapter are part of retailers’
total operating costs. Because stores participate in the Food Stamp Program on a voluntary
basis, these participation costs are presumably more than offset by increased store revenues.
The coupon- or EBT-based participation cost estimates presented below do not, by themselves,
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reflect any. particular impact on store profits; the relationship between operating costs and
revenues is not addressed in this study. Any changes in average operating costs that result from
the EBT demonstrations, however, are likely to be similarly reflected in average store profits,
because the demonstrations had little effect on aggregate program redemptions within the
demonstration sites.

Finally, the analysis does not consider monthly telephone charges incurred by retailers
to process EBT transactions. We based this decision on the expected difficulty of developing
an accurate estimate of telephone costs. Furthermore, telephone costs are an issue among only
some retailers in New Mexico. The Ramsey County CHSD reimburses participating retailers
for monthly telephone charges, and some New Mexico retailers have chosen to incorporate EBT
telecommunications needs into their existing store telephone lines, at no additional marginal cost.
Although some New Mexico retailers have opted to install microwave telecommunications to
serve the EBT system, we consider this a one-time fixed expense and did not estimate a monthly

cost.

Appendix F presents a more detailed discussion of the analytic methods that underlie the
cost estimates presented in this chapter.

Highlights

Across the two sites, the EBT systems reduce retailers’ estimated costs of program
participation by $5.46 per $1,000 of benefits redeemed, relative to food stamp coupons. The
EBT effect is greater among Ramsey County retailers, reducing costs in that site by $9.09 per
$1,000 of benefits redeemed. Participation costs for New Mexico retailers decrease by $3.98
per $1,000 of benefits under EBT, relative to food stamp coupon participation. The overall
result is statistically significant at the one-percent level, and the Ramsey County and New
Mexico results are significant at the ten-percent and one-percent levels, respectively.

The main source of the savings in retailers’ participation costs is the cost to handle and
reconcile food stamp benefits. These costs fell substantially. Differences across sites in the
effect of EBT on handling and reconcilation costs explain, in large part, the overall difference
in EBT impacts on retailers’ costs. For instance, estimated handling and reconciliation costs
under the EBS system in Ramsey County decreased by $17.66 per $1,000 of benefits, compared
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to coupon handling and reconciliation costs. Estimated handling costs for retailers participating
in the New Mexico EBT system decreased as well, but by a lesser amount ($9.44 per $1,000
of benefits). The effect of the EBT system on handling costs appears greatest among retailers,
such as those more commonly found in the Ramsey County sample, with high handling costs

under the coupon system.

The costs of foregone interest on food stamp deposits (float) and other fees (such as
account maintenance fees) are the only other cost categories that decreased under the two
demonstration EBT system. The combined effect of these two components is an average cost
decrease of $0.59 per $1,000 of benefits redeemed. As with handling and reconciliation costs,
the EBT systems’ reduction in float and other fee costs is greater among Ramsey County
retailers. Other fee and float costs decreased for Ramsey County retailers by a combined total
of $1.45 per $1,000 of benefits. In contrast, New Mexico retailer float and other fee costs
decreased by a combined total of only $0.31 per $1,000 of benefits redeemed.

The cost to train new store employees on how to complete food stamp transactions
increases under an EBT system. Estimated overall EBT training costs are $0.77 higher per
$1,000 of benefits than training costs under the coupon system. The effect of EBT on training
costs is greater in New Mexico. Retailers there incur a training cost increase under EBT of
$0.85 per $1,000 of benefits. Training costs for Ramsey County retailers increase by $0.54 per
$1,000 of benefits.

Other major cost elements also increase for the combined sample under an EBT system.
Checkout costs increased by $1.34 per $1,000 of benefits, on average. The cost to reshelve
items not purchased by food stamp customers increased as well under EBT, by $2.52 per $1,000
of benefits redeemed. Permanent losses from accounting errors and the cost of the space
occupied by EBT equipment increased retailer costs under EBT by a combined total of $2.05
per $1,000 of benefits redeemed.

The overall reduction in participation costs across both sites is slightly smaller than the
effects estimated during the extended EBT demonstration in Reading, Pennsylvania. Retailer
participation costs decreased during that demonstration by $7.83 per $1,000 of benefits
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redeemed.'. The Reading results are probably more comparable to the Ramsey County
estimates, however, given that average food stamp redemptions by Reading retailers (about
$4,000 per month) are closer to the Ramsey County average of $5,619 per month.> The overall
effect of the EBT system on retailer costs is quite similar between Reading and Ramsey County
retailers, as is the distribution of effects across the eight cost components. As is the case in
Ramsey County, Reading retailers experienced a sizable reduction in handling costs under EBT,
a smaller EBT saving's_ in float costs, and increases in all other categories. Other fee costs,

which decreased for New Mexico and Ramsey County retailers, were not measured in Reading.

The overall impacts of the EBT systems vary by store type. Estimated participation costs
under an EBT system decreased for all store types except "other™ stores. Estimated grocery
store S $2.37 low nefi tively.

e —

g

per $1,000 of benefits, and other stores’ costs increased by $0.97 per $1,000 of benefits. Only
the supermarket and grocery store results are statistically significant.

4.2 RETAILER PERCEPTIONS OF THE EBT SYSTEMS
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Exhibit 4-1
RETAILER SYSTEM PREFERENCE

New Mexico Ramsey County Total
Number  Percent* Number  Percent* Number Percent*
Prefer EBT 37 89.5 25 57.3 62 71.5
Prefer Food 5 8.3 18 42.7 23 27.6
Stamp Coupons
Don’t Know 1 2.2 0 0.0 1 1.0

Note:

Source:

* Percentages are weighted to reflect sampling rates across store types in each site.
Percentages are not weighted by food stamp redemption volume, which would have the
effect of weighting more heavily the opinions of respondents from larger stores.

Post-implementation surveys with 44 New Mexico retailers and 43 Ramsey County retailers.
One New Mexico response is missing and not included in the above percentages.
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EBT system preference is unevenly distributed across the two sites, however, with
retailers in New Mexico more strongly preferring the EBT system than those in Ramsey County.
Nearly 90 percent of New Mexico retailers preferred EBT to food stamp coupons, as opposed
to only 57 percent of retailers in Ramsey County. Over 42 percent of Ramsey County retailers
and about 8 percent of New Mexico retailers preferred food stamp coupons to EBT. One New
Mexico retailer had no preference between the two systems. The difference between retailer
preference in New Mexico and Ramsey County is statistically significant at the one-percent

level.

We have no clear explanation as to why relatively fewer Ramsey County retailers than
New Mexico retailers prefer their EBT system. Because participation costs decreased more
under EBT for Ramsey County retailers than for New Mexico retailers, one might expect a
stronger EBT preference by Ramsey County retailers.

The size rather than the location of a store might be the primary factor in understanding
system preference. Smaller stores (which are more common in the Ramsey County sample) may
find reconciliation more difficult under EBT when the amount of food stamp sales to reconcile
is relatively small. Larger stores, such as those found more often in the New Mexico sample,
might vary their preferences with the performance of the EBT system. During periods that the
EBT system was performing properly, as it was during post-implementation data collection,
retailer preference for the system was high.

This hypothesis is only partly supported by the data. As shown in Exhibit 4-2,
preference for the EBT system is strongest among retailers that process less than $500 (75.8
percent), between $500 and $1,500 (81.1 percent), or more than $15,000 (83.0 percent) per
month in food stamp redemptions. EBT system preference is lower among retailers that process
between $1,500 and $5,000 (68.0 percent) per month in food stamp sales, and nearly split evenly
with preference for food stamp coupons among retailers that process between $5,000 and
$15,000 per month in food stamp sales (52.7 percent prefer EBT).

Exhibit 4-2 also presents retailer system preference according to the type of store
represented by the respondent. This view shows that retailer preference for EBT is broadly
based, meaning that roughly the same percentages of retailers from supermarkets (65.5 percent),
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Exhibit 4-2

RETAILER SYSTEM PREFERENCE
BY FOOD STAMP VOLUME AND STORE TYPE

Table of Contents

Monthly Food

More than $15,000

Stamp Sales Less than $500 $500 - $1,500 $1,500 - $5,000 $5,000 -$15,000
Number Percent*  Number Percent* Number  Percent* Number Percent*”  Number Percent*
Prefer EBT 11 75.8 17 81.1 9 68.0 10 52.7 15 83.0
Prefer Coupons 4 24.2 3 15.6 4 32,0 9 413 3 17.0
Don't Know 0 0.0 1 32 0 0.0 0 0.0 0 0.0
Store Type Supermarkets Grocery Stores Convenience Stores Other Stores
Number Percent* Number Percent* Number Percent*  Number Percent*
Prefer EBT 16 65.5 20 79.0 13 71.0 13 68.2
Prefer Coupons 7 34.5 4 17.5 6 29.0 6 31.8
Don’t Know 0 0.0 1 3.5 0 0.0 0 0.0
Note: * Percentages are weighted to reflect sampling rates across store types in each site. Percentages are not weighted by food stamp redemption

volume, which would have the effect of weighting more heavily the opinions of respondents from larger stores.

Source:

in the above percentages.

Post-implementation surveys with 44 New Mexico retailers and 43 Ramsey County retailers. One New Mexico response is missing and not included
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convenience stores (71.0 percent) and other stores (68.2 percent) prefer the EBT system. A
somewhat higher percentage of grocery store respondents (79.0 percent) prefer EBT.

System preference can be interpreted in part by examining the reasons retailers gave to
explain why they preferred one system to the other. As shown in Exhibit 4-3, 15 of the 18
retailers in Ramsey County who preferred coupons cited faster coupon transaction times; 17 of
the 25 retailers preferring EBT believed that electronic transactions were faster. In contrast,
only two New Mexico retailers said coupon transactions were faster, while 22 cited faster EBT
transactions as a reason for preferring that system. The Ramsey County perception is more
consistent with our analysis of checkout counter transaction times (Section 4.3). The checkout
analysis estimates that EBT transactions take longer to complete than coupon ones, by about 20

seconds in New Mexico and 19 seconds in Ramsey County.

Other reported reasons for preferﬁng the coupon system stem more from apparent
difficulties retailers had with the EBT systems than from actual coupon system advantages.
Seven retailers in Ramsey County and two in New Mexico based their coupon preference on
deposit and handling factors. These reasons include delays and errors with EBT deposits, and
greater ease and simplicity to reconcile coupon sales. Six retailers in Ramsey County and one
in New Mexico mentioned store equipment problems or system downtime as a reason for

preferring the coupon system.

When asked why they preferred an EBT system, retailers most frequently cited the
systems’ easier handling and deposit procedures (mentioned by 69.1 percent of all retailers that
preferred EBT). These retailers noted that the elimination of paper food stamp coupons reduced
reconciliation effort and that an EBT system provided easier and faster deposits of food stamp
revenues to store bank accounts. Included in these responses is one retailer who mentioned that

the EBT system reduced the fees that the store paid on coupon deposits.

Over one-half (57.4 percent) of retailers who preferred EBT believed that their EBT
system processed transactions more quickly than paper food stamp coupons, in contrast to the
results of the analysis of transaction times at the checkout counter. Retailers also perceived that
an EBT system reduced Food Stamp Program fraud (44.6 percent), liked an EBT system’s
elimination of cash change (31.9 percent), and noted benefits to food stamp participants (18.0
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RETAILER REASONS FOR SYSTEM PREFERENCE

New Mexico Ramsey County All Stores
Number* Percent® Number* Percent® Number*  Percent®
Prefer EBT
Easier handling and deéosits 24 68.5 17 69.7 41 69.1
Faster transactions 22 549 15 60.6 37 57.4
Less fraud 19 55.5 8 31.1 27 44.6
No cash change 8 24.7 9 40.8 17 31.9
Customer benefits 7 19.0 4 16.8 11 18.0
Other 9 224 4 15.9 13 19.5
Prefer Coupons
Faster transaction time 2 253 15 83.7 17 76.0
Easier/more accurate deposits and 2 253 7 41.0 9 41.4
handling
Equipment problems and downtime 1 12.6 6 29.2 7 27.0
Customer knows balance 1 12.6 2 7.9 3 8.5
Other 1 31.0 9 438.5 10 46.2

Notes: * Retailers were allowed to cite more than one reason for preferring a system.

* Percentages are weighted to reflect sampling variation across store types in each site.

Source: Post-implementation surveys.
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percent) such as that an EBT system offered more protection against lost or stolen benefits or
was less embarrassing to participants.

Some factors not captured in the data may provide a partial, albeit speculative,
explanation as to why a greater percentage of New Mexico retailers prefer the EBT system.
Some New Mexico retailers pay monetary fees to accept commercial transactions through the
EBT system, either to third-party providers or to the primary system vendor. The out-of-pocket
expense of EBT may bias the opinions of these retailers toward a more favorable view of EBT,
because these retailers feel they have to justify the monetary cost of EBT by presenting a
positive opinion about it. Ramsey County retailers, conversely, pay no out-of-pocket expenses
for EBT participation and, if the bias relationship holds, would be less biased in their opinions
about EBT. -

Several other factors might contribute to the Ramsey County result. There were
telecommunications problems with the Ramsey County system between March and June 1992.
Ramsey County retailers may be venting bitterness over the nearly three-year and sometime
acrimonious negotiating process to implement EBT. Ramsey County retailers had been using
EBT for only about six months when we conducted post-implementation interviews; the New

Mexico system had been operating for about 18 months.

Retailers were also asked to assess the impact of an EBT system on three areas of store
operations and on Food Stamp Program fraud. Most retailers perceived no effect on store
operating costs, total sales, and store profits, but nearly three-quarters of the total sample
believed that the EBT systems reduced program fraud. These results are shown in Exhibit 4-4.

One-half of retailers believed that an EBT system caused no changes in store operating
costs (50.2 percent); more retailers perceived an increase in costs (23.4 percent) than a decrease
(18.5 percent). This margin is closer among New Mexico respondents; 13 retailers believed that
the EBT system decreased costs (31.2 percent), while 12 retailers said that costs increased (23.5
percent). In Ramsey County, more than twice as many retailers perceived an increase in costs
than a decrease. Ten Ramsey County retailers perceived higher operating costs (23.2 percent)
under EBS, while only four retailers believed the opposite (8.3 percent).

The Ramsey County result is interesting for several reasons. First, the tendency to
perceive a cost increase under the EBS system among Ramsey County retailers is consistent with
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Exhibit 44

PERCEIVED EBT EFFECTS ON STORE OPERATIONS

New Mexico Ramsey County Total
Number Percent* Number  Percent* Number  Percent*

Store Operating Costs

Lower 13 31.2 4 8.3 17 18.5

Higher 12 235 10 23.2 22 23.4

No Change 17 43.2 24 55.9 41 50.2

Don’t Know 2 20 5 12.6 7 7.9
Total Sales

Lower 1 1.0 1 2.1 2 1.6

Higher 19 45.0 11 25.7 30 343

No Change 23 51.9 27 61.1 50 57.0

Don’t Know 1 2.1 4 11.0 5 7.1
Store Profits

Higher 7 19.6 7 15.3 14 17.2

Lower 1 1.0 5 10.6 6 6.3

No Change 32 71.3 26 60.0 58 65.0

Don’t Know 4 8.1 5 14.2 9 11.5
Food Stamp Fraud

Increase 1 1.0 1 3.1 2 2.2

Decrease 35 80.7 29 69.5 64 74.5

No Change 7 15.8 13 27.4 20 222

Don’t Know 1 25 0 0.0 1 1.1

Notes: * Percentages are weighted to reflect sampling variation across store types in each site.

Source: Post-implementation surveys.
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the system preference results presented earlier. That is, relative to New Mexico retailers,
Ramsey County retailers were more likely to prefer food stamp coupons over the EBS system
and to perceive that store operating costs increased under EBS. The perception that EBS
participation increases store operating costs, however, is inconsistent with other results. As is
shown later in this chapter, not only do participation costs decrease under the EBS system for
Ramsey County retailers, but the magnitude of the reduction is greater than that estimated for
New Mexico retailers. Moreover, these relative results are consistent with the manner in which
costs were shared between retailers and the government in the two sites. As explained in
Chapter 2, the Ramsey County CHSD assumed more costs for retailers than the New Mexico
HSD.

Among retailers who perceived a change in total sales under EBT systems, many more
said that total sales increased rather than decreased. Only two retailers (one in each site)
believed total sales decreased under an EBT system, while a total of 30 retailers (34.3 percent)
perceived an increase. It is impossible to determine whether the perceived increase in total sales
is due to the elimination of cash change and perceived reductions in program fraud (whose
effects are described in Chapter 3), to the use of the EBT systems by recipients of AFDC and
other programs issuing cost benefits, to a general increase in food stamp caseloads during the
period, or to changes in recipient shopping patterns.! Evidence presented in Chapter 5,
however, suggests that relatively few recipients changed the stores in which they do most of
their shopping as a result of EBT.

Less than one-quarter of all retailers believed that EBT affected store profits; .among
those who did, over twice as many believed that the EBT system increased profits rather than
decreased them. Ramsey County retailers were more inclined to perceive a decrease in profits
(10.6 percent) than were retailers in New Mexico (1.0 percent). This relative result, that more
Ramsey County retailers perceive decreased profits under EBS, is consistent with the preference
result presented earlier, that a smaller percentage of Ramsey County retailers prefer the EBS

system.

' Food stamp caseloads increased dramatically in both sites during the economic recession
of the late 1980s and early 1990s. In Bemalillo County, New Mexico, the food stamp caseload
increased from 12,500 cases (1989) to 21,000 cases (1992). The Ramsey County caseload
increased from 14,000 to 18,000 over the same time period.
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Food stamp fraud is lower under an EBT system, according to 74.5 percent of all
retailers. Only two retailers (2.2 percent) believed that program fraud increases under EBT, and
twenty retailers perceived no change (22.2 percent). Retailers in both sites were consistent in
this view.

4.3 CHECKOUT PRODUCTIVITY COSTS

One important source of a store’s operating costs is time spent at the checkout counter.
Cashiers spend time ringing up grocery items, accepting payment for the groceries and making
change, and sometimes bagging the groceries. Store owners and managers are very sensitive
to any delays that occur at checkout lanes. Delays increase labor costs; more importantly,
customers get upset if they have to wait too long in checkout lines.

Previous research has documented that the time to complete a purchase transaction using
food stamp coupons is greater than the time to complete a similar purchase using cash.' The
increased time is a cost the store incurs to participate in the Food Stamp Program. The focus
of this section of the analysis is whether, compared to using food stamp coupons, using an EBT
system to pay for food stamp purchases increases or decreases transaction times and a store’s

checkout costs.

Purchasing Food with Food Stamp Benefits

An EBT system dramatically changes the procedures that food stamp customers and store
cashiers must follow to complete a purchase transaction, and these changes are described below.
First, however, we note three important similarities in food stamp purchases using coupons or
an EBT system.

First, the introduction of an EBT system does not change program regulations regarding
which items can be purchased with program benefits. With few exceptions, benefits cannot be
used to purchase non-fodd items or food items that have been prepared in the store. The
exceptions include use of benefits for food prepared by organizations like Meals-on-Wheels,
purchase of meals in participating restaurants by elderly or homeless food stamp recipients; and

! Kirlin et al., op. cit., Exhibit 5-8, p. 172.
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use of program benefits by native Americans in Alaska to buy items needed to grow or catch
food (e.g., fishing supplies).

Second, because of the restriction on which items can be bought with food stamp
benefits, customers wishing to purchase both program-eligible and ineligible items must tender
two forms of payment to the store cashier. For a similar purchase, non-food stamp customers
would need to tender only one payment. By itself, the need for two payment methods for some
food stamp purchases will tend to make food stamp transaction times longer than transaction
times for otherwise similar purchases. 4

Third, regardless of whether coupons or an EBT system are being used, store cashiers
may ask the customer for verification that he or she is authorized to use the benefits. Program
recipients can use a program identification card to verify their authorization. Although no direct
evidence exists, cashiers may be less likely to request verification from a customer using an EBT
system because the customer must enter a personal identification number, or PIN, to initiate the
EBT transaction. Recipients are supposed to keep their PIN values secret to prevent
unauthorized use of their EBT card.

Food Stamp Coupon Purchases

Food stamp coupons are printed in $1, $5, and $10 denominations and issued in booklets
having value of $2, $7, $10, $40, $50 and $65. Recipients are supposed to tear the appropriate
coupon denominations from their booklets at the time of the purchase. That is, cashiers are not
supposed to accept $5 or $10 coupons that have already been separated from a booklet (unless
the recipient can produce the booklet whose serial number matches the numbers on the coupons).
Loose $1 coupons are acceptable because recipients may have received loose $1 coupons as
change from a previous food stamp purchase.

