
July 26, 2004 

Ms. Jennifer 
Secretary 

Board of of 

Federal System 
Street and Avenue, 

2055 1 

System N o .  I 

Dear Ms. 

Visa I very appreciates opportunity to comment 
of tlie Federal Reserve Board -‘Board”) to revise Part of its Policy 

System (“Proposed Policy 

Visa of Visa U.S.A. is a is the largest consumer 
payment in tlie with more 

than all tlie other payment cards combined. Visa plays a pivotal role in advancing 
payment products aiid initiatives for 

identity other fraud. for its fourteen 
J.S. and their of millions of 

Visa also considers itself leader addressing of its 
tlie identified in Proposed Policy Statement. 

Visa applauds the Federal Re for its worldwide 
global payment risk. Particularly in of  the 

i i-as ,pay systems, i t  is y i port t that tries around 
the world address system consistent fashion. to do so will result in 

international systems as the Visa and their 
and may the very payment risk that individual effort 

to  reduce. Visa urges Reserve to to through tlie 

’ Visa is financial institutions licensed to Visa 
in connection with systems. 



other multi-national organizations, and bilaterally with countries 
toward a global approach to payment system risk consistent with the Board’s Policy 
on Payments System 

Visa also strongly supports the to embodied in 
the Proposed Policy Statement. Visa views a flexible approach to be critical, as  Visa 

System of other payment systems subject to the Policy 
do into a “one size fits all” to rules can 

applied. Visa, for example, worked extensively with its Members to establish and 
a comprehensive framework of risk management policies and procedures that 

address. i n  tlie context the Visa System, legal and regulatory 
of Members. Visa views these risk control a s  central to its support of Visa 
and payment services it to its Members. 

OF THE 

Board requests on benefits of utilizing a bright line 
threshold for application of the Policy Statement based on a system’s daily 

gross value outweigh costs of using qualitative criteria if a quantitative 
is appropriate, if settling aggregate gross value billion on day during 

next period continues to be a reasonable 

Visa believes current $5  excludes Payments 
Policy several that be covered under the Policy 

Statement. Visa is concerned about system for two reasons. First, through so-
called “gateway Visa transactions to and receives 
transactions certain of these systems. As a result. as discussed below, systemic risk not 
properly managed by these systems could adversely Visa and its 
Second, Visa has incurred and continues to incur substantial expense in risk pursuant 
to Payments System Risk Policy Statement. It is competitively unfair to Visa its 
Members for other system that to not also 

I are a number ways that the current System Policy_ _  
could be revised to address tliese other payment First, as suggested 

by the Board in tlie Proposed Policy a qualitative threshold taking into account 
of transactions being effected relative to capital of settling 

participants other factors systemic risk apply 
Risk Policy Statement to payment systems that pose systemic risk the 

quantitative threshold. 

Second. Board to continue to quantitative threshold. 
threshold in of whether a specified percentage o r  number settling 
daily average net credit and/or debit positions the system exceed a 

capital surplus would appropriately correlate to systemic risk. 
advantages are two-fold. Iirst, a would be consistent with 
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approach Congress federal bank regulators utilize for limits, which 
of issues as systemic risk threshold. Congress tlie bank 

regulators have that a bank is permitted to any borrower to I S  percent of 
the capital surplus an basis, plus an 10 percent 

If’ tlie System Policy Statement restricts bank‘s a 
level is lower lending limits. it would be not only inconsistent the existing 
regulatory but  also be illogical consideriiig that payment systems 
multiple participants that share tlie risk considering tlie measures required 

those systems Policy Statement. Second. a tliresliold stated in would 
more closely reflect the potential that of one settling affect another 

i ci ant . 

in tlie the Board decides to retain tlie daily gross settlement 
value Visa suggests that tliresliold be decreased substantially. example to 

Visa recognizes tlie that payment not be 
by  tlie Payments System Risk Policy Statement’s requirements.’ I in light of 

payment the industry generally the growth i n  
electronic payment volume Board initially the $5 threshold in 
1 the exempted payment systems are by small systems they were 

decreasing daily gross settlement value threshold to 1 billion, Board would 
ensure that systems raise the risks identified i n  tlie Payments System Risk 
Policy Statement would be covered under Policy Statement. 

Regardless of the the Board adopts for o f  determining the 
payment systems to the Payments System Policy Statement, i t  is important that it be 
transparent systems are subject to I’olicy Statement. 

to know to the Policy Statement 
I payment system‘s compliance with Policy Statement evaluating 

to participate (or continue to participate) in a particular payment system. addition, it 
be apparent payment systems are subject to Payments System Risk Policy 

Statement if payment systems are to the requirement discussed below 
the cross-system resulting from systems with which inter­

or dependencies. 

