Capital One Financial Corporation
LG&D Capital Qe Dnive
McLean Viginia22 102

Ms. Jennifer J. Johnson, Secretary

Board of Governors of the Federal Reserve System
20" Street and ConstitutionseaudNorthwest
Washingtom, DC 20551

Re:  Regulation II interim final rule on adjustments to debit imterchange
transaction fees for fraud-prevention costs
(Docket\NiberR-1404 and RINNNber7100 AD 63)

Dear Sir or Madam:;

Capital One Financial Corporationfo(ioeital One”) is pleased to submit comments to the
FededpRelsered-Baacid| CBparatiohdnie aitalonfinadyud e foarseial hgldidigisomparty tehdsebit
interchbsigiatiesnamitiondeds CapifehQiepitveiatio Caprtk@HéBenk iU N). A T Bitzsitrbillion in
Rule geposittsind $$908 Hiblicecii tutad asaeifusttstandiod dsadiitite 305 201drdheatgedtarsshict idol e,
if theVgiciaifepittOrtantfesa-prestspptivenred finantiahpsodubtasdsprvitadio comsumers, small
preschiptiesseggnobachmeiojeadiéntsh€ahitarineRn1A, bastdpplisimdiedy 11800 wanttalocatinns primarily
shoulid HevadjadteNenpiewseys Texbettauisithes thaeyland, disyinifahd tie PistintibGdwikizobdrortune
stiflidgdenopatio CapithiPog teadesionlthe INepoYianitSioel. Exchange under the symbol "C O F* and is

included in the S&P 100 index. end of foot note
Capital Onc has participated in the di#@ngaf@nd"Stiemgiesadpjostsothét pusitioasts to the
expeestadene the ot ¢ diiBnend :toer ifdadtbyithdidemerleagoBantkiops AAlsotiativn,tohdebit
Qleacimgn botrse #essowiatéen, ftltef Godspmee Bank es 1 ssdoiation, RlibeCrédotridieibon
NatioitafedsBegi4téis thdyRiha0di)] SeroidestRatandtable, the Independent Community
Bankers of America, the National Association of Federal Credit Unions, thEn¥idggzém
Rule permits an issuer to receive an adjustment of 1cent to its interchange transaction fee
if the issuer meets certain non-prescriptive requirements.Footnote3

Interim Rule, 12 C.F.R. § 235.4(b). end of foot note

We support the non-

prescriptive approach adopted in the Interim Rule, but believe that the 1 cent amount
should be adjusted upwards to better reflect the true costs of fraud prevention and avoid
stifling innovation and progress in this important area.
Capital One has participated in the drafting of and strongly supports the positions
expressed in the joint comment letter filed by the American Bankers Association, the
Clearing House Association, the Consumer Bankers Association, the Credit Union
National Association, the Financial Services Roundtable, the Independent Community
Bankers of America, the National Association of Federal Credit Unions, the Midsize


http://www.capitalone.com

Bank Coalition of America, and the National Bankers Association (“Association Letter").
Givenadee2significance of this topic, however, we thought it important to submit our own
Bttem the significance of this topic, however, we thought it important to submit our own
letter.

Fraud Prevention Benefits Consumers, Merchamis, Banks, and Society.

As we noted in our February 22, 2011 commemnt letter on the Federal Reserve’s proposed
rule for the general regulation of debit card interchange fees (“Proposed Rule®),fodebit4
card®abit SardllntelgrayipedieenaadlRoiting, 5t hetb Regrliin2 (prandsthddec828) i20it0). leret ohéerdt note
locations that accept debit cards in the United States. debit
cards are a valued payment mechanism both for consumers and those 8 million merchant
Theabiomsfitsaofidetnt crei ttizarsactiotie due ited Stetes, FncihndeéAg5Fed. Reg.at81723.
The BBHEifOUMBEDIt card transactions are numerous, including:
o ubiquity of acceptance;
® ease, safety and security of consumer access to deposit accounts, freeiing
consumers from the risk and inconvenience of carrying cash;
& fraud protection under clear rules for both consumers and merchants;
increased speed at checkout;
& facilitation of internet and telephone transactions; and
o availability of an inexpensive and effective payment mechanism for consumers
wheo do not qualify for or wish to use credit cards,