Finally, recipients may receive up to 99 cents in cash change from a coupon purchase,
but they are not supposed to transact repeated small purchases in order to generate additional
cash change.
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EBT Purcha

‘Procedures for using an EBT system to pay for food stamp items are similar in the New
Mexico and Ramsey County EBT demonstrations. The recipient must first indicate to the
cashier that he or she will be using the EBT system to pay for the groceries. If the POS
terminal at the checkout counter has not been signed onto the system, the cashier must initiate
the sign-on process. Because the New Mexico and Ramsey County EBT systems also serve cash
assistance clients, the recipient needs to inform the cashier that this EBT purchase will be
applied against his or her food stamp EBT account. The cashier then presses the "food stamp"”
function key on the terminal.

The recipient must then swipe his or her EBT card through a card reader attached to the
POS terminal. The card reader reads encoded information about the client’s account number
and PIN from the magnetic stripe on the back of the card.

The cashier then enters the exact dollar amount of the intended food stamp purchase on
the POS terminal’s keyboard. After verifying that the proper dollar amount has been entered,
the recipient enters his or her four-digit PIN on a PIN-pad attached to the terminal." The
cashier then presses a "send” or "enter” key on the terminal, and the terminal constructs an
authorization request message containing the recipient’s account number, encrypted PIN,
purchase amount, and an indicator for a food stamp purchase (as opposed to a cash assistance
purchase or withdrawal).

The terminal then sends the request message to the EBT system’s central computer. In
stores with multiple POS terminals, the message first goes to an in-store computer (called a
controller) that manages all communications traffic between the store’s terminals and the EBT
system’s central computer. Once the transaction authorization request is received, the EBT
computer verifies that the entered PIN is correct and, if it is, checks the recipient’s remaining
food stamp balance. If the balance is greater than or equal to the dollar amount of the requested
purchase, the system will send an authorization message back to the POS terminal while, at the

! Some recipients may enter their PIN before the purchase amount is entered into the
terminal, but they are encouraged to wait so they can first verify the purchase amount.
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same time, the recipient’s account is debited by the purchase amount and the store’s EBT
account is credited. '

In those stores using third-party processors, the transaction request message is sent from
the terminal to the third-party processor’s computer rather than directly to the EBT system’s
central computer. The third-party processor captures information about the transaction
authorization request and sends the message on to the EBT system processor. The EBT system’s
authorization message is then routed back to the third-party processor. The third-party processor
captures information from the authorization message and re-routes the message to the terminal.

If the recipient’s account does not have sufficient benefits to cover the intended purchase,
the transaction will not be authorized and an insufficient funds message will be sent back to the
terminal. The recipient then has several options to pursue. He or she may initiate a second
food stamp EBT transaction for a smaller amount, removing some groceries from the purchase
or paying for them with cash. If the recipient also receives cash assistance benefits through the
EBT system, he or she could instruct the cashier to initiate a new EBT transaction against the
cash assistance EBT account. Any new EBT transaction, whether against the recipient’s food
stamp or cash assistance account, would require a new card swipe, PIN entry, and terminal

submission of a transaction authorization request.

If a food stamp EBT transaction cannot be processed electronically because the system
is down, the cashier can process a manual backup transaction. In New Mexico, the cashier must
first obtain an authorization number for the backup transaction through telephone access to an
audio response unit (ARU). The authorization number is then keyed into the terminal, and all
transaction information (except the PIN) is stored in the terminal. (Once the system begins
processing again, the stored transaction information is transmitted and processed. This
procedure is called "store and forward.") The recipient signs the store’s copy of the transaction
receipt to confirm the transaction. If an ARU authorization cannot be obtained (because phone

lines are down or the ARU is not working) and the recipient’s account does not have sufficient
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benefits to cover the purchase, benefits can be deducted from the client’s future allotments using

a re-presentation process.’

Unlike terminals in New Mexico, POS terminals in the Ramsey County EBS system do
not use a store and forward capability. If a transaction cannot be processed electronically
because a POS terminal is not working, the cashier prepares a paper voucher with the client’s
name, EBS card number and purchase amount. The cashier then telephones the Ramsey County
CHSD to obtain an authorization number, and this number is written on the paper voucher. If
the system is down and authorization cannot be obtained, the same paper voucher process is
followed, but the cashier calls in later (when the system is operating) to obtain the authorization
number. If the client’s food stamp EBT account does not have sufficient benefits to cover the
purchase, the re-presentation process can be used to deduct benefits from the client’s future food

stamp allotments.

Some retailers do not have POS terminals. Route vendors and farm stands, for example,
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client funds. Route vendors, such as milk delivery services, are more likely to bear this risk

because their deliveries can be at hours when clients (and their telephones) are unavailable.

Methodology

The analysis of the two EBT systems’ impacts on checkout costs is based on recorded
observations of transactions at retail food stores. Two waves of observations -- baseline and
post-implementation — were conducted in each site. Baseline data were collected in October
1989.! Post-implementation data were collected in March-May 1992. The baseline sample
includes a total of 20 person-days of observations covering 10 stores in each of the two sites.
The post-implementation data were gathered during 60 person-days of observations at

approximately the same sample of stores.?

For each wavé of data collection, trained observers with stopwatches stood at checkout
counters and recorded a number of characteristics about each purchase transaction. Characteris-
tics included the start and end time of each transaction, the number of items purchased, the
dollar amount of the purchase, how the purchase was paid for, who bagged the groceries, and
any unusual circumstances associated with the purchase that might prolong transaction times
(e.g., produce weighing and price checks). During the post-implementation observations,
unusual circumstances peculiar to an EBT purchase also were recorded. Examples of unusual
EBT circumstances include customer balance checks, re-swiped EBT cards, and system
downtime.

Realizing that checkout procedures might vary systematically by store type, the baseline
and post-implementation samples of observation days were spread roughly equally across three
store types: supermarkets, grocery stores and convenience stores. "Other stores” were excluded
from the analysis for two reasons. First, purchases at these stores often follow very unusual
patterns. For example, purchases at specialty stores like butcher shops include time spent

! Although the cash portion of the Ramsey County EBS system was operating in October
1989, no POS terminals had been placed in food stores at that time.

? As much as possible, post-implementation observations were made in the same stores as

the baseline observations. When baseline sample stores could not be revisited, replacement
stores were sampled.
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selecting, cutting and trimming meat. Estimating the isolated impact of a payment method on
total transaction times in such an environment could be very misleading unless a very large
sample of coupon and EBT transactions was observed. Second, although "other stores”
represent 18.4 percent of all stores in the two demonstration sites, these stores handle only about
6.6 percent of all EBT and coupon redemptions. Thus, a very large data collection effort would
have been needed to observe enough EBT and coupon transactions to support analysis of coupon
and EBT impacts on transaction times.

In total, nearly 14,500 transactions from New Mexico stores (4,100 baseline and 10,100
post-implementation) and 11,000 transactions from Ramsey County stores (3,200 baseline and
7,800 post-implementation) were observed and included in the analysis sample. The numbers
of observed food stamp coupon transactions are 517 in New Mexico and 468 in Ramsey County.
In New Mexico, 1,283 EBT transactions involving food stamp benefits were observed and
analyzed; the corresponding number in Ramsey County is 702 EBT transactions.'

The basic approach used to estimate the impacts of an EBT system on checkout
productivity and costs is to use regression analysis to estimate how much longer food stamp
coupon and EBT transactions take, compared to similar cash transactions. Regression analysis
is necessary because we are interested in isolating from other factors the time increment that
each payment method contributes to total transaction time. These incremental times are used
to estimate retailers’ costs to participate in the Food Stamp Program under the coupon and EBT
systems. The incremental time for an EBT purchase is then compared to the incremental time
for a coupon transaction to estimate the impacts of an EBT system on checkout produétivity.
The regression methods and model specifications that were used to estimate payment time
increments are described in Appendix F.

All the analyses in this section of the chapter are performed separately for supermarkets,
grocery stores and convenience stores in each demonstration site. To obtain average food stamp
coupon and food stamp EBT impacts across all three store types within a given site, the store
type-specific results are weighted and averaged. Weights are needed because food stamp

! Appendix E presents further information on the checkout observation data and sampling
procedures.
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transactions across the three store types were not observed with equal probability. The
weighting procedure is described in Appendix F.

Estimated Checkout Costs

Food stamp coupon and food stamp EBT transactions require more time at the checkout
counter than similar transactions paid for with cash, and this extra time imposes costs on
retailers. To quantifyA the magnitude of these extra costs, the analysis begins by estimating the
average time required to conduct a "typical” food stamp EBT transaction and compares this time
to the predicted duration of the same transaction if paid for with cash or food stamp coupons.

Average Time for a Typical Purchase

The procedure for estimating the duration of a typical food stamp EBT transaction using
the EBT system, food stamp coupons or cash is described in Appendix F. The resulting time
estimates are displayed in Exhibit 4-5. Across all stores in New Mexico, the duration of a
typical food stamp EBT transaction using the EBT system is about 94 seconds. The predicted
duration of that same transaction using cash is about 62 seconds. If food stamp coupons were
used instead, the predicted time is about 74 seconds. Compared to cash, then, the New Mexico
EBT system adds an average of about 33 seconds to total transaction time. A food stamp
coupon purchase adds about 13 seconds. Thus, a typical food stamp EBT transactions lasts
about 20 seconds longer than a similar food stamp coupon purchase.

The typical food stamp EBS purchase in Ramsey County lasts just over two minutes (121
seconds) in total transaction time. This time is about 28 percent longer than the comparable time
in New Mexico, but this difference in total transaction time can be explained by differences in
the average size of the purchase.! If cash were used instead, the predicted time of the
transaction averages about 80 seconds. Using food stamp coupons would increase total predicted
time to about 102 seconds. Thus, compared to cash, the Ramsey County EBS system adds an
average of 41 seconds to total transaction time. A food stamp coupon purchase adds about 22
seconds. The EBS system, therefore, adds about 18 seconds more to total transaction time than

! The average number of items purchased in a food stamp EBT purchase in New Mexico is
11.9. In Ramsey County the average number is 15.9, about 28 percent greater.
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Exhibit 4-5

TOTAL PREDICTED TIME FOR TYPICAL FOOD STAMP EBT TRANSACTIONS
WHEN TREATED AS EBT, COUPON, OR CASH TRANSACTIONS
' (Seconds per Transaction)

Grocery Convenience
New Mexico Supermarkets Stores Stores All Stores*
EBT Transaction 130.41 79.56 65.63 . 94.35
Cash Transaction 97.37 58.18 30.02 61.74
Difference 33.04** 21.37*= 35.60** 32.61*=
FS Coupon Transaction 112.49 71.33 40.46 74.49
Cash Transaction 97.37 58.18 30.02 61.74
Difference 15.12** 13.15** 10.44** 12.75%=
EBT Transaction 130.41 79.56 | 65.63 94.35
FS Coupon Transaction 112,49 71.33 40.46 74.49
Difference 17.93** 8.22* 25.17** 19.86**
Grocery Convenience
Ramsey County Supermarkets Stores Stores All Stores*
EBT Transaction 136.88 109.99 94.95 120.73
Cash Transaction 102.16 63.29 45.44 7994
Difference 34.72** 46.70** 49.51** 40.79**
FS Coupon Transaction 133.20 78.21 54.67 102.26
Cash Transaction 102.16 63.29 45.44 79.94
Difference 31.04*>= 14.92** 9.23** 22.32**
EBT Transaction 136.88 109.99 94.95 120.73
FS Coupon Transaction 133.20 78.21 54.67 102.26
Difference 3.68 31.78** 40.28** 18.47**

Notes: ** statistically significant at the 1-percent level
*  statistically significant at the 5-percent level
+ statistically significant at the 10-percent level
*  predicted times based on weighted average of times for supermarkets, grocery stores and
convenience stores

Source: Baseline and post-implementation checkout observation surveys
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a food stamp coupon transaction, which is nearly identical to the 20-second effect found in New
Mexico.

These EBT effects represent averages across all three store types within a site. Impacts
within specific store types vary, as shown in the exhibit. In New Mexico, the EBT-coupon
difference in total predicted time for a typical EBT purchase ranges from 8 seconds in grocery
stores to 25 seconds in convenience stores. All differences are statistically significant. The
range in Ramsey County is from 4 seconds in supermarkets to 40 §econds in convenience stores.

The 4-second effect is not statistically different from zero.

Average Cost per Transaction

Because food stamp EBT transactions and food stamp coupon transactions take longer,
on average, than similar cash transactions, retailers’ checkout costs for food stamp transactions
are higher. On a per transaction basis, the extra cost of a food stamp transaction is simply the
incremental time for the food stamp purchase times the cashier’s hourly wage.

Exhibit 4-6 presents the average incremental costs for EBT and coupon transactions,
compared to cash transactions. The time differences in the exhibit are taken from Exhibit 4-5.
Cashiers’ average hourly wages are based on retailers’ responses to the post-implementation

survey. The hourly wages include fringe benefit rates.

The average incremental cost of a typical food stamp EBT transaction in New Mexico,
relative to a cash transaction, is 5.3 cents in supermarkets, 2.8 cents in grocery stores, and 4.9
cents in convenience stores. The weighted average across the three store types is 4.8 cents. In
Ramsey County, the average incremental cost of a typical food stamp EBT transaction is 5.7
cents in supermarkets, 6.9 cents in grocery stores, and 7.5 cents in convenience stores. The

weighted average is 6.4 cents.

Incremental costs associated with food stamp coupon purchases are lower. In New
Mexico, the weighted average across the three store types is 1.9 cents per transaction. The
range across store types is 1.5 cents to 2.4 cents. In Ramsey County the range is 1.4 cents to
5.1 cents per transaction, and the weighted average is 3.5 cents.
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AVERAGE COST PER TRANSACTION

Grocery

New Mexico Supermarkets Stores

Convenience
Stores

All Stores*

Food Stamp EBT Transactions
EBT-cash time difference 33.04

Average hourly wage $5.77
Average cost per transaction® $0.053

Food Stamp Coupon
Transactions

Coupon-cash time difference 15.12
Average hourly wage $5.77

Average cost per transaction® $0.024

21.37
$4.76
$0.028

13.15
$4.76
$0.017

35.60
$5.00
$0.049

10.44
$5.00
$0.015

32.61
$5.29
$0.048

12.75
$5.29
$0.019

Ramsey County Supermarkets

Grocery
Stores

Convenience

Stores All Stores*

Food Stamp EBT Transactions
EBT-cash time difference 34.72

Average hourly wage $5.86

Average cost per transaction® $0.057

Food Stamp Coupon
Transactions

Coupon-cash time difference 31.04

Average hourly wage $5.86

Average cost per transaction® $0.051

46.70
$5.35
$0.069

14.92
$5.35
$0.022

49.51
$5.44
$0.075

9.23
$5.44
$0.014

40.79
$5.66
$0.064

22.32
$5.66
$0.036

Notes:

* Weighted average across all three store types.

* Average cost per transaction eqﬁals the time difference (in seconds) multiplied by the cashier’s
hourly wage, divided by 3600 (the number of seconds in an hour).
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Costs 1 of Food Stamp Benefits eemed

To determine the EBT systems’ impacts on checkout costs in terms of per $1,000 of
benefits redeemed, the number of food stamp transactions required to reach $1,000 must be
determined for each store type in each site. Retailers’ incremental costs per $1,000 of redeemed
benefits are then the product of the number of transaction required and the average incremental
cost per transaction.

The number of transactions required to reach $1,000 and the impacts of coupon and EBT
transactions on retailers’ checkout costs are presented in Exhibit 4-7. Across all three store
types, the New Mexico EBT system adds an average of $1.67 in store costs per $1,000 of
benefits redeemed. In Ramsey County, the average impact across all three store types is $1.94.

As shown in the exhibit, EBT has the greatest impact on costs in convenience stores.
Compared to coupon transactions, the New Mexico EBT system adds $6.93 in costs per $1,0000
of redeemed food stamp benefits. The Ramsey County impact is even greater at $10.93. Two
factors lead to the large impacts in convenience stores. First, as was indicated in Exhibit 4-5,
the EBT systems in both sites added more to total transaction time in convenience stores than
in other store types.! More important, however, is the fact that food stamp purchases in
convenience stores are relatively small. The average food stamp EBT purchase in convenience
stores in New Mexico and Ramsey County is $5.04 and $5.57, respectively. Thus, to redeem
$1,000 of food stamp benefits, many more purchases are required in convenience stores than in
supermarkets or grocery stores. In contrast, in supermarkets where average food stamp
purchases are relatively large, the EBT cost impact in New Mexico is $0.95 per $1,000 of
redeemed benefits; in Ramsey County the cost impact is quite small (and statistically
insignificant), only $0.17 per $1,000 of benefits redeemed.

All the EBT and coupon cost impacts presented above are due solely to the extra cashier
time required to process food stamp coupon and food stamp EBT transactions. It can be argued

! The greater impact in convenience stores may be due to the fact that convenience store
transactions tend to be smaller and take less time than transactions in supermarkets or grocery
stores. If only a few items are being purchased and bagged, nearly all the time required to use
the EBT system adds directly to total transaction time. When larger purchases are made, some
of the time required to use the EBT system may be used to bag groceries as well, thereby
reducing the impact of the EBT system on total transaction time.
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ESTIMATED COSTS PER $1,000 OF FOOD STAMP BENEFITS REDEEMED

Grocery Convenience

New Mexico Supermarkets Stores Stores All Stores*
Average food stamp purch $30.23 $18.86 $5.04 $17.35
amount - .
Transactions per $1,000 of benefits 33.08 53.02 198.41 57.64
" redeemed
Average cost per food stamp EBT $0.053 $0.028 $0.049 $0.048
transaction
Average cost per food stamp coupon $0.024 $0.017 $0.015 $0.019
transaction
Incremental cost per $1,000 of EBT SLLS $1.50 $9.81 $2.77
benefits redeemed
Incremental cost per $1,000 of food $0.80 $0.92 $2.88 $1.10
stamp coupon benefits redeemed
EBT costs minus coupon costs $0.95** $0.58* $6.93** $1.67*=*
Grocery Convenience
Ramsey County Supermarkets Stores Stores All Stores*
Average food stamp purchase amount $34.17 $18.03 $5.57 $23.49
Transactions per $1,000 of benefits 29.26 55.46 179.53 42.58
redeemed
Average cost per food stamp EBT $0.057 $0.069 $0.075 $0.064
transaction
Average cost per food stamp coupon $0.051 $0.022 $0.014 $0.036
transaction
Incremental cost per $1,000 of EBT $1.65 $3.85 $13.43 $2.71
benefits redeemed
Incremental cost per $1,000 of food $1.48 $1.23 $2.50 $1.52
stamp coupon benefits redeemed
EBT costs minus coupon costs $0.17 $2.62** $10.93** $1.19*=

Note: * Average food stamp purchase amount and average cost per food stamp transaction are weighted
averages of the store type figures. The number of transactions required to redeem $1,000 in
benefits and the costs associated with these transactions are calculated directly.
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that at least some of this time does not add directly to store costs. For instance, if a store is not
particularly busy when a food stamp purchase is made, the extra time required to handle the
transaction may only reduce cashier time waiting for the next customer. This wait time could
be unproductive time and, if so, would not increase store costs. Cashiers may, however, remain
busy during this wait time. They may clean up their work area, help another cashier by bagging

groceries in another lane, or perform other maintenance duties.

In general, wé tend to discount the view that "wait” time is unproductive time.
Nevertheless, recognizing that there may be some merit to the argument that the estimated cost
impacts presented in this section fail to account for at least some slack time, we present in
Exhibit 4-8 reduced estimates of the incremental costs of food stamp coupon and EBT
transactions. These estimates are the product of the cost estimates presented in Exhibit 4-7 and
the percentage of food stamp transactions that are followed by less than a 20-second wait before
the cashier begins ringing up the next customer’s groceries.’ There is less reduction in costs
for supermarkets than for grocery stores or convenience stores because supermarkets tend to be

busier.?

Finally, as explained in the beginning of this chapter, estimates for all cost components
(i.e., handling, reshelving, etc.) except checkout costs are being presented by site or by store
type, but not by store type within site. Survey sample sizes for specific store types within a
demonstration site are not large enough to present reliable store- and site-specific cost estimates.
Therefore, in order to present checkout cost impacts that can be compared and added to other
retailer cost components, the estimates of checkout cost impacts in Exhibits 4-7 and 4-8 need
to be combined across the two demonstration sites. This is done in Exhibit 4-9. In combining
site-specific estimates, the analysis uses the same weighting procedure as has been used in
developing estimates of impacts across all three store types within a site. This weighting
procedure is described in Appendix F.

' Though somewhat arbitrary, the use of 20 seconds as the cut-off for reduced estimates of
checkout costs is consistent with previous analyses of EBT system impacts on checkout
productivity. It reflects the belief that there can be little slack time if the next customer is taken
within 20 seconds.