FI IT F “

proposes to clarify the definition “system“ t o  fy three key 
characteristics of systems would or in to  an 

as a system purposes of the Payments System Risk Policy Statement. 
Visa suggests that be revised to clarify between 
general arid tlie three For is a payment system that meets tlie 



definition, but does not include each of the three characteristics covered under 
policy‘! it many or which of the characteristics the payment system 
encompasses‘? 

As discussed above, Visa agrees that flexibility risk-management for 
ti at settl systems covered the e t s te i icy c i 

critical. the systems would be covered tlie System 
it be impossible to 

systems. he cov 
the System Statement, including differences involving the of the 
participants. o f  the participants, transaction velocity, settlement credits and debits 

to participant capital and surplus. the size of transactions, tlie nature 
transactions processed and settled. how these systems each ri 

the average size traiisactioii is $5.1 
transaction is $3.5 average size 

For average size of a Visa transaction is approximately $60, while 

standard r 

average size a 
transaction varies from $70 to 

type I transaction; average size a transaction is 
system settles average a greater dollar value in ($1.4 

than the Visa system in one ($1 Risk 
for dollar retail Visa card transactions not sense for large dollar 

wholesale wire transfers, vice versa. 

Regarding tlie elements of a risk-management and the 
descriptions of each provided by the Board in the Proposed Statement. 

believes the detailed descriptions are helpful further the Board’s goal of providing flexibility 
in the principles. However, Visa ask Board to clarify 
the following two points i n  these 

First. states in footnote 20 that have inter-relationships 
o r  other systems, system operators should analyze whether and to 

cross-system arise who bears them. As indicated above, the Visa 
s receives sact i Me bers to be cI cared settI t other 

systems, which Visa s through to those other systems gateway 
arrangements with those other systems. Similarly. the Visa System Members 



receive to and through Visa 
other through these gateway 

to appropriately their risks 
System Policy could adversely Visa its 
failure of other to settle a day could result 

o r  a to receive for a sent to or that other system 
a gateway I n  way, the o f  other 

could gateway to the Visa System its Members. 

Visa believes is precisely type the envisions when it 
states footnote that system operators should whether to 
cross-system ri arise them. Visa is interpreting 20 
correctly. Visa requests that revise 20 to clarify that gateway 

type described above are included within scope of 20, order to 
basis for the risk of clear to and these other 

systems. 

as above. it transparent which payment are 
subject to Risk Policy if are to analyze the 

from other systems with they have inter-
1ati n ps or  d e i es. 

Second, Board states it will to how a system 
a sound it may be the to 

obtain system operators or to data or statistics system activity on an 
or ’’ urges to indicate in System 

that it will obtain whatever data it this regard systems 
to Federal (FFIEC) process 

FFIEC process. Visa believes that process is 
appropriate process Board should obtain it 
connection with Risk Policy. Visa services to Members 
that are regulated o r  supervised by all of regulatory agencies the any 

in connection the System Risk of Visa’s effo 
be of all of agencies. In  addition, a 

rily Visa. 
or other process addition to the FFIEC would be 

Visa strongly supports the of Core as 
standards for systemically systems. As indicated above. consistent 
t ban and t pay t em I at i o i i i i , i c i 

payment system costs will at i ent 
local country requirements at i i I t 
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y t s thereby i sr i ternat o a1 payment transact s an ternati o 1 bits i es
dealings. 

BIS Core Principles. Visa that 
additional guidance in the Payments System Policy Statement about that  
and not, systemically important systems. 

re i posed the I’ S t i 1i cy Stat o y i c
payment systems, it is important payment systems to certainty 

they are. o r  are not. payment 

Specifically, BIS Core Principles define what is a “systemically 
important payment system.” do not discuss is a systemically system. 
Visa that the Payments Policy Statement, to assist systems in 

whether or not are important. should characteristics 
pay systems that are sy e i . ex

small retail transactions large o f  institution participants such 
that each credit position in that is relative to its capital, 

is clocity o r  same-day turnover of Visa also recommends 
the Policy Statement specifically state those systems that do not the 

prescribed criteria a systemically important system are to the 
I’ i ci 1es. 

Visa the Board this opportunity to on the 
I’olicy Statement. Visa forward to in connection with the 

System Policy Statement as it relates to the Visa 
contact at 15) if you have any questions letter or  we 

considers the Policy 
t . 

and 
Assistant 