? Exhibit F-9 in Appendix F presents, by store type and site, the percentage of food stamp
coupon and food stamp EBT transactions in which the following wait time is less than 20
seconds.
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Exhibit 4-8

REDUCED ESTIMATES OF CHECKOUT COSTS*

Grocery Convenience
New Mexico Supermarkets Stores Stores All Stores
Incremental cost per $1,000 $1.42 $0.67 $4.12 $1.62
of EBT benefits redéemed
Incremental cost per $1,000 $0.64 $0.47 $1.60 $0.71
of food stamp coupon
benefits redeemed
EBT costs minus coupon $0.78 $0.20 $2.52 $0.91
costs ‘
Grocery Convenience
Ramsey County Supermarkets Stores Stores All Stores
Incremental cost per $1,000 $1.26 $2.16 $6.12 $1.74
of EBT benefits redeemed
Incremental cost per $1,000 $1.02 $0.50 $1.24 $0.90
of food stamp coupon
benefits redeemed
EBT costs minus coupon $0.24 $1.66 $4.88 $0.84

costs

Note: * Reduced cost estimates are based on percentages of food stamp transactions followed by another
transaction within 20 seconds (see Exhibit F-9 in Appendix F) and incremental cost estimates
presented in Exhibit 4-7.
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ESTIMATED CHECKOUT COST IMPACTS BY STORE TYPE

Convenience

Supermarkets Grocery Stores Stores All Stores*
Incremental cost per $1.68 $2.98 $11.74 $2.73
$1,000 of EBT benefits ($1.30) ($1.54) ($5.14) ($1.69)
redeemed
Incremental cost per $1.28 $1.12 $2.68 $1.39
$1,000 of coupon (80.92) (80.50) (31.41) (50.85)
benefits redeemed
EBT costs minus $0.40 $1.86 $9.06 $1.34
coupon costs ($0.38) ($1.04) ($3.73) (50.84)

Note: Cost estimates in parentheses indicate reduced impact when potential cashier unproductive time is

removed.

* Weighted average of data pooled across all three store types.




Table of Contents

The bottom row of Exhibit 4-9 presents the full and reduced (in parentheses) impacts of
the EBT systems on retailers’ checkout costs per $1,000 of benefit redeemed, compared to
purchases using food stamp coupons. As meationed, reduced impacts adjust total impacts to
reflect unproductive use of cashier time. Across all supermarkets in the two sites, the EBT
systems added from $0.38 to $0.40 in checkout costs per $1,000 of benefits redeemed. Impacts
in grocery stores varied from $1.04 to $1.86 per $1,000 of redeemed benefits, depending upon
whether reduced or full cost impacts are considered. For convenience stores, the estimated
impacts vary from $3.73 to $9.06 per $1,000, again depending on one’s view of whether
reductions in wait time (due to increased EBT transaction times) increase retailers’ checkout
costs. Finally, for all three store types across both demonstrations, the EBT systems added an
average of $1.67 to $1.84 in checkout costs per $1,000 of benefits redeemed.

4.4 HANDLING AND RECONCILIATION COSTS

Handling and reconciliation activities consist of the procedures retailers conduct to
receive monetary credit for food stamp sales. These activities also include bookkeeping or
accounting efforts to reconcile food stamp sales with bank credits for food stamp deposits. This
section presents the estimated costs of retailer handling and reconciliation activities under the
EBT and food stamp coupon systems.

Handling and Reconciliation Activities
Food Stamp Coupon Activiti

Paper food stamp coupons represent a unique payment form with restricted deposit
procedures. To redeem food stamp coupons for credit, food retailers must first endorse the
coupons with a stamp that identifies the store. Retailers must also count the coupons and
complete a Redemption Certificate for each deposit. The Redemption Certificate proves that the
store is authorized to accept coupons and is provided by FNS to all authorized stores.

Some banks place additional restrictions on food stamp coupon deposits. For example,
banks may require retailers to separate coupons by denomination and to strap the coupons in
bundles of like denominations. Restrictions on food stamp coupon deposits are matters of
individual bank policy and are not subject to federal regulation (other than regulations that
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prevent banks from charging retailers for food stamp coupon deposits that are properly strapped
and bundled).

EBT Activities

The EBT and EBS systems initiate an overnight crediting process at the end of the
processing day (or "system cutover”) which occurs at 2:00 p.m. local time in New Mexico and
at 4:00 p.m. in Ramséy County. Only those EBT transactions that- have not been previously

"eottled” are nrnceseed  and New Mexien ERT retailers can initiate a settlement functionatanv

—

time of the day by pressing a settlement function key on the terminal. Ramsey County retailers
do not have the option to settle at any time, but can change the default time that their terminals
settle by requesting the change from the EBS project staff.

At system cutover, the EBT and EBS systems total each retailer’s EBT activity since the
previous settlement and initiate a process by which credits are transferred electronically to a
bank account specified by each retailer. Store terminals at both sites print out an EBT activity
report at system cutover or retailers can request the report at any time by pressing a special
terminal function key. This report summarizes total EBT activity since the last settlement by
type of EBT payment' for the terminal and for the entire store.

Retailers in both sites can access information about individual EBT transactions by
retaining the merchant copy of EBT transaction receipts. Retailers in either site also can call
project staff to learn more detailed information about EBT activity at their store.

New Mexico retailers who use FNBIA as their terminal provider receive a monthly report
that summarizes EBT store activity for each settlement by EBT payment type. This report is
provided to all FNBIA merchants regardless of whether they maintain FNBIA bank accounts and
is separate from monthly bank account statements.

EBT reconciliation activities consist of reconciling the various sources of EBT activity

information with the store’s internal accounting system. If a store processed any backup

! These payment types include food stamp or cash programs for retailers in both sites and
credit card or debit card for all New Mexico retailers except those that are customers of
Computer Cheque, one of the New Mexico third-party processors.
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transactions, these transaction must be reconciled as well and the backup transaction receipt must
be submitted to the system processor to validate the transaction.

Methodology

Handling and reconciliation costs are estimated as the labor expense associated with the
various activities described above. Respondents were asked to describé the handling and
reconciliation process used in their store, as well as the amount of time and type of employee
associated with each task. Respondents also provided wage information for employees involved
in the handling process, and this information was used to compute a total monthly store cost.

Handling costs are thus defined as the product of amount of time (in hours) that
employees spend performing handling activities and employees’ hourly wages. The impact of
the EBT system on handling activities, therefore, is the increase or decrease in handling costs
under the EBT system, relative to the coupon system. In order to eliminate the contribution of
wage inflation to the measured EBT effect, the analysis attempts to hold wage levels constant
at the levels reported during post-implementation interviews. That is, wage levels reported by
respondents during baseline interviews were factored upward to increase the comparability of
estimates from the two periods. The factor used is the average rate of wage inflation for store
clerks within a given store type and site.

Estimated Handling and Reconciliation Costs

When asked what they considered to be the primary benefit of an EBT system, retailers
responded most frequently that an EBT system eliminates the need to handle and deposit food
stamp coupons. This perceived benefit suggests that retailer handling effort decreases under an
EBT system, which is affirmed by our estimates of handling costs under the coupon and EBT
systems. As shown in Exhibit 4-10, handling costs for the combined retailer sample are lower
under an EBT system by $11.55 per $1,000 of benefits redeemed. The direction of the effect
is consistent for retailers in both sites, although the magnitude of the effect is greater among
Ramsey County retailers. EBT effects on handling and reconciliation costs are statistically

significant at the one-percent level for both sites and at the all-store level.
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HANDLING AND RECONCILIATION COSTS OF COUPON AND EBT SYSTEMS

New Mexico Ramsey County All Stores
Average Handling Time
(hours per month)
EBT 11.0 9.4 10.1
Coupon 14.8 8.1 11.1
Average Wage
(dollars per hour) $9.01 $9.77 $9.40
Average Store Cost
(dollars per month)
EBT $108.00 $85.55 $95.62
Coupon $129.33 $80.60 $102.45
Average Standardized Cost
(dollars per $1,000 of benefits
redeemed)
EBT $6.14 $20.08 $9.74
Coupon $15.80 $37.74 $21.29
EBT-Coupon Difference ($9.44)** ($17.66)** ($11.55)**
Percent Difference (60.6) (46.8) (54.3)
Number of Stores 4 43 87
Averagé Food Stamp
Redemptions (dollars per
month)
EBT $34,497 $5,619 $20,224
Coupon $16,328 $2,707 $9,596

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source: Pre-implementation and post-implementation interview data.
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Average monthly retailer handling effort decreases in New Mexico under the EBT system
but increases in Ramsey County. In New Mexico, the EBT system reduces average monthly
handling time from 14.8 to 11.0 hours. Retailers in Ramsey County spend 9.4 hours per month
handling EBS sales, up from 8.1 hours under the coupon system. Over the same period,
however, food stamp sales grew dramatically, reflecting a nationwide growth in the food stamp
caseload. Thus, when costs are standardized per $1,000 of benefits redeemed, handling and
reconciliation costs with EBT decrease from coupon levels in both sites. Standardized costs
decrease under EBT by $17.66 per $1,000 of benefits in Ramsey County and by $9.44 per
$1,000 of New Mexico benefits.

Comparing the two demonstration sites, New Mexico retailers reconcile EBT sales with
roughly one-fifth the effort of Ramsey County retailers (0.3 hours versus 1.6 hours per $1,000
of benefits). This pattern holds for food stamp coupon reconciliation as well, with New Mexico
retailers requiring 0.9 hours versus 3.0 hours by Ramsey County retailers to reconcile the same
redemption amount. This result suggests that reconciliation efficiency under both issuance
systems improves as the volume of food stamp redemptions increases. New Mexico merchants
in the evaluation sample process roughly six times the average food stamp volume of their
counterparts in Ramsey County, and require proportionately less reconciliation time under both
coupon and EBT systems. One possible explanation for this result is that reconciliation under
either system requires a base level of effort, regardless of the volume of redemptions that is
reconciled. As redemption volume increases, reconciliation activity increases above the base,

but at a slower rate than the rise in redemptions.

This explanation of differences in handling effort is supported by the presence of
reconciliation activities that are independent of the volume of benefits redeemed. Under a
coupon system, for example, each retailer must complete a Redemption Certificate for each
coupon deposit, regardless of the size of the deposit. In an EBT environment, the systems
provide retailers with reconciliation information at the terminal level, regardless of the level of
EBT activity processed.

If the argument of economies of scale for both systems holds, then the analysis probably
overstates the effect of the EBT systems on handling and reconciliation costs. Estimates of EBT
handling costs are based on over twice the average food stamp redemption volume that was

165



Table of Contents

redeemed during collection of coupon cost data. Were coupon handling estimates based on the
larger average redemption volume, the estimates probably would be smaller than those in Exhibit
4-10 because of economies of scale in coupon handling activities. ‘

Other factors may contribute to the difference in EBT handling effort between the two
sites. The New Mexico EBT system provides retailers with more reconciliation information,
particularly retailers that use FNBIA equipment, and New Mexico retailers also are provided the
ability to settle at will. These two t"actors may enable New Mexico retailers to reconcile their
EBT accounts more efficiently. It is also possible that unknown factors may account for the
substantial cross-site difference in coupon handling and reconciliation effort, and these factors
may carry over to EBT reconciliation.

4.5 STORE TRAINING COSTS

Food retailers must train checkout clerks (or other employees who transact sales) on
procedures for completing a food stamp sale. Part of this training involves program regulations
on the use of food stamp benefits, such as which items can be purchased, or how to establish
the identity of a food stamp customer. Training must also cover how to complete food stamp
transactions, which can include EBT and paper coupons in both sites. This section presents the
estimated costs of training new store employees to accept food stamp payment.

Training Store Personnel

Food Stamp Coupon Activities

Merchants must train newly hired checkout clerks on the special rules and procedures that
apply to food stamp transactions. Many stores provide clerks with a pamphlet prepared by FNS
that outlines relevant Food Stamp Program regulations, particularly those that describe items that
are eligible for food stamp purchase. Handling food stamp coupon transactions involves many
other special procedures, however, because food stamp coupons represent a unique payment
form. Merchants must instruct clerks not to accept loose coupons denominated larger than one
dollar (without a coupon booklet with matching serial numbers), to give loose one dollar coupons
for even dollar portions of change, and not to discriminate against food stamp customers.
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The Compliance Branch of FNS monitors store conformance with program regulations.
The consequences of inadequately training store checkout clerks can be severe, penalties for non-
compliance with program regulations range from monetary fines to permanent disqualification
from program participation. .

EBT Activities

Some of the topics relevant to food stamp coupons apply to EBT system training as well.
Regardless of which system delivers food stamp benefits, checkout cashiers must know which
items are allowable for food stamp purchase, how to verify client identity, and to treat food
stamp customers equally with others. Stores must additionally train cashiers on how to complete
specific EBT functions, however, including purchase, refund, and backup transactions and client
balance requests.

As described in Section 4.3, processing EBT purchase transactions is essentially identical
in the two sites from the perspective of the checkout clerk. Refund transactions and providing
client balance information also entail similar procedures. Backup transactions, however, can
differ slightly across the two sites.

Some stores allow checkout clerks to process backup transactions without assistance by
a store manager. Other stores allow only managers to complete these transactions because of
the extra effort and complexity of backup transactions. To complete a backup transaction, a
clerk or manager must:

° telephone for transaction authorization (in New Mexico, an audio response
unit provides authorization);

. complete and have the customer sign a backup transaction form; and
. give one copy of the form to the customer and retain the other for the

store.

Neither of the sites requires stores to telephone for authorization of backup transactions,
but only retailers in Ramsey County are guaranteed some reimbursement for unauthorized
transactions against accounts with insufficient funds (reimbursement for all authorized backup
transactions is guaranteed in both sites). Ramsey County retailers are guaranteed up to $40 per
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unauthorized transaction; amounts exceeding that level are assumed by the retailer if client
balances do not cover the backup transaction amount. No amount is guaranteed in New Mexico
for unauthorized backup transactions.

Methodology

Training cost is defined as the labor expense of training a newly hired checkout clerk.
Labor expense includes wages plus fringe benefits paid both to the trainer(s) and to the new
hire! for the time spent training on EBT and food stamp coupon transactions, and on program
regulations. Avexige monthly store training cost is computed as training cost per hire muitiplied
by the average number of monthly hires.

The rate of employee turnover is an important factor in overall retailer training costs.
Retailer training costs increase with increases in employee turnover because retailers must train
every new employee that they hire. Although the rate of employee turnover is a function of
many things, most notably local economic conditions, it is likely that employee turnover is
independent of both the volume of food stamp redemptions and which system -- EBT or coupons
— is used to deliver food stamp benefits. This independence is suggested by a 50-percent
decrease in the average number of newly hired employees between the two data collection

periods, despite a two-fold increase in average monthly redemptions over the same period.

Differences in estimated retailer training costs would be misleading if they were caused
by changes in employee turnover that happened to coincide with changes in food stamp
redemptions or the introduction of an EBT system. In order to remove these two effects from
training cost estimates, tﬂe analysis holds constant both the rate of employee turnover and
average monthly food stamp redemptions. Thus, EBT training costs are estimated using the
same number of monthly hires as was used to estimate coupon training costs, and are then

! As with handing costs, employee wages were factored in an attempt to eliminate the
contribution of wage inflation to training costs.
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standardized by coupon redemption volume to climinate the effect of changes in redemption

volume.!

Using the measures of monthly hires and redemptions from the baseline period is not
intended to suggest that these levels are any more “typical” than the same measures from the
post-system implementation period. Nor is it intended to mean that EBT training costs would
be understated if post-implementation hires and redemptions were used in the computation. We
hold these measures constant merely to improve the comparability of the estimates, and use
measures from the coupon period because that is the period we have defined as baseline.

Data collected after the EBT systems were implemented serve as the basis for EBT
training costs. At that time, however, retailers trained new employees to handle both EBT and
coupon transactions because both payment forms were still accepted. To generate estimates of
EBT training costs only, data were collec;ted in a manner that distinguished three training
components: EBT training, coupon training, and program training common to both payment
methods, such as items that are allowable for food stamp purchase.

The analysis only considers ongoing trmmng and does not include the expense of start-up
training for new retailers joining the demonstration. Although retailers’ costs for startup EBT
training adds to stores’ overall participation costs, this amount becomes very small when
averaged over a store’s lifetime of participation in the Food Stamp Program.?

Training cost estimates presented in this section include stores that report having zero
training costs. A store can have zero training costs if it never or rarely hires a new employee.
This situation is more common in small family-run grocery stores, although some larger

! The use of baseline redemption volume as the standardizing factor for both EBT and
coupon training cost estimates represents a departure from our treatment of checkout and
handling costs. This departure is only for training costs, however, as subsequent cost elements
are standardized by the redemption volume that is time-relevant to the EBT or coupon cost
element. We make an exception in the case of training costs only because of the independence
between redemption volume and training costs, as discussed above.

? Some food retailers may consider the one-time training costs as a capital expense, and
amortize the expense over a shorter period of time for tax purposes. For this analysis, we
consider a store’s lifetime of participation in the Food Stamp Program as the appropriate time
period because stores will not incur the one-time training expense again unless they leave and
re-apply for program participation.
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supermarkets reported not hiring any cashiers in the six months prior to baseline data collection.
Stores also can have zero training costs because they choose not to train employees on EBT or
coupon processing, either because they process so few food stamp sales or because the owner
or store manager handles all EBT or coupon sales.

Estimated Training Costs

The estimated costs of training new checkout clerks on processing EBT and food stamp
coupon transactions are presented in Exhibit 4-11. Among all stores, training costs under an
EBT system are roughly $0.77 higher than coupon training costs, in terms of $1,000 of benefits
redeemed. The effect is smaller among Ramsey County stores, where estimated training costs
increase by only $0.54 per $1,000 of benefits under an EBT system. In New Mexico,
standardized training costs are $0.85 higher under the EBT system. None of these effects are
statistically significant.

As shown in Exhibit 4-11, the average amount of time spent training varies greatly across
the two sites. Estimates of training time increase two-fold under the EBT system in New
Mexico, a statistically significant result. Among Ramsey County retailers, however, average
training time actually decreases slightly under EBT, although this difference is not statistically
significant.

One possible explanation of the difference between New Mexico and Ramsey County
training time estimates comes from the number of different payment methods accepted by the
New Mexico EBT system. Ramsey County retailers train their new employees to distinguish
only food stamp from cash assistance EBT transactions, because these are the only two sources
of EBT payment. In addition to these two payment sources, the EBT system in New Mexico
accepts commercial credit and debit card transactions. Despite interviewer efforts to capture
food stamp EBT training time only, it is possible that New Mexico respondents included training
time associated with these additional payment forms in their estimates of overall EBT training

time, which would account for higher average EBT training times in New Mexico.
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New Mexico Ramsey County All Stores
Average new Hires' . 1.2 1.7 14
(hires per month)
Average Training Time
(hours per hire)
EBT 2.3 1.1 1.6
Coupon 1.1 1.2 1.2
Average New Cashier Wage
(dolars per hour) $4.21 $4.99 $4.59
Average Store Cost
(dollars per month) _
EBT " $15.60 $12.90 $14.11
Coupon $8.44 $11.62 $10.19
Average Standardized Cost
(dollars per $1,000 of benefits
redeemed)
EBT $1.87 $5.41 $2.79
Coupon $1.02 $4.87 $2.02
EBT-Coupon Difference $0.85 $0.54 $0.77
Percent Difference 83.3 9.4 38.1
Number of Stores 4 43 87
Average Food Stamp
Redemptions (dollars per $16,329 $2,706 $9,596

month)

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source: Pre-implementation and post-implementation interview data.
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4.6 RESHELVING COSTS

Like any food store customer, food stamp clients experience situations in which they
cannot complete a purchase transaction. These situations may arise because food stamp clients
overestimate their EBT balance or the value of coupons they are carrying (or underestimate the
size of their purchase) or because some component or part of the EBT system is unavailable and
the store chooses not to process a backup transaction. In situations like this, food stamp clients
can use a separate payment form, such as cash, or reduce the purchase amount by not buying

some of the items.

Methodology

Store reshelving costs are estimated as the labor cost of reshelving items brought to the
checkout counter but not purchased by food stamp clients. Retailers were asked the estimate the
amount of time spent each month on reshelving unbought food stamp purchases and to provide
the wage information for the relevant employees.! Average monthly store cost equals the

product of these two variables.

Estimated Coupon and EBT Reshelving Costs

Estimates of average standardized reshelving costs increase substantially under an EBT
system. Retailer reshelving costs among all stores increased from $0.94 (coupon) to $3.46
(EBT) per $1,000 of benefits, as shown in Exhibit 4-12. New Mexico estimated reshelving costs
increased by $2.31 per $1,000 of EBT benefits. In Ramsey County, the EBS system increased
estimated reshelving costs by $3.10 per $1,000 of benefits. These results are all statistically

significant at the one-percent level.

The EBT effect is explained by the increased amount of time retailers spend reshelving
under the EBT system. Average monthly reshelving time among New Mexico retailers increased
nearly seven-fold under the EBT system (from 1.0 hours to 6.7 hours) while food stamp

' As with handling and training costs, baseline reshelving wage levels were factored upward
to eliminate wage inflation from the system effect.
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Exhibit 4-12

RESHELVING COSTS FOR COUPON AND EBT SYSTEMS

New Mexico Ramsey County All Stores

Average Reshelving. Time
(hours per month)
EBT 6.7 4.1 5.3
Coupon 1.0 0.7 0.8
Average Wage
(dollars per hour) $5.67 $6.00 $5.83
Average Store Cost
(dollars per month)
EBT $51.13 $22.25 $35.20
Coupon $5.27 $4.57 $4.88

Average Standardized Cost (dollars
per $1,000 of benefits redeemed)

EBT $2.98 $4.82 $3.46
Coupon $0.67 $1.72 $0.94
EBT-Coupon Difference $2.3]1** $3.10** $2.52%=

Percent Difference 3447 221.4 268.1

Number of Stores 4 43 87
Average Food Stamp Redemptions
(dollars per month)
EBT $34,498 $5,619 $20,225
Coupon $16,329 $2,706 $9,596

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source: Pre-implementation and post-implementation interview data.
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account. The concept of float is the same under an EBT system; float costs are incurred during
the time between an EBT purchase transaction and credit for the EBT transaction in the store’s

bank account.

Under the coupon system, float time is a function of store deposit frequency -- float cost
decreases with increases in the frequency of store deposits. Deposit frequency may be a matter
of bank requirements as well as stores’ cash management preferences. If a store’s bank restricts
coupon deposits by, for example, requiring a minimum coupon deposit, then stores with
relatively small monthly redemptions may have to make fewer monthly coupon deposits while
accumulating the minimum number of coupons. Fewer coupon deposits lead to higher coupon

float costs.

Under the EBT systems, all electronic food stamp sales are credited to retailer bank
accounts through the overnight ACH process, regardless of the volume of EBT sales.! Credit
for backup EBT transactions can take longer, however, and can vary by site. In Ramsey
County, retailers receive credit for backup transactions when the transaction receipt is received
and reconciled at the Ramsey County CHSD office. New Mexico retailers deposit the paper
receipts in their bank accounts, and the depository bank in turn forwards the receipt to the EBT

system processor for credit.

Methodology

Float costs, unlike the other retailer cost components considered thus far, contain no
labor element. Float cost is entirely a function of time and interest rate. Float time is measured
from the time of a purchase transaction until the transaction amount is credited to the store’s
bank account. For both EBT and coupon float costs, we assume an annual interest rate of 4.84

percent.?

' Only the ACH process is overnight; the entire retail credit process can be longer and
involves several additional steps such as totalling retailer credits and preparing the ACH file.
In some cases, particulary those involving third party processors, the entire retailer credit
process can take two days or more between EBT sale and electronic credit to a retailer’s
account. See Chapter 6 for a more detailed discussion of the retailer credit process.

? All float calculations use an annual interest rate of 4.84 percent, the average rate for
corporate demand deposits during the baseline data collection period.
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Estimated Float Costs

Float costs under the EBT and coupon systems are presented in Exhibit 4-13. Overall
float cost decreases by $0.11 per $1,000 of redemptions for all stores, and by $0.36 and $0.04
per $1,000 of redemptions in Ramsey County and New Mexico, respectively. The all-store and
Ramsey County differences are statistically significant at the one-percent level. The New
Mexico result is significant at the ten-percent level.

In general, the impact of EBT on float costs is greatest on stores that have small average
monthly food stamp volumes. These stores deposit coupons less regularly and, as a
consequence, have the highest standardized coupon float costs. This interpretation explains the
larger float impact among Ramsey County retailers ($0.36 per $1,000 of benefits), where
average redemptions are relatively small. The float impact is much smaller in New Mexico
(only $0.04 per $1,000 of benefits) because, in part, average monthly redemptions are greater

in New Mexico.

The EBT systems decrease the time between food stamp purchase and credit (float time),
relative to coupon purchases. Estimated float times for the o'ombined sample decreased from
4.5 to 1.9 days under an EBT system. In Ramsey County, average float time decreases from
5.0 to 1.4 days under the EBS system. The decrease is smaller in New Mexico, from 3.9 to
2.4 days. The cross-site difference in EBT float time may be due to the presence of third-party
providers in New Mexico. The additional step of passing retailer credit information from the
third party to the EBT system clearinghouse bank adds extra time to the retailer credit process,
as described in more detail in Chapter 6.

These patterns in float time do not carry through to average monthly cost. In New
Mexico, monthly float cost is greater under EBT than coupons despite a forty-percent decrease
(from 3.9 to 2.4 days) of float time. Similarly, average monthly float cost among Ramsey
County retailers decreases by only about one-third under EBT (from $1.33 to $0.89) even
though average float time is nearly four times greater under the coupon system (5.0 days vs. 1.4
days).

The explanation for this inconsistency is that food stamp redemptions increased
substantially between the data collection periods. Thus, average float cost in New Mexico
increases under EBT because much greater sums of benefits are being redeemed, even though
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FLOAT COSTS FOR COUPON AND EBT SYSTEMS

Table of Contents

New Ramsey All Stores
Mexico County
Average Total b_ays from Sale to
Store Credit
EBT 2.4 1.4 1.9
Coupon 3.9 5.0 4.5
Average Store Cost
(dollars per month)
EBT $3.93 $0.89 $2.26
Coupon $2.13 $1.33 $1.69
Average Standardized Cost (dollars
per $1,000 of benefits redeemed)
EBT $0.22 $0.18 $0.22
Coupon $0.26 $0.54 $0.33
EBT-Coupon Difference ($0.04)+ ($0.36)** (30.11)**
Percent Difference (11.1) (66.6) (33.0)
Number of Stores 44 43 87
Average Food Stamp Redemptions
(dollars per month)
EBT $34,498 $5,619 $20,225
Coupon $16,329 $2,706 $9,596

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source: Pre-implementation and post-implementation interview data.
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EBT float time is forty-percent less than under coupons. Likewise, in Ramsey County the
relationship between average float time and cost is inconsistent because greater amounts of
benefits are involved. |

4.8 ACCOUNTING ERROR LOSSES

Accounting error losses are defined as the value of any permanently unreconciled
discrepancies between an amount credited to a retailer’s bank account and the actual value of
the food stamp sale. These errors do not include discrepancies that are ultimately resolved,
although retailer labor to resolve these discrepancies was included in Section 4.4.

Coupon System Accounting Errors

The labor-intensiveness of the coupon redemption process leaves open many
vulnerabilities to retailer accounting errors. Food stamp coupons can be miscounted by the
checkout clerk during the transaction, by the store manager while preparing the deposit, or by
the bank teller who accepts the deposit. Automated counting machines do not completely solve
the problem either. Retailers and bank officials note that because food stamp coupons circulate
only once, the crispness of the coupon paper makes them difficult even for machines to count
accurately. Given that food stamp coupons are a physical product, however, coupon

accounting errors are often resolved by physically re-counting the coupons.

EBT Systems Accounting Errors

The near fully-automated processes by which the EBT systems in both sites process
redemption credits greatly reduces the opportunity for errors that result in permanent retailer
losses. The EBT systems introduce potential new sources of retailer credit error, however, as
discussed in Chapter 3.

Chapter 3 discussed EBT systems’ vulnerability to a wide range of losses, including
losses incurred by participating retailers. For that analysis, respondents who are familiar with
EBT system security concluded that most sources of retailer vulnerabilities are unlikely to occur

often and would result in only marginal losses when they did occur. Two additional sources of
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EBT system vulnerabilities — transaction reversals and unauthorized backup transactions -- have
greater potential for creating retailer losses.

Tm_xsactions reversals can arise in several situations. Most commonly, a transaction is
reversed when the telecommunications link between the store terminal and system host is
interrupted, or when the system exceeds a preset amount of time ("times out™) before processing
the transaction. If a transaction reversal occurs, the EBT system cancels the transaction, sends
a message to the originating terminal, and offsets all debits and credits made to client and

retailer accounts.

A permanent retailer loss can result from a transaction reversal in two ways. First, if
the retailer does not notice that the transaction was reversed, a permanent accounting error
would occur for the amount of the sale. Second, if the reversal is identified only after the client
has left the store, the retailer would lose the amount of the sale if the recipient fails to make
good on the transaction. Project staff in both sites monitor daily reports of transaction reversals
and notify retailers when a transaction reversal is not followed by a completed transaction. If
the recipient cannot be located or has spent all of his or her benefits, however, the retailer would
likely lose the amount of the sale.!

Permanent retailer losses can also result from unauthorized backup transactions that are
not covered by client balances. As mentioned in Section 4.5, both sites guarantee backup
transactions that are authorized, but only the Ramsey County CHSD guarantees $40 for
unauthorized backup transactions. Thus, if a client does not have sufficient funds available in
his or her account to cover an unauthorized backup transaction, New Mexico retailers incur
losses equal to the total amount of the transaction. Ramsey County retailers incur losses for
amounts that exceed $40.

Methodology

Neither site systematically reports on the frequency and magnitude of retailer losses that
result from transaction reversals or unauthorized backup transactions. Estimates reported in this

' In both sites, an on-line re-presentation process currently recoups benefits from future
client aliotments and credits retailers for lost sales such as those caused by transaction reversals.
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section are therefore based on retailer perceptions rather than documented events. Retailer
perceptions of accounting losses, however, may be somewhat distorted. Some actual accounting
losses may go undetected if, for example, a clerk does not notice that a transaction is not
authorized because the client does not have a sufficient account balance. Conversely, retailers
who experience difficulty reconciling their EBT activity may perceive an accounting error when
none actually exists. These two types of distortion, if they occur, could be partially offsettixig.

The estimates of accounting losses in this section measure only the valué of perceived
losses and exclude the possible labor cost of resolving the error and the interest foregone by the
unavailability of the funds. The labor cost of resolving the error may have been included in the
analysis of handling and reconciliation costs (Section 4.4), although respondents were not told
explicitly to include such effort. The foregone interest on accounting errors is considered too

small in any given store to be measurable.

Estimated Accounting Error Costs

Incidents of accounting losses under the EBT systems are markedly higher than with food
stamp coupons, according to respondents. As shown in Exhibit 4-14, 24 retailers, or roughly
one in four, reported an accounting loss under the EBT systems, as compared with only four
stores reporting losses in the coupon system. The frequency of reported EBT accounting losses
is roughly consistent across the two sites; 14 New Mexico retailers and 10 Ramsey County
retailers report incidents of permanent EBT accounting losses.

The average value of reported EBT accounting errors among all stores is about eight
times higher than average coupon losses. In Ramsey County, EBS accounting losses averaged
about $33.00 per incident. New Mexico EBT losses were slightly lower, averaging about
$28.00 per loss. Coupon losses were much lower in both sites, however, averaging only $2.00

in New Mexico and slightly over $9.00 in Ramsey County.

The increased frequency and higher average dollar value of EBT accounting losses
translates into increased retailer costs of $0.62 per $1,000 of benefits redeemed. The effect of
the EBT system on accounting losses is greater for Ramsey County retailers, raising costs about
$1.29 per $1,000 of benefits redeemed. In New Mexico, standardized retailer accounting losses
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Exhibit 4-14

ACCOUNTING ERROR LOSSES FOR COUPON AND EBT SYSTEMS

New Mexico  Ramsey County All Stores

Number of Stores Reporting Losses

EBT 14 10 24

Coupon 3 1 4
Average Value of Reported Losses
(dollars per loss)

EBT $27.78 $33.29 $31.00

Coupon - $2.00 $9.17 $3.79
Average Standardized Cost (dollars
per $1,000 of benefits redeemed)

EBT $0.40 $1.38 $0.66

Coupon : $0.03 $0.09 0.04
EBT-Coupon Difference $0.37*= $1.29** $0.62**
Percent Difference - 1,233.0 1,433.0 1,550.0
Number of Stores 4 43 87
Average Food Stamp Redemptions
(dollars per month)

EBT $34,498 $5,619 $20,225

Coupon $16,329 $2,706 $9,596
Standard Error

EBT

Coupon

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source:  Pre-implementation and post-implementation interview data.

Note: The data presented in this exhibit reflect respondent perceptions of losses under both

systems and do not report actual known losses.
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under the EBT system average about $0.37 higher than under a coupon system. All EBT effects
are statistically significant at the one-percent level.

Despite these estimates, the exact nature of accounting losses is uncertain. As mentioned
earlier, there exists no routine reporting system to document these events, and retailer
perceptions of losses may be inexact (two retailers reported EBT accounting losses exceeding
$200). Although EBT accounting losses undoubtedly occur and create serious potential

consequences, the extent to which actual losses occur remains uncertain.

4.9 SPACE COSTS

Retailers devote much attention to the organization of "front-end” space at the checkout
counter. Retailers realize the importance of front-end space in shaping customer perceptions of
the store and in developing customer loyalty. Retailers generally display high volume items in
checkout lines, and purchases of these items can generate valuable revenues in the extremely
competitive and low profit margin industry of retail food sales. EBT store equipment occupies
space at the checkout counter, space that might otherwise be used differently. This section
estimates the cost of front-end space utilized by EBT store equipment.

Food stamp coupons also occupy a special kind of space at the checkout counter. Given
that food stamp coupons are unique as a payment form, food retailers must reserve space for
coupons in cash register drawers. We assume a zero cost in the analysis for this space,
however, because retailers do not value cash drawer space as they do the space occupied by EBT

equipment.

Methodology

EBT equipment space costs are estimated as the product of the total amount of occupied
space and the unit cost of the space. Retailers provided their own estimates of the amount of
space occupied by EBT store equipment. When retailers were unable or unwilling to estimate
the EBT space, a value was imputed based on the number of terminals in the store and the

average size of each terminal, as estimated by other retailers.

We considered but rejected basing estimates of space value on retailers’ perceptions of
the dollar value of front-end space. Retailers’ perceived space value varied widely and not very
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credibly across respondents, and did not represent actual out-of-pocket expenses to the retailers.
Moreover, many retailers were unable to estimate the value of front-end space, and the wide
variation of responses discouraged the use of a mean space value for impixtation.

The unit cost of the space is therefore based on data collected in the fall of 1992 from
commercial realtors and business organizations in Albuquerque, New Mexico. In New Mexico,
we estimate that the.rental value per square foot of food retail space averages $5.75 for
supermarkets, $4.25 for grocery stores and other stores, and $10.50 for convenience stores.

None of the organizations contacted in St. Paul were able to estimate commercial real
estate value for food retailer space. To approximate Ramsey County space value, the analysis
assumes that unit space cost is 19 percent higher in Ramsey County than in New Mexico, based
on average fesidential rental levels in the two sites reported in the U.S. Census. Thus, we
estimate Ramsey County rental value per square foot of food retail space at $6.84 for

supermarkets, $5.06 for grocery stores and other stores, and $12.50 for convenience stores.

Estimated EBT Systems Space Cost

The space occupied by EBT store equipment in all checkout lanes adds about $13.18 per
month to the costs of the average store, or about $1.43 per $1,000 of benefits redeemed, as
shown in Exhibit 4-15. Standardized cost is much higher for Ramsey County retailers than for
retailers in New Mexico ($3.90 vs. $0.57 per $1,000 of benefits redeemed), although the
estimated average monthly EBT space cost in Ramsey County is only 75 percent higher than in
New Mexico ($16.32 versus $9.30 per store per month). Differences in average monthly
redemptions between the two sites account for the variation in standardized costs. Only the
Ramsey County and all-store results are statistically significant.

Retailers estimated, however, that 56.3 percent of the EBT equipment space would be
used for alternative purposes, such as product displays or advertisements, as shown in Exhibit
4-16. This result varies somewhat by site; over 40 percent of space used by EBT terminals in
Ramsey County would have alternative use. In New Mexico, nearly three-quarters of EBT

space has an alternative use.

By considering only EBT space that has an alternative use, retailer costs drop about 40
percent to $0.81 per $1,000 of benefits redeemed. In Ramsey County, where respondents had

183



Table of Contents

Exhibit 4-15

SPACE COSTS FOR THE EBT SYSTEMS

New Mexico  Ramsey County All Stores
Average Cost per Square Foot $6.82 $8.17 $7.56
(dollars per month)
Average EBT Space
(feet per store) 2.0 2.2 2.1
Average Store Cost
(dollars per month) $9.30 $16.32 $13.18
Average Standardized Cost (dollars
per $1,000 of benefits redeemed) $0.57 $3.90 $1.43
Number of Stores 44 43 87
Average Food Stamp Redemptions $34,498 $5,619 $20,225
(dollars per month)

Source: Pre-implementation and post-implementation interview data.
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Exhibit 4-16
ALTERNATIVE EBT SPACE COST ESTIMATES

New Mexico  Ramsey County All Stores
Percentage of EBT Space with 74.4% 41.6% 56.3%
Alternative Purposes
Average Store Cost
(dollars per month) $6.02 $7.68 $6.94
Average Standardized Cost (dollars
per $1,000 of benefits redeemed) $0.37 $2.08 $0.81

Source: Pre-implementation and post-implementation interview data.
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fewer alternative uses for EBT space, standardized costs decrease from $3.90 to $2.08 per
$1,000 of benefits. EBT space costs in New Mexico decrease as well, from $0.57 to $0.37 per
$1,000 of benefits, when considering only alternative space uses.

4.10 OTHER FEE COSTS

The final cost element considered in this chapter accounts for other fees or expenses paid
by retailers to participate in the food stamp coupon and EBT sysiems. Under the coupon
system, some retailers reported having to pay fees to banks for coupon deposits.' Under an
EBT system, retailers may be asked to pay some part of the cost of EBT store equipment,

communications, or start-up modifications to the checkout lane.

Methodology

Estimates of other fees paid under the food stamp coupon system are based on data
provided by retailers. Retailers were asked if their store paid any fees to the bank for handling
and processing food stamp coupon deposits and, if so, the amount of the fees.

Other fees under an EBT system would consist of either one-time or ongoing costs for
EBT store terminals, communications, and start-up modifications. Retailers in Ramsey County
incur no such costs to participate in the EBS system and, consequently, their other fee costs are

estimated to be zero.

As mentioned in Chapter 2, part of the reason that the New Mexico EBT system is cost-
effective is that the State has been able to share some terminal expenses with retailers. New
Mexico retailers, however, have the option of participating either in an EBT-only system or a
system that combines EBT and commercial POS capability. Retailers that choose the EBT-only
system are provided at no cost with EBT-only terminals, as well as any modifications to
checkout lanes or telecommunications that are required. Retailers that choose to participate in

! Program regulations state, however, that "no financial institution may impose on or collect
from a retail food store a fee or other charge for redemption of coupons that are submitted to
the financial institution in a manner consistent with the requirements, except for coupon
cancellation, for the presentation of coupons by the financial institution to the Federal Reserve
banks.” Food Stamp Program Regulations, Section 278.5.
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a commercial POS network in addition to EBT might purchase their own terminals, pay a fee
for each commercial transaction, or incur other one-time or ongoing expenses. New Mexico
retailers that incur transaction fees do so for commercial POS transactions only; commercial
POS network operators are not allowed to charge retailers fees for EBT transactions.

Given that New Mexico retailers are offered a zero cost option for processing EBT
transactions (through EBT-only terminals), the analysis assumes that New Mexico retailers pay
no fees to participate in the EBT system. The only New Mexico retailers that pay fees are
retailers that participate in a commercial POS network. Although these retailers incur costs that
arguably could be attributed in part to processing EBT transactions (such as the cost to purchase
store terminals), the EBT-only option provides retailers the opportunity to participate in the EBT
system without any fee costs. Thus, the fees paid to commercial POS networks are tied to

commercial transactions and not to EBT ones.

Estimated Other Fee Costs

Across both sites, retailers’ other fee costs drop by about $0.48 per $1,000 of benefits
redeemed under the EBT system. As shown in Exhibit 4-17, other fees paid by retailers in New
Mexico under the coupon system averaged about $0.27 per $1,000 redeemed. In Ramsey
County, coupon fees amounted to about $1.09 per $1,000 of benefits redeemed. As mentioned,
EBT fees are assumed to equal zero in both sites.

Some local financial institutions may charge retailers a fee to receive and post EBT
credits to retailer bank accounts, although retailers were not explicitly asked about this type of
EBT fee. According to respondents from local financial institutions that were interviewed for
the bank analysis (Chapter 6), when charged, the amount of the fee ranges from $0.02 to $0.04
per item received. If the average of these fees were charged to all retailers, EBT fees would
equal $0.12 per $1,000 of redemptions in Ramsey County and $0.02 per $1,000 of benefits in
Bernalillo County.

The analysis excludes these estimates, however, for two reasons. First, we have no
evidence showing that all retailers pay fees on EBT credits, as is assumed in the above cost

estimates. Some banks do not impose a fee on retailers and some retailers, particularly large
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ones, may negotiate to have the fee waived. Second, the standardized bank fee estimates assume
daily EBT activity (and subsequently a daily fee), which cannot be said of all retailers.

4.11 TOTAL COSTS

Combining the costs of the eight major components of food stamp participation, EBT
system costs to participating retailers in the combined sample of all stores are lower by $5.46
per $1,000 of benefits redeemed. The effect of the EBT system is negative in both sites, and
leads to cost decreases of $3.98 per $1,000 of benefits for New Mexico retailers and $9.09 per
$1,000 of Ramsey County benefits. EBT cost effects are statistically significant for both sites
and at the all-store level. These estimates are presented in Exhibit 4-18.

The EBT systems reduce total costs to the average store by about $110 per month. In
New Mexico, the EBT system reduces monthly participation cost by about $137. Average
monthly retailer cost is roughly $51 lower in Ramsey County under EBS.

Of the eight major cost elements analyzed in this chapter, three decrease under the EBT
systems. The biggest source of EBT cost savings in both sites is in the cost to handle and
reconcile food stamp sales. This element alone offsets EBT cost increases for New Mexico
retailers in other categories. In Ramsey County, costs savings from the handling and

reconciliation component are almost double the combined cost increase from other categories.

The difference between handling costs across the two sites also accounts for a majority
of the overall difference in EBT impacts between the two sites. As mentioned in Section 4.4,
however, the more efficient handling of coupons by New Mexico retailers, relative to estimates

for Ramsey County, created a much smaller EBT effect.

Float costs and other fee costs also decrease under an EBT system, although by much
smaller magnitudes than handling costs. The EBS system’s effect on float costs among Ramsey
County retailers is much greater than under the New Mexico EBT system (savings of $0.36
versus $0.04 per $1,000 of benefits). As explained in Section 4.7, EBT effects on float costs
in New Mexico are smaller because coupon float costs there were low relative to Ramsey
County. Other fees decrease by $0.27 per $1,000 of benefits in New Mexico and by $1.09 per
$1,000 of benefits in Ramsey County.
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TOTAL COST DIFFERENCE BY STORE TYPE

Table of Contents

New Mexico Ramsey County All Stores

Checkout $1.67 $1.19 $1.34
Handling (89.44) ($17.66) ($11.55)
Training $0.85 $0.54 $0.77
Reshelving $2.31 $3.10 $2.52
Float (80.04) ($0.36) (30.11)
Accounting Errors $0.37 $1.29 $0.62
Space $0.57 $3.90 $1.43
Other Fees (80.27) ($1.09) ($0.48)
Total ($3.98)** ($9.09)+ (85.46)**
Total Cost per $1,000

EBT $13.85 $36.96 $19.64

Coupon $17.83 $46.05 $25.10

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source: Pre-implementation and post-implementation interview data.
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Five cost categories — checkout productivity, training, reshelving, space, and accounting
errors — increase under the EBT systems. EBT reshelving activities increase costs relative to
the coupon system by about $2.52 per $1,000 of benefits — the largest increase of any cost
component. Next, checkout productivity cost increases under the EBT system add about $1.34
per $1,000 of benefits to food stamp participation costs. The space used by EBT store
equipment adds $1.43 to standardized participation costs, and food stamp training increases by
$0.77 per $1,000 of benefits under an EBT system. Finally, EBT accounting errors increase
costs relative to the coupons system by $0.62 per $1,000 of benefits.

It should be noted that estimates of checkout productivity and space costs may actually
overstate EBT costs. As mentioned in Section 4.3, the opportunity cost of longer EBT
transactions is lower than the estimated costs. Similarly, as described in Section 4.9, only about
50 percent of the space occupied by EBT store equipment would be used for another purpose.
Thus, space cost estimates may overstate the true cost value.

These overall results are slightly lower than estimates of retailer participation costs during
the extended EBT demonstration in Reading, Pennsylvania. Retailer participation costs
decreased under that EBT system by $6.60 per $1,000 of benefits redeemed.! As mentioned
previously, the Reading estimates may be more comparable to cost estimates for Ramsey County
retailers, who process about the same average monthly value of food stamp redemptions.

4.12 EBT IMPACTS BY STORE TYPE

The EBT systems have an uneven effect on stores in different store types, as shown in
Exhibit 4-19. Grocery stores eipeﬁence a large cost savings under an EBT system, followed
by convenience stores and supermarkets. In contrast, other stores experience an increase in
costs under EBT participation. These results are statistically significant for only the grocery
store and supermarket store types.

Handling costs account for the greatest source of EBT cost reductions among all four
store types. Handling costs decrease most for convenience stores and grocery stores under the
EBT system, and reduce costs by about $29 per $1,000 of benefits for each store type.

! Kirlin et al., op. cit., p. 212.
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EBT-COUPON RETAILER COST OF PARTICIPATION EFFECTS BY STORE TYPE
(in dollars per $1,000 of food stamp redemptions)

Convenience )
Supermarkets  Grocery Stores Stores Other Stores
Checkout Productivity $0.40 $1.86 $9.06 NA
Handling ($6.59) ($29.19) ($29.86) (89.40)
Ongoing Training $0.03 $1.63 ($1.03) $5.61
Reshelving $2.16 $4.13 $4.79 $0.97
Float ($0.05) ($0.35) ($0.17) (50.24)
Accounting Errors $0.20 $0.12 $4.05 $1.83
Space $0.61 $1.10 $9.14 $2.21
Other Fees (80.13) ($1.20) ($3.13) ($0.01)
Total ($2.37)+ ($21.90)** ($7.15) $0.97
Total cost per $1,000 of
benefits redeemed
EBT $9.95 $26.60 $90.51 $34.07
Coupon $12.32 $48.50 $95.60 $33.10
Number of Stores 24 25 19 19-
Average Monthly Redemptions
EBT $63,178 $4,980 $1,945 $4,305
Coupon $29,377 $2,944 $1,190 $1,769

Statistical Significance: +, P<0.10; *, P<0.05; **, P<0.01

Source: Pre-implementation and post-implementation interview data.

192




Table of Contents

Handling cost savings under EBT are also sizable for the other two store types, decreasing
standardized participation costs for other stores by $9.40, and for supermarkets by $6.59.

Estimates for grocery stores are $21.90 lower per $1,000 of benefits under an EBT
system than under food stamp coupons. As mentioned, the main source of decreased costs for
grocery stores is handling and reconciliation activities ($24.52 per $1,000 of benefits redeemed).
The EBT systems also decrease costs to grocery stores in float and other fee components.

The EBT systems reduce supermarket costs by $2.37 per $1,000 of benefits redeemed.
As for the other store types, lower standardized handling costs ($6.59) under the EBT system
account for the majority of the overall cost decrease. This and other cost savings from the float
and other fee components are partially offset by increases in checkout productivity, reshelving,

accounting errors, and space cost elements.

The sizable handling cost reduction drives down overall costs to convenience stores under
an EBT system by $7.15 per $1,000 of benefits. The handling cost decrease for convenience
stores is partially offset by increases in all but two of the remaining cost categories (costs
decrease in the float and other fee categories). The cost of EBT equipment space increases
convenience store costs by $9.14 per $1,000 of benefits redeemed, mostly because convenience
store space is valued more highly than for the other three store types. Checkout productivity
costs at convenience stores increase by $9.06 per $1,000 of benefits under an EBT system. As
explained in Section 4.3, the high number of small value transactions in convenience stores leads

to the large EBT effect on checkout productivity.

Participating costs of other stores are estimated to increase under an EBT system by
$0.97 per $1,000 of benefits, although checkout productivity costs are not estimated for other
store types. It is likely that overall participation costs would increase further for other store
types, were an estimate of EBT checkout costs added into the analysis. A sizable increase in
standardized training costs ($5.61) for other stores -- together with increased reshelving, float,
accounting errors and space costs -- more than offsets the $9.40 decrease in standardized
handling costs.
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Chapter §

EBT SYSTEM IMPACTS ON FOOD STAMP RECIPIENTS

When EBT systems were first being considered as a means of issuing food stamp
benefits, FNS was concerned about possible adverse effects of the new system on recipients.
The evaluation of the Reading EBT demonstration found that few recipients had difficulty usihg
that EBT system, and recipients’ costs to participate in the program were lower than under the
coupon system it replaced.! However, FNS could not assume in advance that the State-initiated
EBT demonstrations would serve recipients as well as the Reading system. Differences in
system design and implementation could result in differing impacts on recipients. In addition,
the impact of an EBT system on recipients might differ depending on the type of coupon
issuance system being replaced: New Mexico and Ramsey County both used mail issuance of
coupons prior to implementing their EBT systems, while Reading used an ATP system. Thus,

system impacts on recipients in the State-initiated EBT demonstrations remained an evaluation

concem.

This chapter is organized as follows. In Section 5.1 we describe the research objectives
and strategy for investigating the impact of the State-initiated EBT demonstrations on recipients.
Section 5.2 discusses recipients’ experiences with the EBT systems and their opinions about EBT
and coupons. Section 5.3 presents the estimates of recipients’ costs of participation under each
system. Section 5.4 discusses the issue of unused benefits. Section 5.5 concludes by comparing
the results with previous findings, and considers the generalizability of the findings to other

locations.

51 RESEARCH QUESTIONS AND RESEARCH DESIGN

The analysis of the impacts of the State-initiated EBT demonstrations on recipients

addresses the following research questions:

o How easy is it for recipients to use the EBT systems?

' Hamilton et al., op. cit., pp. 177-220.
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e - What types of issuance-related problems do recipients encounter under the
coupon and EBT systems, and with what frequency?

e Do recipients prefer the EBT system or the coupon system, and why?

. 'What are recipients’ time and money costs of participating under the EBT
systems compared to the coupon systems which were replaced?

o Do the impacts of the EBT systems on recipients vary across sites?

Because EBT systexﬁs affect benefit issuance and redemption activities but not program
certification activities, "participation costs” in this evaluation refer only to costs incurred in
receiving or using benefits. Time and money costs associated with certification or recertification
activities are not included. It is also important to note that, by law, recipients cannot be charged
for applying for or using food stamp benefits.

To address these research questions, we employed a pre/post research design based on
independent samples of recipients. The pre-implementation, or baseline, sample was drawn from
the universe of all food stamp recipients in each demonstration site prior to the implementation
of its’ EBT system. The post-implementation sample was drawn from the universe of recipients
in each site who received food stamp benefits under the EBT system.

The target sample size was 75 recipients each for the baseline and post-implementation
surveys in New Mexico and Ramsey County. The target sample size was based on a power
calculation that showed that independent, random samples of 75 baseline and post-
implementation interviews would permit detection of a difference in monthly participation costs
of $0.60 with a power of nearly 0.80. The power to detect the $1.95 difference in direct costs
found in the Reading evaluation would be greater than 0.99 with 75 in each independent

sample.

The actual sample sizes differed somewhat from 75: in each site, more than 75
interviews were completed with coupon participants and slightly fewer than 75 interviews were
completed with EBT participants. The effective sample size is actually slightly more than 75,
given the larger number of completes with the coupon participants. Thus, the power of the

! The power calculation assumes the direct costs in the EBT system are $0.26 (standard
deviation = $1.16) and $2.21 in the coupon system (standard deviation = $0.48).
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sample is at least as great as computed above. Details on the final disposition of all sample
cases are provided in Appendix G.

Characteristics of the Sample

Exhibit 5-1 shows the demographic characteristics of the baseline and post-
implementation samples of recipients in New Mexico and Ramsey County. Most of the
respondents in both sites were female, and most spoke English as their primary language at
home. In New Mexico, about 60 percent of the respondents in each sample were Hispanic, and
about 25 percent were non-Hispanic white. We interviewed two Native Americans for the
baseline survey in New Mexico and six for the post-implementation survey. In Ramsey County,
the majority of the respondents (60 percent or more in each wave) were white. About 13
percent of those interviewed in both the baseline and post-implementation surveys in Ramsey

County were Asian.

The respondents in the two sites were similar in age and education. The majority of
respondents were under 40 years of age, and between 10 and 15 percent in each wave were 60
years old or older. Between 53 and 66 percent of the respondents had received some high
school education. Most of the respondents were not employed: between 71 and 75 percent in
New Mexico and between 86 and 90 percent of respondents in Ramsey County were not
employed at the time of the interviews.

In both sites about one-quarter of the respondents in each survey wave reported having
a handicap or physical limitation that makes it difficult to get around town. This percentage
seems high, but reflects the recipient’s own assessment of their abilities. For example,
recipients reported arthritis, tendinitis, and back troubles as limiting their mobility (in addition
to recipients confined to a wheelchair or unable to walk).

Highlights

In both New Mexico and Ramsey County, a large majority of recipients preferred EBT
over coupons, and most found it easier to shop with the EBT card than with coupons. In New
Mexico, 89 percent of recipients preferred EBT while only 3 percent preferred coupons. In
Ramsey County, 76 percent of recipients preferred EBS and 19 percent preferred coupons. In

197



Exhibit 5-1

Table of Contents

DEMOGRAPHIC CHARACTERISTICS OF RESPONDENTS

New Mexico Ramsey County
Coupon EBT Coupon EBS
Sex
Female 78.8% 71.2% 86.2% 78.9%
Male 21.2 28.8 13.8 21.1
Language
English 82.4% 79.5% 82.8% 87.3%
Other 17.6 20.5 17.2 12.7
Race/ethnic group
White 28.2% 24.7% 59.8% 69.0%
Black 4.7 6.8 18.4 14.1
Hispanic 62.4 58.9 6.9 1.4
Asian/Pacific Islander 12 1.4 12.6 12.7
Native American/ 24 8.2 1.1 1.4
Alaskan native
Other 1.2 0.0 1.1 1.4
Age
Les; than 40 68.2% 61.7% 72.4% 62.0%
40-59 18.8 233 17.2 254
60 or older 12.9 15.0 10.3 12.7
Education
Less than 9th grade 22.4% 24.7% 16.1% 18.2%
9-12th grade 65.9 53.4 58.6 64.8
Beyond 12th grade 10.6 21.9 24.1 16.9
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Exhibit 5-1
(continued)
New Mexico Ramsey County
Coupon EBT Coupon EBS

Household Size

1-2 36.5% 45.2% 49.4% 46.5%

34 4.7 41.1 33.3 35.2

5+ 18.8 13.7 17.2 18.3
Handicapped

Yes 24.7% 23.3% 24.1% 21.1%

No 75.3 76.7 75.9 78.9
Participation in other
government assistance
programs

Receive AFDC 34.1% 34.2% 62.1% 52.1%

Receive Refugee n.a n.a 2.3 0.0

Assistance

Receive MSA n.a n.a 14.9 8.5
Employment Status

Employed 29.4 24.6 13.8 9.8

Not employed 70.6 75.3 86.2 90.1
Sample size 85 73 87 71

Note: n.a = not applicable.

Source: Baseline and post-implementation surveys of recipients.
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both sites, recipients who preferred EBT believed that it was easier, safer and more convenient
to use than coupons. Few recipients had difficulty remembering their PIN or keeping track of
their food stamp balances.

Recipients encountered a number of problems with the EBT systems. In both sites,
recipients reported an average of about 0.8 problem incidents per month. The most common
type of problem reported related to the system or equipment not working: 44 percent of
recipients in New Mexico and 31 percent in Ramsey County reported at least one incident of
system or equipment failure in the six months prior to the interview. During these incidents,
recipients were often able to use their card in a terminal in another checkout lane or sign for a
backup transaction. However, ten percent of recipients in each site had to complete a shopping

trip in another store because of problems with the EBT systems.

In New Mexico, recipients’ total costs of participation were 63 percent lower under EBT
than under the coupon system. The difference in participation costs between the EBS and
coupon systems in Ramsey County was not statistically significant. The results suggest,
however, that Ramsey County recipients’ participation costs decreased somewhat under EBS,
but not as much as in New Mexico. In both sites, one component of total participation costs,
recipients’ costs due to lost and delayed benefits, decreased substantially. The 86-percent
reduction in these costs in both sites was primarily due to the increased security of EBT benefits
" relative to the coupon mail issuance systems in which recipients incurred losses due to coupons

being lost and stolen (and not always replaced).

5.2 RECIPIENTS’ EXPERIENCES WITH THE EBT SYSTEMS

An EBT system dramatically changes the way in which recipients receive and use their
food stamp benefits. In this section we describe how recipients obtain their benefits, how they
keep track of the benefits remaining, and problems they encounter with the EBT system. We
also compare the shopping patterns of EBT recipients with food stamp coupon recipients in the
two demonstration sites. Recipients’ opinions and preferences concerning the EBT card and

coupons are also discussed.
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Obtaining a Card and Learning the System

Once determined to be eligible for benefits, a recipient must receive an EBT card in
order to be able to access benefits on the EBT system. In both sites, recipients are given
appointments for training on how to use the EBT system, and they receive their cards at the
training session. Training sessions are held in the local welfare offices. Recipients also select
their PIN at the training session, at which time the PIN is encoded on the card’s magnetic stripe.

Recipients in New Mexico report spending just under an hour and a half (84 minutes) to
obtain their EBT card and training.! Most recipients made only one trip to get the card, though
a few reported making between 2 and 4 trips. The mean number of trips reported by recipients
to obtain the card was 1.5. One recipient did not go to a training session; she reported that the

welfare office sent someone to her.

In Ramsey County, the EBS system operated for cash assistance recipients prior to the
inclusion of food stamps, so that food stamp recipients who had been using the EBS system for
cash assistance did not have to attend a training session. These recipients were mailed
information on how to use their EBS cards for food stamp benefits, but they could attend a
training session if they feit it was needed. Nearly half of the recipients (who reported trips)
made just one trip to get their EBS cards and training. The reported number of trips ranged
between 1 and 5, and the average number of trips was 1.6.> Recipients reported spending an
average of about one hour and forty minutes (103 minutes) at the office to obtain the card and
training.

' This estimate includes waiting time as well as time actually in the training session and
getting the card and PIN. In New Mexico, training sessions themselves usually last less than
30 minutes.

? For some recipients, the number of trips refers to the number of trips to obtain the EBS
card for the cash EBS system, prior to the inclusion of food stamps. In the absence of a pre-
existing cash system, all food stamp recipients would have had to make a trip to the office to
obtain the EBS card. In the next section, we present cost estimates both including and excluding
trips made to get an EBS card prior to the implementation of food stamps.
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Keeping Track of Account Balances

. A recipient can determine the amount of food stamp coupons he or she has simply by
counting them. Determining the amount of benefits left in one’s food stamp EBT account is
quite different. Recipients using the New Mexico and Ramsey County systems can track their
food stamp balances by a number of methods. First, their remaining balance is printed on the
receipt of each POS transaction. In addition, recipients can use POS terminals to make balance
inquiries without making a purchase. In both sites, recipients can call an Audio Response Unit
(ARU) from a touch-tone phone to receive balance information. Ramsey County recipients can
also call a customer service number to ask for their balance. In New Mexico, recipients can
find out their food stamp balances at ATMs and elderly recipients at one office can call their
EBT specialists once a month to obtain balance information.

Exhibit 5-2 shows the ways in which recipients track their balances in the EBT systems.
In both sites, nearly all recipients use their receipts to keep track of their food stamp account
balances: 90 percent in New Mexico and 93 percent in Ramsey County. Recipients also
frequently use the ARU to determine their balances: 38 percent of recipients in New Mexico
call from their home phone and 25 percent call from another phone. In Ramsey County, 55
percent of recipients call the ARU from their home phone or another phone to determine their
food stamp balance. Recipients also use POS terminals in stores for balance inquiries without
making a purchase. In New Mexico, 45 percent of recipients report making balance inquires
at POS terminals, compared to 24 percent in Ramsey County.! Recipients in New Mexico also
use ATM balance information; 34 percent report this as a way of tracking food stamp balances.
The ATMs in Ramsey County were not programmed to provide food stamp balance

information.
A majority of recipients in both sites report using receipts as the main way of tracking

their balances: 73 percent in New Mexico and 86 percent in Ramsey County. Over 8 percent
of recipients in both sites call the ARU from their home telephone as their main mechanism for

! At first glance, the percentages seem at odds with the results presented in Chapter 4, which
showed that less than 3 percent of observed EBT transactions included a balance inquiry. The
checkout observation sample analyzed in Chapter 4, however, excluded transactions in which
nothing was purchased, so there is no inconsistency in the reported findings.
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New Mexico Ramsey County
Number  Percentage Number  Percentage

Keep receipts showing food 66 90.4% 66 93.0%
stamp balance
Call from home telephone 28 38.4 32 45.1
Call from another phone 18 24.7 7 9.9
Use ATM to determine food 25 34.2 n.a. n.a.
stamp balance
Use store equipment without 33 45.2 17 239
making a purchase
Call the welfare office 5 6.8 8.5
Other 4 55 2.8

Note: * Percentages sum to more than 100 because respondents may use more than one means

of tracking their food stamp balance.

n.a. = not available.

Source: Post-implementation surveys of recipients.
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ShoppingPatterns

As shown in Exhibit 5-3, recipients’ shopping patterns were similar under the coupon and
EBT systems. Recipients reported using EBT and coupons in between two and three stores per
month, and spent most of their benefits in supermarkets. Recipients in New Mexico, however,
reported making significantly more food shopping trips under the EBT system than with
coupons. Recipients said they made 5 trips per month to shop with EBT compared to just under
4 trips with coupons. In Ramsey County, recipients reported 5.5 food shopping trips per month
under both systems.

In both sites, about one-quarter of recipients have other people do some of their food
shopping in each system (the differences in proportions are not statistically significant).
Households in which other people shop differ in two ways from households in which only the
respondent shops with coupons or EBT. .First, households in which others shop have more
household members, on average, than households in which only the respondent shops.> Second,
the racial/ethnic background of the household heads differs between the two groups. In New
Mexico, three of six Native American households interviewed let other household members shop
with EBT. In Ramsey County, households in which others shop with coupons or EBT were
more likely to be Asian and to speak a language other than English at home. While the number
interviewed in each group was small, the evidence suggests that households in which other
people shop differ from households in which only the recipient shops with food stamp coupons
or EBT.

! It is possible that recipients underestimate the number of times they shop, regardless of
whether they are using EBT or coupons, because they may forget to count trips to purchase just
a few items. EBT system transaction data from March 1992 show New Mexico recipients
averaged 8.4 transactions that month while Ramsey County recipients averaged 7.4 transactions
(recipients may make more than one transaction in a single shopping trip, however). Actual
transaction data are not available for the coupon systems.

? In the post-implementation survey in New Mexico, mean household size was 3.8 members
for households in which others shop compared to 2.5 for households in which only the recipient
shops with EBT. In Ramsey County, mean household size was 3.9 for households in which
others shop with EBS and 2.5 members for other households. These differences are statistically
significant at the S-percent level. Similar differences in household size between the two groups
in each site are seen in the baseline sample.
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COMPARISON OF SHOPPING PATTERNS WITH

COUPONS AND EBT CARDS

New Mexico Ramsey County
Coupon EBT Coupon EBS
Mean number of shopping trips
per month using food stamp 3.9 5.0+ 5.5 5.5
benefits
Mean number of stores in which
food stamp benefits are used per
month 2.2 2.6 2.4 2.3
Percent of recipients using most
of their benefits in:
Supermarkets 92.9% 98.6% 96.6% 94.4%
Smaller grocery stores 4.7 1.4 2.3 1.4
Convenience stores - 0.0 0.0 0.0 1.4
Other stores 2.4 0.0 1.4 1.4
Percent of recipients who let
someone else shop with their
food stamp benefits 23.5% 28.8% 26.4% 25.4%

Note: * EBT-coupon difference is statistically significant at the 5-percent level.

Source: Baseline and post-implementation surveys.
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Changes in Stores

.Three recipients (about 4 percent) in each site reported having to change where they do
most of their food shopping because their old store did not accept the EBT card. In New
Mexico, one respondent felt that changing stores had been a big problem because she had to
travel further to shop; she noted, however, that all stores now accept EBT. Another respondent
felt that changing stores was somewhat less convenient because she has to walk three blocks
further to shop. The third respondent said that switching stores was not a problem because there
are other stores in the area. In Ramsey County, one of the three recipients believed that
changing stores was a big problem because of the initial adjustment -- she could not find
anything in the new store. Another felt that traveling further to shop was a small problem. The
third respondent did not feel it was a problem because there were other stores nearby.

Changes in Shopper

Two recipients (3 percent) in Ramsey County reported that a different person in the
household does the food shopping with EBS. In one household, the recipient used to shop with
food stamp coupons and now an Authorized Representative shops with EBS. In the other
household, the recipient’s children used to shop with coupons and now only the recipient shops
with EBS. Neither of these recipients considered changing shoppers to be a problem with the
EBS system. None of the households in New Mexico changed who does the food shopping.

While most households did not change their primary food shopper, half of all recipients
feel that it easier to let someone else shop with coupons than with EBT. When asked if they
agree or disagree, 52 percent in New Mexico and 51 percent in Ramsey County agreed with the
statement, "It is easier to have someone else shop for you with coupons than with the EBT
card.” Thus, while the main shopper did not change in most households, recipients may send
other household members on small shopping trips less often with the EBT card than they would

have with coupons.

Remembering the PIN

The EBT systems in New Mexico and Ramsey County require a PIN to be entered in
order to complete a transaction; the purpose of the PIN is to prevent unauthorized persons from
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accessing the benefits using the card. The coupon system has no comparable requirement, and

some were concerned that recipients would have trouble remembering their PIN.

Few recipients in New Mexico and Ramsey County reported having difficulty
remembering the PIN: four recipients (5 percent) in New Mexico and five recipients (7 percent)
in Ramsey County report forgetting their PIN in the previous six months. In Ramsey County,
two of the five were elderly recipients, none of those who forgot their PIN in New Mexico were
elderly. Given the small sample size it is difficult to draw definite conclusions about subgroups;
nonetheless, the elderly may be more likely to have difficulty remembering the PIN than non-

elderly recipients.

In New Mexico, two of the four recipients forgot their PIN twice; one needed to get a
new PIN once, the other two times. In Ramsey County, only one of the recipients had to get
a new PIN after forgetting it. None of the recipients reported that forgetting their PIN is a "big"

problem.

Determining Which Checkout Lanes Ac EBT

If not all the checkout lanes in a store are equipped with POS terminals, a recipient has
to determine which lanes are equipped or may have to change lanes to use the EBT card. In
New Mexico, nearly all stores have a POS terminal in every checkout lane. However, some of
the large supermarkets do not let recipients use the EBT card in "express” checkout lanes. In
Ramsey County, all stores within the county have a terminal in every lane, although about 20
to 30 border stores outside the county have only some of their checkout lanes equipped with POS

terminals.

Despite the fact that most stores in both sites are fully equipped, recipients did report
some problems determnmng which lanes take EBT or having to change lanes in order to use the
card. In New Mexico, four recipients (5 percent) reported that they have had difficulty (at least
once) determining which checkout lanes accept the EBT card. Nine recipients (12 percent) had

to move to another checkout lane (at least once) because the lane they were in was not equipped
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with a POS terminal.' While stores display signs on the checkout lanes that accept EBT (along
with commercial credit and debit cards), some recipients had difficulty finding the right lanes.

In Ramsey County, nine recipients (13 percent) reported difficulty in knowing which
lanes are equipped with a terminal. Eight recipients (11 percent) also reported having to change
lanes because the lane did not have a terminal. The stores in border areas that do not have
terminals in each lane post signs with the red-and-white EBS logo at the checkout counters which
are equipped; nonetheless, some recipients went to the wrong lanes. '

Treatment by Store Employees

Most recipients feel that they are treated no differently than other food store customers.
In both New Mexico and Ramsey County, close to 80 percent or more in both the coupon and
EBT systems feel they are treated the same as other customers (see Exhibit 5-4). In New
Mexico, 13 percent feel they were treated worse than other customers in the coupon system
compared to 10 percent under the EBT system. In Ramsey County, about 20 percent of
recipients under both systems feel they are treated worse than other customers.

Summary

Overall, the EBT systems in New Mexico and Ramsey County are easy for recipients to
use. Most recipients track their food stamp balances, remember their PINs, and use their
benefits to buy food without difficulty. Nearly all recipients use their receipts to keep track of
their food stamp balances. Very few recipients report having to change their shopping patterns
(e.g., go to a different store or change who does most of the food shopping) because of EBT.
Most recipients feel they are treated no differently than other food store customers whether they
use coupons or the EBT card.

! Recipients were asked separately about incidents when they had to move to another
checkout lane because the equipment in the first lane was not working. These problems are
included in the count of incidents of system or equipment failure in the next section.
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Exhibit 5-4
RECIPIENTS’ PERCEPTIONS OF TREATMENT BY
FOOD STORE EMPLOYEES*
New Mexico Ramsey County
Coupon EBT Coupon EBS
(N=85) (N=73) N=87) (N=71)

Treatment of food stamp
recipients compared to non-food
stamp customers:

Better 1.2% 6.8% 1.1% 1.4%
About the same 85.9 82.2 79.3 78.9
Worse 12.9 9.6 19.5 19.7

Note: * Respondents were asked whether they think food store employees treat EBT
card/coupon users better, about the same, or worse than other customers who don't
use an EBT card/food stamp coupons to make food purchases.

Source: Baseline and post-implementation recipient surveys.
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Problems with the EBT System

Recipients may encounter a number of problems with the EBT system. Some problems
affect their ability to use their benefits; for example, forgetting the PIN or losing the card.
Other problems are an inconvenience, such as having trouble determining which checkout lanes
in a store are equipped with EBT terminals. The system itself may be down, or slow, affecting
recipients who are shopping. Other problems may affect the amount of benefits recipients
receive. For example, if a card is stolen, someone may use the benefits (if they know the PIN).
A cashier may inadvertently charge a recipient twice for the same groceries if he or she thinks
the transaction was not completed and sends the transaction a second time.

We asked recipients whether they had encountered any of a number of problems during
the six months preceding thé interview (or during the time they had an EBT card, if less than
six months). Exhibit 5-5 presents the frequency of problems reported by recipients in New
Mexico and Ramsey County. Some of these problems were discussed in the previous section
on shopping with EBT; we include them in the exhibit to obtain the total number of problems

encountered by recipients.

Many recipients reported that at least one type of problem occurred in the previous six
months. In New Mexico, 77 percent of recipients reported at least one type of problem. The
mean number of problem incidents reported over the time period was 3.5, or about 0.8 problems
per month in New Mexico. In Ramsey County, 69 percent of recipients reported at least one
problem. Recipients reported an average of 3.3 problems over the time period, or about 0.8
problems per month. In both sites, on average, recipients reported encountering a problem

nearly once a month.

In both sites the most frequently reported problems relate to system and equipment
failure: 44 percent of recipients in New Mexico and 31 percent in Ramsey County reported an
incident in which the system or equipment was not working in the previous six months. In
addition, 25 percent of recipients in New Mexico and 17 percent in Ramsey County reported
having done a backup transaction.! Most of these backup transactions were done, according to

! Recipients who reported that when the system or equipment was not working the store did
a backup transaction are counted as reporting a backup transaction rather than an incident of
system or equipment failure, to avoid double-counting.
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Exhibit 5-§
PROBLEMS ENCOUNTERED BY RECIPIENTS
USING THE EBT SYSTEMS®
New Mexico Ramsey County
(N=73) (N=T71)
Number Percent Number Percent

Reporting  Reporting
Problem Problem

Reporting  Reporting
Problem Problem

Problems with EBT system or card

System or equipment not working 32 43.8% 22 31.0%
Backup transaction 18 247 12 16.9
System slow 9 123 14 19.7
Benefits credited late 12 16.4 9 12.7
Wrong amount credited 10 13.7 4 5.6
Less in account than expected 1 1.4 2 2.8
EBT card damaged 7 9.6 3 4.2
EBT card lost 6 8.2 3 4.2
EBT card stolen 1 1.4 2 2.8
Problems shopping with EBT .

Difficulty tracking balance S 6.8 8 11.3
Unable to find out balance : 8 11.0 6 8.5
Had to change stores because store 5 6.8 3 4.2
not EBT-equipped

Changed who does food shopping 0 0.0 2 2.8
Forgot PIN 4 5.5 5 7.0
Difficulty knowing which checkout 4 55 9 12.7
lanes are EBT-equipped

Had to change lanes because lane not 9 12.3 8 11.3
EBT-equipped

Retailers’ errors

Charged for groceries not bought 0 0.0 2 2.8
Store deducted more than should have 3 4.1 1 1.4
Other problems 1.4 3 42
Those r ing no proble 17 233 22 31.0
Mean problem incidents reported per 35 33

respondent

Mean per respondent per month 0.8 0.8

Note: * Problems reported during six months prior to interview (or during the number of months the
respondent had an EBT card, if less than six months).

Source: Post-implementation surveys of recipients.
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recipients, because of system or equipment failure. In New Mexico, recipients reported an
average just under one incident of system or equipment failure over the time period, or an
average of about 0.20 incidents per month. In Ramsey County recipients reported an average
of 0.15 incidents of system or equipment failure per respondent per month.

When the system or equipment is not working, the store can process a backup
transaction, try to fix the equipment, use a terminal in another lane, or tell the recipient to pay
cash or come back later. Recipients have encountered all of these solutions. The most common
solution appears to be using a terminal in another lane. In New Mexico, 37 percent of recipients
reported using the terminal in another lane because the one in the lane they were in was not
working. Ten percent of recipients in New Mexico reported having to go to another store to
complete their shopping trip because the equipment was not working in the first store. In
Ramsey County, 21 percent switched checkout lanes because of equipment failure, and 10
percent reported going to another store.

Although most recipients believe that the EBT system is faster to use in the checkout lane
than coupons,' recipients have also experienced incidents in which the EBT system was working
more slowly than usual. In New Mexico, 12 percent of recipients reported experiencing siow
transactions, compared to 20 percent in Ramsey County. In both sites recipients reported that
cashiers keep trying the transaction when the system is slow. In New Mexico, one-third of the
recipients who experienced slowdowns report that slowdowns are a "big problem," but most of
the rest report that such silowdowns are not a problem. In Ramsey County, while 20 percent

experienced system slowdowns, none of these recipients felt it to be a "big" problem.

Recipients also reported incidents wherein benefits had been credited to their accounts
later than they expected. Some of these incidents may be due to changes in the issuance
schedule (or reflect misunderstanding of the schedule by recipients), but occasionally benefits
are posted late because of difficulties within the system. In New Mexico, 16 percent of
recipients reported receiving benefits later than expected, compared to 13 percent in Ramsey

! In New Mexico, 78 percent of recipients disagreed with the statement, "It is quicker to pay
for groceries with coupons than the card.” In Ramsey County, 65 percent disagreed. (See
Appendix H.)
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County. In both sites the number of incidents of late benefits ranged from one to three. The
mean number of days late in New Mexico was 6.7 days, and 5.0 days in Ramsey County.

It is possible for the wrong amount to be posted to a recipient’s EBT account due to
human or system error. Such errors occur fairly infrequently in New Mexico and Ramsey
County. Ten recipients (14 percent) in New Mexico reported having had the wrong amount of
benefits credited to their account at least once in the prior six months: eight had less credited
than they thought they were supposed to receive, and two had more credited than they
expected.! Most of these errors were corrected: only two cases where the recipient received
too few benefits were not fixed. Recipients reported that correcting the problem took about five
days on average. In Ramsey County, four recipients (6 percent) reported a lower benefit amount
than they thought they were supposed to receive, none received more than expected. Two of

these cases were corrected in an average of 1.5 days.

A few recipients also reported other problems with having fewer benefits in their food
stamp EBT accounts than they expected. In New Mexico, one recipient reported that at one
store her balance was $20 less than it should have been, but that when she went to another store
the balance was correct. In Ramsey County, two recipients reported problems with their EBS
accounts: they felt that the computer had "messed up,” resulting in fewer benefits than they
were entitled to. Despite these unexplained occurrences, problems with incorrect balances are
relatively infrequent in New Mexico and Ramsey County, and are usually corrected quickly

when they occur.

Recipients may also encounter difficulties with the card itself. If recipients’ EBT cards
are lost, stolen or damaged, they must get a replacement card in order to access their benefits.
In New Mexico, 8 percent of those surveyed reported lost cards, 1 percent reported stolen cards,
and 10 percent reported damaged cards. In Ramsey County, less than 5 percent of the recipients
reported problems with lost, stolen or damaged EBS cards. None of the recipients who reported
a stolen card in either site lost any food stamp benefits. One recipient in Ramsey County did
report losing about $700 in cash benefits when someone stole her card and used it.

! A recipient may think that the benefit amount is incorrect, when in fact the amount posted
is correct. The reported numbers (representing an error rate of about 2 percent per month)
reflect recipients’ perceptions of the accuracy of their benefit amount. In contrast, New Mexico
officials report an error rate of a "tiny fraction of 1 percent” in benefit amounts posted.
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Very few recipients report problems with errors made by food retailers. We asked
recipients about two possible types of retailer error: first, a cashier might enter the wrong
purchase amount on the key pad (the recipient is supposed to check the amount entered).
Second, a recipient may be charged for groceries not purchased. For example, there have been
problems with cashiers sending the same transaction twice because, even though the first
transaction is successful (and debits the recipient’s account), the terminal does not print a
message telling the cashier that the transaction was successful.! In New Mexico, three
recipients (4 percent) reported a store deducting more than it was supposed to, and none reported
incidents of being charged for groceries not purchased. The three recipients reported that the
errors ranged from $2 to $13.50 and that, in two cases, the error was corrected in one to two

days. None of the three recipients felt that the store error was a "big" problem.

In Ramsey County, two recipients (3 percent) reported being charged for groceries not
purchased in the previous six months. Both reported that the error was corrected, in one day
in one case but in a week in the other case. One recipient reported that a store deducted $14
more than it was supposed to from her account. The error was corrected within one day. The

three recipients felt that these errors were a small annoyance.

Recipients in Ramsey County also reported a few incidents of other types of problems.
One recipient claimed that the office gave her PIN number to someone else. Another felt that
it was a problem that the home delivery vendor must call in for approval for each EBS purchase.
Another recipient complained that she could not use the card in southern Minnesota.

Recipients’ Opinions About the EBT Systems

Despite having encountered some problems with the EBT systems, recipients in both sites
overwhelmingly prefer the EBT system to the coupon issuance system. A large majority in each
site also find it easier to shop with EBT than with coupons.

As shown in Exhibit 5-6, 89 percent of recipients in New Mexico prefer EBT, and only

3 percent prefer coupons (the remaining 8 percent had no preference). Similarly, 83 percent of

! Recipients may underreport errors in which the same transaction is sent twice by a cashier,
causing their accounts to be debited twice. A recipient would be unaware of the double debit
unless he or she is closely tracking the food stamp balance.

215



Table of Contents




Table of Contents

recipients in New Mexico felt shopping was easier with EBT, and only 3 percent felt it was

harder.

A large majority (76 percent) of recipients in Ramsey County prefer EBS. Nearly 20
percent, however, prefer coupons. Two-thirds of recipients in Ramsey County felt shopping is
easier with EBS while 14 percent said it is harder than shopping with coupons.

Recipients in both sites gave similar reasons for their preferences. Among recipients who
prefer EBT, 89 percent in New Mexico and 69 percent in Ramsey County felt that it was easier
and more convenient than coupons (see Exhibit 5-7). They also thought that EBT benefits are
safer, quicker to use, and less embarrassing. Those few recipients who prefer coupons do so
because coupons are accepted at more stores (e.g., outside the demonstration area), and because
they found ii easier to know how much of ‘their benefit they had left with coupons.

There has been some concern that certain subgroups of the recipient population might
have difficulty using the EBT system, for example, the elderly, those with handicaps, or those
whose primary language is not English. In New Mexico, only two recipients (3 percent)
preferred coupons to EBT, and neither of these were elderly or handicapped. One of the
recipients who preferred coupons spoke a language other than English at home, and found
shopping more difficult with EBT. None of the eight elderly recipients surveyed in New Mexico
found shopping more difficult with EBT. There is little evidence, therefore, that elderly,
handicapped, or non-English speaking recipients had greater difficulty using the EBT system in
New Mexico; in fact, they overwhelmingly preferred the EBT system to coupons.

In Ramsey County a large majority of recipients prefer EBS to coupons, but tﬁere is
somewhat more concern about the ability of certain subgroups to use the EBS system. Among
the 12 recipients (19 percent) who preferred coupons, one was elderly, two did not speak
English, and four were handicapped. Nonetheless, 64 percent of the handicapped recipients
surveyed and 89 percent of the.elderly interviewed preferred EBS over coupons. Only three
recipients did not speak English at home, and of these, two preferred coupons and one had no
preference. While the number interviewed in each subgroup is small, these findings suggest that
for a small number of recipients, particularly non-English speaking or handicapped persons, the
EBS system is more difficult or less convenient to use. The average number of EBS-related
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Exhibit 5-7
PERCENTAGE OF RESPONDENTS CITING SPECIFIC REASONS
FOR SYSTEM PREFERENCE

Reason for preference New Mexico Ramsey County
Prefer EBT (Number of respondents) (6Y)) 48)
Easier/more convenient 80.7% 68.7%
Safer/easier to replace card 22.8 31.3
Quicker 24.6 12.5
Less embarrassing 1.8 8.3
No trip to post office/welfare office 7.0 6.2
Easier to know balance 5.3 0.0
No change given 53 0.0
Don’t have to cash check 1.8 0.0
Other ' 0.0 4.2
Prefer coupon umber of respondents 2) (12)
Coupons accepted at more stores 50.0% 33.3%
Easier to know balance 50.0 333
Easier/more convenient 0.0 8.3
Other 0.0 25.0

Source: Respondents in the post-implementation surveys who have used both the coupon and
EBT systems.
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problems reported by recipients in these subgroups, however, was no higher than for other
recipients.

A number of organizations involved in social services in Ramsey County have expressed
concern over the EBS system. We interviewed social workers at several private, non-profit
organizations that provide services to low-income elderly and disabled clients. They were
particularly concerned about the ability of mentally disabled and elderly clients to attend and
understand training sessions, remember their PINs, and use the EBS system. They cited cases
of recipients who receive small benefit amounts who did not think it worth the effort to get the
EBS card and training. These organizations were particularly concerned about the mandatory
nature of the system and thought that a small percentage of the caseload should be exempted if
they were unable to cope with the system. In particular, they noted that not all clients know
someone they trust who can be an Authorized Representative and that an alternative mechanism

is needed for these cases.

Ramsey County CHSD has taken a number of steps to improve access to the EBS system
for clients who may have difficulty with the system. They conducted several EBS training
sessions on-site at high-rise apartment buildings where many elderly and disabled clients live.
Some training sessions were specially interpreted for deaf clients. Ramsey County’s earlier
experiences with the cash EBS system, in which many elderly, handicapped, and non-English
speaking clients successfully learned to use the system, helped to inform the training sessions
for food stamps. Finally, the County monitors cases that have had no withdrawals for 45 days,
and the caseworker investigates why the client is not using the benefits. While there are
legitimate concerns about certain subgroups of the population, the Ramsey County CHSD has
tried to be responsive to special needs of clients on the EBS system.

While similar concerns about the ability of some recipients to handle the EBT system
were expressed prior to system implementation in New Mexico, the general impression of social
workers and EBT staff is that elderly, homeless, and mentally handicapped recipients have
adjusted well to the new system. A number of features may help these groups use the EBT
system. For example, EBT trainers suggested strategies to mentally handicapped clients for
remembering the PIN, such as choosing a PIN that has an easy pattern to remember. Blind
recipients can use ATMs that have braille and can check their balances by telephone. Also,
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authorized- route vendors do paper (backup) EBT transactions for homebound elderly and other
customers. Based on both the recipient survey and the impressions of EBT staff in New
Mexico, recipients appear to have adjusted well to EBT, even those (such as the elderly or
mentally or physically handicapped recipients) who were expected to have more difficulty with

the system.

53 RECIPIENTsf TIME AND MONEY COSTS OF PARTICIPATION

Recipients incur some time and money costs when participating in the Food Stamp
Program, and these costs may differ across issuance systems. In this section we present
estimates of the costs of participation in the Food Stamp Program under the coupon and EBT
systems in New Mexico and Ramsey County. We divide these issuance-related costs into three

main components:
. the costs of obtaining benefits;
. the costs of dealing with problems with benefits; and,

. the costs of lost and delayed benefits.

We describe each of these cost components below, presenting first the cost estimates for
the coupon system in each site, and then the estimates for the EBT systems. We then discuss
the impact of EBT on each cost component. Finally, we present the total costs of participation
for recipients in each system and describe the impact of EBT on recipients’ participation costs

in each site.

Two important assumptions are made in the calculation of recipients’ participation costs.
First, we calculated recipients’ cost of participation in the Food Stamp Program without
accounting for costs that may be shared between programs. For example, if a recipient of food
stamp and AFDC benefits makes a trip to the welfare office to get a replacement EBT card, we
count the cost of this trip as a food stamp cost, even though the costs are also shared by the
AFDC program. This method is consistent with the baseline cost computations.! In Appendix

! Prior to the implementation of the EBT systems, issuance for the Food Stamp Program was
largely separate from issuance for cash assistance programs. However, it is possible that some
participation costs might have been shared across programs even in a coupon system. For
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G we present alternative cost estimates based on an assumption of shared costs for recipients
participating in more than one program on the EBT system.

Second, in order to compute the total cost of participation, we assign a dollar value to
the time recipients spend obtaining benefits and dealing with problems with their benefits. We
use $4.25 per hour, the federal minimum wage, as the value of an hour of recipients’ time.
While this figure undoubtedly underestimates the wages of some recipients who are employed,
recipients who work may not always incur lost wages when they go to the welfare office. The
alternative approach of using the average wage of all recipients (including those not employed)
assumes a zero opportunity cost of time for those who are not employed. Using the minimum
wage as the value of time, regardless of whether or not the recipient works, emphasizes that
recipients bear a non-zero opportunity cost for the time they spend on activities related to Food

Stamp Program participation.

Costs of Obtaining Benefits

The first cost component - the cost of obtaining benefits — includes the time and money
costs incurred by recipients to obtain their monthly food stamp benefits. Under any issuance
system, recipients must make an initial visit to the welfare office to apply for food stamp
benefits. We therefore do not include the cost of the initial visit in the cost calculations. Once
certified, recipients in a coupon mail system usually receive their monthly allotment of coupons
in the mail. Under the EBT system, recipients must travel to the welfare office to obtain an
EBT card and training. Once they have the EBT card, monthly benefits are posted to their
accounts. Below we detail the costs of obtaining benefits under the coupon mail issuance
systems and the EBT systems in New Mexico and Ramsey County.

example, a recipient might make a trip to the welfare office to get replacement coupons and, on
the same visit, deal with a problem with her AFDC benefits. No information on shared costs
was collected in the baseline survey, however, because of the focus on Food Stamp Program
participation costs. Thus, counting the full costs associated with the EBT system as food stamp
participation costs provides a consistent comparison with baseline participation costs in the
coupon system.
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Cou Maijl I System

In a coupon mail issuance system, recipients’ costs of obtaining benefits are likely to be
small. The coupons are usually delivered to the recipients’ address, so that the recipient incurs
no cost (although the recipient may need to be present to sign for coupons delivered by certified
mail).! Some recipients may pay for a post office box; we included this cost only for those
recipients who said that food stamps were the main reason for having the post office box. Also,
some recipients may be required to pick up their coupons at the local welfare office; for
example, if they have recently moved. We include the time and money costs of these trips to
pick up coupons as a cost of obtaining benefits. The costs of obtaining benefits in the coupon

issnance systems are shown in Exhibit 5-8.

New Mexico. Most recipients received their monthly allotment of coupons in the mail,
though about 14 percent had to make at least one trip in the prior six months to pick up coupons
at the office. Averaged over the entire sample, recipients spent less than 0.03 hours (2 minutes)
per month to pick up coupons at the office, and about the same in travel time to and from the
office. Total average time to obtain benefits was estimated to be 0.05 hours (3 minutes) per
month. Using the minimum wage, the cost of this time was $0.22 per month.

Recipients in New Mexico incurred an average of $0.18 in transportation costs per month
to pick up coupons instead of receiving them in the mail. They incurred another $0.16 in costs
for babysitters to watch dependents when they went to pick up coupons and for post office boxes
for coupons. The tdtal direct costs of obtaining benefits in New Mexico, therefore, were
estimated to be $0.33 per month. Summing the value of time and the direct costs, recipients’
average total costs of obtaining benefits were $0.55 per month in New Mexico.

Ramsey County. Recipients’ costs of obtaining benefits were similar in the coupon mail
issuance system in Ramsey County. About 21 percent of recipients had to make at least one trip
to pick up coupons in the prior six months. On a per month basis, recipients spent 0.03 hours
at the office and 0.04 hours in travel time to pick up coupons. Total time averaged 0.07 hours

! The time recipients spend waiting for mail delivery of coupons is not included because of
the difficulty of distinguishing between time spent just waiting and time spent doing other things
while waiting.
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COSTS OF OBTAINING BENEFITS UNDER THE
MAIL COUPON ISSUANCE SYSTEMS*

Exhibit 5-8
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New Mexico Ramsey County
(N=285) (N=87)
Time spent obtaining benefits
At the office (hours) 0.03 0.03
0.12) (0.10)
Travel time (hours) 0.03 0.04
(0.10) (0.15)
Total time (hours) 0.05 0.07
©0.21) (0.23)
Value of clients’ time® $0.22 $0.30
- (0.99) (0.98)
Direct costs
Transportation $0.18 $0.11
(0.90) (0.39)
Other $0.16 $0
(1.11) )
Total direct costs $0.33 $0.11
(1.85) (0.39)
Total costs of obtaining $0.55 $0.41
benefits® (2.68) (1.33)

Notes: * Costs are sample means. Standard deviations are in parentheses.

* Clients’ time is valued at $4.25 per hour (the federal minimum wage).

¢ Other costs include babysitter payments and the cost of a post office box if mail
delivery of food stamps is reported as the main reason for the box.

¢ Components may not sum to totals due to rounding.

Source: Baseline surveys of recipients.
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(4.2 minutes) per month, and the time cost of obtaining benefits was estimated to be $0.30 per

month.

Direct costs of obtaining benefits included an average of $0.11 in transportation costs;
no babysitting or post office box costs were incurred by sample respondents in Ramsey County.
The total average costs of obtaining benefits were $0.41 per month for recipients in Ramsey

County.

EBT Issuance System

Obtaining benefits is a very different process in an EBT system than in a coupon system.
Recipients must obtain a card and PIN in order to access their benefits. Once they have
received the card, in subsequent months they "obtain" their benefits by accessing them at a POS
terminal after the month’s benefits have been posted to recipients’ accounts. In order to
calculate the costs of obtaining benefits under the EBT system, we first compute the time and
money costs of obtaining the EBT card and being trained on how to use it. We then amortize
these costs over the length of the average food stamp spell by dividing the cost by 22 months.’
The costs of obtaining benefits in the EBT systeins are shown in Exhibit 5-9.

New Mexico. In New Mexico, recipients made an average of 1.5 trips to obtain their
EBT card and training, spending an average of 1.4 hours in doing so.> Amortized over the
average food stamp spell, recipients spent 0.09 hours (5.4 minutes) per month, valued at $0.40,
obtaining the EBT card and training.

Direct costs of obtaining benefits were primarily the travel costs incurred to attend the
training session. Direct costs on a per month basis were $0.20 in transportation costs and less
than $0.01 in babysitting costs. Summing time and direct costs, total costs of obtaining benefits
under the EBT system were $0.60 per month in New Mexico.

! The mean food stamp spell of 22 months is based on national data from Nancy R. Burstein,

Dynamics of the Food Stamp Program as Reported in the Survey of Income and Program

Participation, Cambridge, Massachusetts: Abt Associates Inc., June 1992.

? The estimate of time includes travel time and waiting time as well as time actually spent
in the training session, summed over all trips the recipient made to get the EBT card.
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Exhibit 5-9
COSTS OF OBTAINING BENEFITS UNDER
THE EBT SYSTEMS*
New Mexico Ramsey County
(N=T73) IN=71)
Time spent obtaining benefits
At the office (hours) 0.06 0.08
(0.06) (0.06)
Travel time (hours) 0.03 0.03
(0.03) (0.02)
Total time (hours) 0.09 0.11
(0.07) (0.06)
Value of clients’ time® $0.40 $0.46
(0.31) (0.25)
Direct costs
Transportation - $0.20 $0.29
0.22) (0.32)
Other* < $0.01 $0.03
0.02) (0.08)
Total direct costs $0.21 $0.32
(0.22) (0.34)
Total costs of obtaini nefi $0.60 $0.79
(0.40) (0.48)

Notes: * Costs are sample means. Standard deviations are in parentheses.
® Clients’ time is valued at $4.25 per hour (the federal minimum wage).
¢ Other costs include babysitter payments.
¢ Components may not sum to totals due to rounding.

Source: Post-implementation surveys of recipients.
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Ramsey County. Because the Ramsey County EBS system operated for cash assistance
recipients prior to the inclusion of food stamps, food stamp recipients who had been using the
EBS system for cash assistance were mailed information on how to use their EBS cards for food
stamp benefits, and they did not have to attend a training session unless they so chose. In the
absence of a pre-existing cash EBS system, however, all food stamp recipients would have had
to go to the office to obtain a card and training. Therefore, we count the cost of the trip to get
the EBS card as a fobd stamp participation cost, even if the recipient obtained the card before
the food stamp portion of the system was implemented.’

Ramsey County recipients made an average of 1.6 trips to obtain their EBS cards and
training. Recipients spent an average of about 1.7 hours in training and 0.7 hours (42 minutes)
travelling to and from training. Over the average food stamp spell, this works out to 0.11 hours
(6.6 minutes) per month, or $0.46 when valued at $4.25 per hour. Direct costs per month
include about $0.29 for transportation costs and $0.03 on babysitting costs. Total costs of
obtaining benefits in the Ramsey County EBS system sum to $0.79 per respondent per month.

Note that these cost estimates do not reflect the actual food stamp participation costs
incurred by recipients in the Ramsey County demonstration; we have assumed the cost of the
trip to get the EBS card to be a food stamp participation cost even if the recipient received the
card before food stamps were added to the EBS system. If we count the cost of obtaining the
card for food stamp benefits as zero for those who already had a card for the cash EBS system,
then the estimates of time and direct costs are about half the size of the estimates noted above.?
Averaging over all recipients, including zero costs for those who already had an EBS card,
recipients spent approximately 0.06 hours and $0.17 in direct costs per month obtaining benefits.
Summing time costs and direct costs, the total costs of obtaining benefits were $0.44 (instead

! A few respondents reported making no trips to get an EBS card and training. These
respondents may have received their EBS cards one or more years earlier for cash assistance,
and so do not remember the initial trip and training session. For these respondents we use the
mean number of trips reported by other respondents in order to calculate the cost of obtaining
the EBS card.

? The survey does not identify which respondents had the EBS card prior to the inclusion
of food stamps in the system. For the purpose of this calculation, we assume zero (food stamp)
costs of obtaining benefits for anyone who also received cash assistance benefits, except those
who reported that they received their EBS card in 1992,
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of $0.79).. Thus, the actual costs of obtaining benefits in the demonstration were very similar
to the costs of obtaining benefits in the coupon system. However, these figures do not reflect
the cost of participation in an on-going system, in which new participants must travel to the
office to obtain their card and training. As a result, in the total cost figures presented later in
the chapter, we include the cost of the trip to get the card even for those recipients who had
their EBS cards prior to the addition of food stamps to the EBS system.

EBT Impacts on th ini fi

The EBT systems changed the way recipients obtain their monthly food stamp benefits
in New Mexico and Ramsey County. Instead of receiving their food stamp coupons in the mail,
recipients now travel to the welfare office to obtain a card, and then each month benefits are
posted to their accounts. As seen in Exhibit 5-10, total time spent obtaining benefits under both
systems was very similar. The average time spent per month obtaining benefits in the EBT
systems in both sites was only 0.04 hours (2.4 minutes) more than in the coupon systems. This
difference is statistically significant only at the 10-percent level in New Mexico, and is not
statistically significant in Ramsey County.

In New Mexico, total costs of obtaining benefits are nearly the same in both the EBT and
coupon systems. Total costs of obtaining benefits in New Mexico were $0.60 in the EBT system
and $0.55 in the coupon system: this small difference of $0.05 per month is not statistically
significant.

In Ramsey County, in contrast, recipients’ costs of obtaining benefits were higher under
the EBS system than with the coupon mail issuance system. Direct costs of obtaining benefits
were $0.21 higher per month in the EBS system. Total costs of obtaining benefits in the
Ramsey County EBS system were $0.79 compared to $0.41 in the coupon mail issuance system:
the difference of $0.38 per month is statistically significant.

The impact of EBT on the cost of obtaining benefits differs between the two sites even
though both replaced a coupon mail issuance system. The costs of obtaining benefits in the New
Mexico coupon mail issuance system were higher than in Ramsey County, mainly due to higher
direct costs associated with trips to pick up coupons. Also, EBT participants in New Mexico
incurred lower costs and spent less time getting their EBT cards than their counterparts in
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Exhibit 5-10
IMPACTS ON RECIPIENTS’ COSTS OF
OBTAINING BENEFITS
New Mexico Ramsey County
EBT Coupon Difference EBT Coupon Difference
Time spent 0.09 0.05 0.04+ 0.11 0.07 0.04
obtaining benefits 0.0y (0.2 (0.06) (0.23)
(hours)
Direct costs of $0.21 $0.33 -$0.12 $0.32 $0.11 $0.21**
obtaining benefits 0.22) (1.85) (0.39) (0.39)
Total costs of $0.60 $0.55 $0.05 $0.79 $0.41 $0.38*
obtaining benefits 0.40) (2.68) (0.48) (1.33)
Notes: *=*x EBT-coupon difference is significant at the 1-percent level.

* EBT-coupon difference is significant at the S-percent level.
+ EBT-coupon difference is significant at the 10-percent level.
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Coupon Mail Issuance System

Food stamp coupons can be lost or stolen. If the coupons are lost and stolen in the mail
and are never received, the recipient can sometimes get them replaced.! Coupons can also be -
lost or stolen from a recipient after receipt, in which case the coupons usually are not replaced.
Recipients may also incur costs due to late delivery of coupons or due to receipt of fewer
coupons than expected. When picking up coupons, recipients may receive fewer coupons than
expected or they may find that they have to return if the coupons are not ready (e.g., if they
arrive prior to the day when they are allowed to pick up coupons). In addition, grocers may
intentionally or inadvertently overcharge recipients using food stamp coupons. The frequency
of problem incidents leading to lost and delayed benefits in the coupon systems is shown in
Appendix H. The opportunity costs associated with these problems in the coupon issuance
systems are shown in Exhibit 5-11 and are discussed below.

New Mexico. In New Mexico, recipients incurred average costs of $1.16 per month
because of coupons lost or stolen in the mail, $0.44 due to coupons lost after receipt, and $0.13
due to coupons stolen after receipt. While coupons lost or stolen in the mail are sometimes
replaced, leading to only a delay in benefits, losses due to coupons not replaced make up most
of these costs. In addition, recipients’ reports of grocer errors are estimated to add about $0.43
per month to participation costs in New Mexico. Recipients’ total costs due to lost and delayed
benefits in the coupon mail issuance system averaged $2.48 per month.

Ramsey County. The main problems leading to costs of lost and delayed benefits in
Ramsey County were also coupons being lost or stolen either in the mail or after receipt.
Coupons lost after receipt contributed the largest share of the costs of lost and delayed benefits,
$1.51 per month. Coupons stolen after receipt added another $0.33 per month, and coupons lost
in the mail (and not replaced) added $0.88 per month to recipients’ costs.

In Ramsey County, the other types of problems added less to recipients’ participation
costs than in New Mexico. In particular, grocers’ errors accounted for only $0.08 per month,

' The recipient usually must sign an affidavit in order to get coupons replaced. In addition,
the recipients’ coupons may not be replaced if the recipient has exceeded the number of
replacements allowed per period. In New Mexico, three of the six recipients reporting loss of
coupons in the mail got replacement coupons. In Ramsey County, five of seven recipients
reported that they received replacement coupons for the ones lost or stolen in the mail.
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Exhibit 5-11

OPPORTUNITY COSTS OF LOST OR
DELAYED BENEFITS IN THE MAIL

COUPON ISSUANCE SYSTEMS*
Ramsey
New Mexico County
Problem (N=85) N=87)
Mail delivery
Coupons late $0.05 $0.01
(0.15) (0.04)
Fewer benefits than supposed to get $0.10 $0.01
(0.71) (0.08)
Coupons lost or stolen in the mail $1.16 $0.88
(7.13) (3.68)
Coupons damaged in the mail $0 $0
) )
Coupon pickup
Fewer coupons than supposed to get $0.16 $0
: (1.36) (V)
Coupons not ready . $0.01 <$0.01
(0.05) (<0.01)
Other problems
Coupons stolen $0.13 $0.33
(1.18) (2.15)
Coupons lost $0.44 $1.51
4.09 (7.88)
Coupons damaged <$0.01 $0.01
(0.01) (0.09)
Grocers’ errors $0.43 $0.08
(2.13) (0.46)
Total opportunity costs $2.48 $2.83
(8.90) 9.07)

Note: * Numbers are sample means. Standard deviations are in parentheses.

Source: Baseline surveys of recipients.
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compared to $0.43 in New Mexico. Recipients’ total costs due to lost and delayed benefits in
the coupon mail issuance system averaged $2.83 in Ramsey County.

EBT Issuance System

The problems recipients encounter in an EBT system that can lead to lost or stolen
benefits are somewhat different than those in the coupon system. For example, while an EBT
card can be stolen, to access the benefits on the card the user must know the PIN. Also, if the
recipient reports the card as lost or stolen, the account is put on hold. The costs of lost or stolen
cards are computed as the opportunity cost of not being able to access one’s benefits for the
length of time it takes to replace a card (usually only one or two days), plus the loss of any
benefits that were stolen from the account. These costs are shown in Exhibit 5-12.

New Mexico. Most of the problems of lost and delayed benefits in the EBT system
added only a cent or two to recipients’ monthly participation costs. The one exception is
incidents in which recipients report receiving fewer benefits posted to their accounts than they
were supposed to receive. In New Mexico, this problem added $0.30 per month to participation
costs. It is possible, however, that recipients were not, in fact, entitled to the benefits they
thought they were supposed to receive.! If we assume that recipients were, in fact, not eligible
for the additional amount of benefits and exclude these costs, total opportunity costs would
average $0.05 per month (instead of $0.35).

Ramsey County. Opportunity costs of lost and delayed benefits are quite similar in the
Ramsey County EBS system to those experienced by New Mexico EBT participants. The largest
component was due to receiving less in benefits than expected; this added $0.34 per month to
recipients’ costs in Ramsey County. Benefits credited late and problems with having less than
expected in one’s account each amounted to about $0.02 per month. Total opportunity costs
were $0.39 in Ramsey County compared to $0.35 per month for New Mexico EBT participants.

! In the three cases in New Mexico in which the recipient reported receiving less than they
were supposed to receive, the recipients reported receiving $10, $50 and $73 too little. Only
the recipient who received $10 less did not try to get the problem fixed. None of these incidents
were corrected, however.
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Exhibit 5-12

OPPORTUNITY COSTS OF LOST OR DELAYED
BENEFITS IN THE EBT SYSTEMS*

New Mexico Ramsey County
(N=T73) (N=T71)
Benefits credited lafe $0.02 $0.02

(0.09) (0.06)

Benefits credited for less than $0.30 $0.34
supposed to get (1.72) (2.06)

EBT card stolen <$0.01 <$0.01
(<0.01) (0.01)

EBT card lost <$0.01 <$0.01
(0.01) (0.03)

EBT card damaged <$0.01 <$0.01
(0.0 (0.01)

Less in account than expected <$0.01 $0.02
(<0.01) (0.16)

Charged for groceries not $0 <$0.01
purchased ¢-) (<0.01)

Store deducted more than $0.02 <$0.01
supposed to from account (0.20) (<$0.01)

Tota) opportunity costs® $0.35 $0.39
(1.83) (2.22)

Notes: * Costs are sample means. Standard deviations are in parentheses.
* Components may not sum to total due to rounding.

Source: Post-implementation surveys of recipients.
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As in New Mexico, the problem of receiving less benefits than the recipient thought he
or she was supposed to get accounts for a large portion of recipients’ total opportunity costs.
If we assume the opportunity cost to be zero if the problem was not corrected (i.e., assume that
the recipient was not entitled to the benefits), total opportunity costs would be estimated to be
only about 4 cents per month. While we assume in the cost comparisons discussed later that
recipients did actually lose benefits, it is important to understand the impact of this assumption
on the cost estimates.‘

EBT1 ni f d ed Benefit

In both sites, recipients’ costs due to lost and delayed benefits decreased substantially
under the EBT systems. In New Mexico, total opportunity costs of lost and delayed benefits
were $2.48 per case month compared to $0.35 per case month in the EBT system. This
difference of $2.13, an 86-percent reduction, is statistically significant. In Ramsey County,
recipients’ opportunity costs also decreased 86 percent in the EBS system, from $2.83 per case
month in the coupon system to $0.39 in the EBS system. EBT clearly increases the security of
recipients’ benefits and decreases the costs to recipients of lost and delayed benefits.

In the EBT systems, the largest component of opportunity costs is due to the problem of
receiving fewer benefits than the recipient thought he or she was entitled to. A larger percentage
of recipients report receiving fewer benefits than they were supposed to receive under the EBT
~ systems than under the coupon systems. The estimates for both systems probably include some
cases in which the recipient inaccurately reported receiving too few benefits (i.e., the benefit
amount was correct). It may be that recipients in the EBT system are less aware of what the

correct benefit amount should be or what they actually receive.

Costs of Dealing with Problems

Recipients’ costs to deal with problems are calculated as the time and money costs of
trips and phone calls to the welfare office to try to correct problems. As discussed earlier,

recipients’ time is valued at the minimum wage, $4.25 per hour.
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Coupon Mail Issuance System

Recipients in a coupon mail issuance system may go to the welfare office to try to
remedy problems with their coupons. For example, they may go to report stolen coupons and
sign an affidavit or to get damaged coupons replaced. They may also call the welfare office to
ask questions, or try to resolve problems with coupons. We computed the time and money costs
of these trips and phone calls on a per month basis, as shown in Exhibit 5-13.

New Mexico. Recipients in the coupon mail issuance system in New Mexico reported
making an average of 0.10 trips per month to the welfare office to deal with problems with their
coupons. About 19 percent of recipients made at least one trip in the prior six months. On a
monthly basis, recipients averaged 0.06 hours (3.6 minutes) at the office and 0.05 hours (3
minutes) travelling to and from the office to deal with problems.

Recipients made an average of 0.20 phone calls per month to the welfare office because
of problems with coupons; 34 percent of recipients made at least one such phone call in six
months. On a monthly basis, recipients spent 0.02 hours (1.2 minutes) calling the office about
problems. In sum, recipients spent 0.13 hours (7.8 minutes) per month to deal with problems
with coupons. At $4.25 per hour, the value of this time was $0.56.

Recipients in New Mexico spent $0.31 per month on transportation costs to go to the
welfare office to deal with problems with coupons. None of the recipients reported
babysitting costs, so that total direct costs also were $0.31 per month. Summing direct and time
costs, the total costs of dealing with problems in the New Mexico coupon mail system were
$0.87 per month. '

Ramsey County. Recipients in Ramsey County reported making fewer trips and phone
calls to deal with problems than in New Mexico. About 14 percent of recipients made at least
one trip in the prior six months, and 29 percent made at least one phone call. Recipients
reported 0.03 trips per month and 0.13 phone calls per month to deal with problems. On a
monthly basis, recipients spent a total of 0.06 hours - 0.02 hours at the office, 0.03 hours
travelling, and 0.02 hours on the phone -- to deal with problems with coupons. Recipients’
direct costs for these trips were estimated to be $0.07 in transportation costs and $0.01 in
babysitter costs. Total costs of dealing with problems were $0.35 per respondent per month in
the coupon mail issuance system in Ramsey County.
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Exhibit 5-13

COSTS OF DEALING WITH PROBLEMS IN THE
MAIL COUPON ISSUANCE SYSTEMS*

New Mexico Ramsey County
(N=85) (N=87)
Time spent obtaining. benefits
At the office (hours) 0.06 0.02
(0.26) (0.06)
Travel time (hours) 0.05 0.03
(0.15) - (0.09)
Phone calls to office (hours) 0.02 0.02
<« (0.05) (0.05)
Total time (hours) 0.13 0.06
0.37) 0.17)
Value of clients’ time® $0.56 $0.27
(1.57) (0.71)
Direct costs
Transportation $0.31 $0.07
(1.42) (0.25)
Other . $0 $0.01
) (0.11)
Total direct costs $0.31 $0.08
(1.42) (0.29)
Total co f dealing with lem $0.87 $0.35
(2.73) (2.73)

Notes: * Costs are sample means. Standard deviations are in parentheses.

-4

Clients’ time is valued at $4.25 per hour (the federal minimum wage).
¢ Other costs include babysitter payments.

a

Components may not sum to totals due to rounding.

Source: Baseline surveys of recipients.
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Costs of ing with )|

While the types of problems are different in an EBT system than in a coupon system,
recipients also need to occasionally go to the welfare office or call to try to correct a problem.
The time and money costs of dealing with problems in the EBT systems are shown in Exhibit
5-14.

New Mexicg.  Recipients in New Mexico reported making an average of 0.03 trips per
month and 0.07 phoné calls per month to deal with problems with the EBT card or their food
stamp benefits. They spent, in total, an average of 0.09 hours (5.4 minutes) per month -- 0.05
hours at the office, 0.04 hours traveling to the office, and 0.01 hours calling the office. When
valued at $4.25, the time cost for dealing with problems was estimated at $0.39 per month.
Recipients incurred $0.10 in transportation costs and no babysitting costs. Total costs per month
of dealing with problems in the EBT system were $0.48.

Ramsey County. In Ramsey County, recipients reported making 0.05 trips per month
and 0.07 phone calls per month to deal with problems with their EBS cards or food stamp
benefits. They spent 0.06 hours at the office, 0.04 hours travelling, and 0.01 hours on the
phone dealing with pmbléms. The total time of 0.10 hours (6 minutes) is valued at $0.45 per

month.

Food stamp recipients in Ramsey County incurred higher direct costs than in New
Mexico, however. They spent $0.28 on transportation and $0.05 on babysitting fees per month
to make trips to the welfare office. Total costs were $0.78 per month to deal with problems in
the Ramsey County EBS system, 30 cents higher than in New Mexico.

EBT Im th f i

The impacts of EBT on recipients’ costs of dealing with problems are shown in Exhibit
5-15. In New Mexico, while recipients appear to have spent somewhat less in time and in direct
costs on dealing with problems in the EBT system, the differences are not statistically
significant. Recipients spent about $0.48 per month dealing with problems in the EBT system
compared to $0.87 per month dealing with problems in the coupon system, and the decrease of
$0.39 is not statistically significant.
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Exhibit 5-14
COSTS OF DEALING WITH PROBLEMS
IN THE EBT SYSTEMS*
New Mexico Ramsey County
N=73) (N=T71)
Time spent deali \;vi blem
At the office (hours) 0.05 0.06
(0.30) (0.31)
Travel time (hours) 0.04 0.04
(0.20) (0.16)
Phone calls to office (hours) 0.01 0.01
(0.02) (0.03)
Total time (hours) 0.09 0.10
(0.47) (0.48)
Value of clients’ time® $0.39 $0.45
2.01) (2.04)
Direct costs
Transportation $0.10 $0.28
(0.60) (1.88)
Other* $0 $0.05
) 0.31)
Total direct costs $0.10 $0.33
(0.60) (1.93)
Total of dealing with problems’ $0.48 $0.78
(2.27) (3.93)

Notes: * Costs are sample means. Standard deviations are in parentheses.

* Clients’ time is valued at $4.25 per hour (the federal minimum wage).

¢ Other costs include babysitter payments.

¢ Components may not sum to totals due to rounding.

Source: Post-implementation surveys of recipients.
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Exhibit 5-15
IMPACTS ON RECIPIENTS’ COSTS OF
DEALING WITH PROBLEMS
New Mexico Ramsey County
EBT Coupon Difference EBT Coupon Difference
Time spent dealing ) 0.09 0.13 -0.04 0.10 0.06 0.04
with problems (hours) (0.47) 0.37) (0.48) ©0.17)
Direct costs of dealing $0.10 $0.31 -$0.21 $0.33 $0.08 $0.25
with problems (0.60) (1.42) (1.93) (0.29)
Total costs of dealing $0.48 $0.87 -$0.39 $0.78 $0.35 $0.43
with problems 2.27) 2.73) (3.93) 2.73)

Note: None of the EBT-coupon differences in this exhibit are significant at the 10-percent level or

less.
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In Ramsey County, in contrast, recipients spent somewhat more time and money dealing
with problems in the EBS system than in the coupon system, though agam the differences are
not statistically significant. Total costs to deal with problems were $0.78 in the EBS system and
$0.35 in the coupon system. The increase of $0.43 is not significant.

Recipients’ costs of dealing with problems appear to be similar in the EBT and coupon
mail issuance systems. EBT did not significantly change this cost component for recipients in

either site.

Total Costs of Participation

As discussed in the preceding sections, EBT has lowered certain components of
participation costs and raised others. Below we discuss the impact of EBT on recipients’ total

participation costs in each site.

Exhibit 5-16 presents recipients’ total . - . ~f participation in the Food Stamp Program -
- summing the costs of obtaining benefits, opportunity costs of lost and delayed benefits, and the
costs of dealing with problems - under the EBT and coupon issuance systems in each site.
Total costs are broken down into total direct costs and total time costs. Total time spent
obtaining benefits and dealing with issuance-related problems is also shown in the exhibit.

New Mexico. Recipients in New Mexico clearly saved on direct costs in the EBT
system: direct costs were only $0.66 per case month in the EBT system compared to $3.12
under coupon mail issuance. This difference of $2.46, or nearly 80 percent, is statistically
significant. Nearly all of this savings was due to decreased opportunity costs of lost and delayed
benefits because of the elimination of loss and theft of coupons.

The EBT system had no impact on the value of time recipients spent to participate in the
Food Stamp Program in New Mexico. Recipients spent virtually the same total amount of time
(0.18 hours per month) obtaining benefits and dealing with problems under both systems. Thus,
summing time and direct costs, recipients’ costs decreased by $2.45 in the EBT system relative
to the coupon mail issuance system in New Mexico. This decrease of 63 percent is significant

at the 5-percent level.
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RECIPIENTS’ TOTAL COSTS OF PARTICIPATION®

New Mexico Ramsey County
EBT Coupon Difference EBT Coupon Difference

Total direct costs $0.66 $3.12 -$2.46** $1.04 $3.02 -$1.98+
(1.93) (9.43) (3.06) (9.17)

Total time costs $0.78  $0.77 $0.01 $0.91 $0.57 $0.34
2.22) (0.78) (2.09) (1.49)

Total costs $1.44 $3.89 -$2.45* $1.95 $3.59 -$1.64
(3.06) (10.08) (4.88) (9.48)

Total time spent

obtaining benefits and

fixing problems (hours) 0.18 0.18 0.00 0.21 0.13 0.08
0.52) (0.42) (0.49) (0.34)

Notes: * Numbers are sample means. Standard deviations in parentheses.

** EBT-coupon difference is significant at the 1-percent level.
*  EBT-coupon difference is significant at the 5-percent level.
+ EBT-coupon difference is significant at the 10-percent level.
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Ramsey County. The results suggest that recipients’ direct costs of participation may also
have decreased under EBS in Ramsey County. Total direct costs were $1.04 in the EBS system
and $3.02 in the coupon mail issuance system. The difference of $1.98 in direct costs is only
significant at the 10-percent level, however. While we cannot state that direct costs decreased
based on the standard 5-percent significance test, the results are suggestive that direct costs were
lower under the EBS system than under the coupon system. '

The EBS system did not significantly affect the amount of time spent by recipients to
obtain benefits or deal with issuance-related problems in Ramsey County. Recipients spent an
average of 0.21 hours per month under the EBS system compared to 0.13 hours under the
coupon system. The increase of 0.08 hours (or in time costs of $0.34) under EBS is not
statistically significant.

Recipients’ total participation costs were $1.95 under EBS compared to $3.59 under the
coupon system. The decrease of $1.64 is not statistically significant. (Recipients’ costs of
participation are highly variable so that the cost difference, while sizeable, is not statistically
significant given the sample sizes.) The results suggest, however, that recipients’ costs

decreased somewhat, but not as much as in New Mexico.

5.4 UNUSED BENEFITS

One concern with EBT systems is whether these systems make it more difficult for
recipients to use all of their benefits, especially after they have left the program or the- area.
Recipients may stop accessing their EBT benefits for a number of reasons, both while they are
still eligible for the program and after they leave the Food Stamp Program. For example, a
recipient may move from the area and not tell the welfare office. Recipients may choose to save
their benefits, or they may be ill or hospitalized and unable to go to the store to use them. Also,
some recipients who have become ineligible for the program may not realize that they are
allowed to use up the benefits issued when they were eligible.

According to new Food Stamp Program regulations, EBT recipient accounts that have
been inactive for three months can be removed from the system, though these benefits must be
stored off-line and restored if the recipient reapplies or asks for them. After one year the
benefits can be expunged and are lost to the client. Initially, New Mexico and Ramsey County
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did not move any food stamp benefits off-line or expunge them. As a result, a sizeable amount
of benefits accumulated in inactive, or dormant, accounts in both sites. New Mexico began
expunging benefits in September 1992. 1In both sites, if a recipient has not made any
transactions on the account for 45 days a notice is sent to the caseworker who then investigates

the situation.

In New Mexico, a dormant account is defined as one with no withdrawals for 45 days.
As of August 22, 1992, there were 7,520 dormant food stamp accounts containing $948,192 in
unused benefits: $369,878 was in 1,604 accounts that had no activity for over one year,
$556,347 was in 5,646 accounts that had no withdrawals in between 53 days and a year, and
$21,967 was in 270 accounts that had no withdrawals for between 45 and 53 days. Spread over
the entire caseload, the total amount of unused benefits in all dormant accounts is $3.30 per case
month.! Thus, unused benefits on a per case month basis are larger than the direct costs of
participating in the EBT system.

No comparable figure is currently available for the Ramsey County EBS system. The
Ramsey County policy is to remove from the system (or "age off™) recipients’ accounts after the
case has been closed for 60 days. Since the conversion to the Statewide MAXIS system, no
aging of benefits has been done on the EBS system.? In April 1992, Ramsey County
determined that approximately $100,000 in food stamp benefits was eligible to be aged off the
system. This works out to about $1 per case month. This figure excludes active cases in which
there have been no withdrawals, and so understates the size of dormant accounts relative to New

Mexico.

There are unused benefits in the coupon system -- coupons that never get redeemed --
that are somewhat analogous to the dormant accounts on the EBT systems. Coupons may get
lost, thrown out accidently, or destroyed in the washing machine. Unused coupons represent
lost benefits to recipients, like unused EBT benefits.

' The total number of food stamp case months on the EBT system between July 1990 and
August 1992 was approximately 287,229.

? The State needs to complete development work on the MAXIS system that will allow
communication between the eligibility system and the EBS system about closed cases.
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Unased benefits can be viewed as a cost of participation (unless the recipient is ineligible
or deliberately chooses to not spend the benefits). While the estimates of unused benefits in the
coupon and EBT systems are not strictly comparable, they suggest the possibility that the cost
of unused benefits is larger with EBT than coupons. On the other hand, the EBT system
provides an accounting of unused benefits that does not exist in the coupon system.

55 CONCLUSIONS

A large majority of recipients in both sites prefer EBT over coupons. Most recipients
find it easier to shop with EBT than with coupons, and few had difficulty remembering their PIN
or keeping track of their food stamp balances.

Recipients did encounter a fairly large number of incidents of EBT system or equipment
failure, however. Over 40 percent of recipients in New Mexico and 31 percent in Ramsey
County reported that at least one incident related to equipment or system malfunction occurred
in the six months prior to the survey. Recipients often were able to use their card in the
terminal in another checkout lane or sign for a backup transaction. However, 10 percent of
recipients in each site had to complete a shopping trip at another store in the prior six months.

Estimates of recipients’ total costs of participation in the EBT systems were lower in
both sites than for the coupon mail issuance systems. Only in New Mexico, however, was the
reduction statistically significant. New Mexico recipients’ monthly participation costs are 63

| percent lower under EBT than under the coupon system.

The EBT systems’ impacts on total participation costs arise from differing impacts on
participation cost components. The opportunity costs of lost and delayed benefits were 86
percent lower in both sites under EBT than in the coupon systems. This reduction was primarily
due to the increased security of benefits relative to the mail issuance system, in which recipients
incurred some losses of coupons' both in the mail and after receipt. The EBT impact on the
costs of dealing with problems was fairly small and not stafistically significant in either site.
Finally, while the New Mexico system had no statistically significant effect on the cost of
obtaining benefits (including the amortized cost of obtaining the EBT card and receiving
training), these costs nearly doubled in Ramsey County. The cross-site difference in effects is
due as much to differences in the cost of obtaining coupons (higher on New Mexico than in
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Ramsey County) as to differences in the cost of obtaining EBT benefits (higher in Ramsey
County than in New Mexico).

Comparison of Costs Across Sites

We next compare recipients’ EBT and coupon costs across sites. Such a comparison is
useful for two reasons. First, it may shed light on why costs differ (if they do) across sites
based on differences in system design or implementation. Second, we can speculate about the
impact of EBT on recipients in other sites, depending on the coupon issuance system to be
replaced. Below we first compare j)articipaﬁon costs in the EBT systems in New Mexico and
Ramsey County with the EBT participation costs in the demonstration in Reading, Pennsylvania.
We then compare participation costs in coupon issuance systems in four sites: New Mexico,
Ramsey County, Reading, and Washington State.!

Recipients’ Participation Costs in EBT Systems

Recipients’ costs of participation were quite similar in the New Mexico EBT and Ramsey
County EBS systems. Although recipients’ average monthly costs were higher in Ramsey
County, $1.95 compared to $1.44, the difference is not statistically significant. Both direct costs
and time costs were fairly similar in the two sites.

In order to make the cost estimates compa