Effective fraud prevention is critical to enabling many of these importamt benefits. Debit
card fraud harms all participants in the debit card paymemnt system. Even with limited
liability under network rules and Regulation E fodtbitéSeel fafdIgzans.consumers, since
they and oédontedt¢o spend valuable time obtaining refunds for fraudulent charges and
handling card re-issuances after fraud incidents. debdtctemtswlsd hee moocsn effnbesassece
they bearespuive diabidityntd v filand ko sses thbvaighnth e afungze backr pudadsst Cardertandrks
anddlieglebitl ceard smdduistry giirerfaydaindidentied Byedebincnual shraard toctise extehethate
fraydbeanseswoinhiléns torlfaveddsssemtidenge hdlehdedibeakdmystean atddse etherks
forhibofipaimert indistryfodebitbardse Fanaldy, fyaddiacdre o e eothaveytdor that
Onuach caach evi 0o sietveos ke toafientbtheionfadien e dpettideitl £drdir) ssenv taagpwressivbby
poeventéd bynissueis, lirined debworkdmaik ihally afgeeatenclimeccofisnocessay for
organized crime networks to fund their various operations. If fraud is not aggressively
ArevhotBobdyl issegni zesnhass wiy ksgmidjcaay eos greatiiecissnee dnkscfessraud

pe ventEoa dostsoghictsptovieareahignifibetli cosisuindhe dnsbiaiebehkatfor 1ra2009 alone,
tyaverst ibsoebeth appiox imevdte $830edamiHibic om sienersfeaddniessoanéddtecnoteiebit card
txansﬂ@ﬁ&?@rd s Boud eRepIOqE A CAREINA ERd Y Y dadavtBednien Deak reparisgl IR IRsseevRIE

borne by issuers rather than merchants, and that the fraud losses borne by cardholders are negligible. 75
Fed. Reg. at 8 1 7 4 1. end of foot note

In 2009 alone,
issuers absorbed approximately $830.8 million in actual fraud losses related to debit card
transactions.Footnote8endoffootnote

Losses for issuers and merchants alike were also reduced by the substantial



investments that issuers made to deter fraudulent transactions from occurring in the first
place.Page3.

The Interim Rule Appropniately Adopts a Flexible, Non-Preseriiptive Approach for
the Fraud Prevention Adjustment.

Section 920(a)(5) of the Durbin Amendment authorizes the Board to adjust the general
permiitted interchange fee so that issuers may recover their fraud preventiom costs. We
believe that the Interim Rule correctly requires issuers who wish to receive a fraud
prevention adjustment to meet flexible, non-prescriptive fraud prevemtion standards. This
approach is consistemt with the Board's technology-meuthall approach taken in other
contextsfoatmdte® more readily administered and enforced than a technology-specific
appr@eehe. dn iattdiesion thee wjtpisadaal dseued hyl ths Ruard artd dthe i federal daniing agnaies to
progiimnléasetisegitmn H0¢ () tfitbeaGdsvojieadiBldeywadtdatbli bt oo potetices and provides
both the Bwaidsama issteadi kyitld thie it | tydte midapt dvitlaclzatggniol egyhsimdogys as
gl eecohairpes ditifvandrectppitieschnall toolsnéqoiesissuer to tailor its fraud prevention
program based upon the nature and scope of its actual debit card practices and provides
B thieh BBanat deangiizesy a wachitbboflgxspdiificaappaphohiis phoablpandti ddstumisgit would
valbaissherny es imdeavihaesiviti exlandtéehhoiogées and therefore put the Board in the
positioB ofichoemiggindnineits amablosrspatofig firnid e viertiohlerohtibesause it would
besiserdsad ehisdivast dxpbrimstd wath etetsic fomtb fileatbatroted 67 StdteReatdE2fy the most
effecenccofitned netevention techniques. We also note that regulatory reviews of emerging
fraud defenses, in order to obtain the designation reqaicedhfoe teimbuirsemetanstderthe
Resdtileniof ¢howsinki wiawetlseand plessisneationgoft podeptémén téatuteohdiefeases and,
{heveforw)dodltedisaxhenienge batkslahtt corsifinaens algkeesTiligtooeient]fivelyetonbst
séffaiefediingdagreyphiseicarsh pipetraldis olf frandewoat dewdeitveadedirseswadraingrotng
theueclatensgied noobéeddplohtal miidevdesildniaaied ar bpait edafe bt eirRumsemeitig uhdat.
Regulation II, would slow the implementation of potentially salutary defenses and,
Teeeliotei epRigl ¢l eladvapseo priveteky appliendienatpustiient tlmdaneaesalidbbhlyded be
tediisaetponis) aeg Aebddstifaaedhearbeitrdarmeflisadu dWe it igdsi vgieévaide th@rning of
Asstreianion Jiesdp el idenkeysa 6N thivdgttelans pareirtisiariva dr ponbelieng th Tssuers
JsulatpeieRi e dse qanerbrireslooapngie taldhas Hestmeniseneevei icathdabidacrst
irrBRRisoherr ogRedde SRSt eieathcatiASaB RS hashe tMORIST KRGl w2 BIRE, Waithdbeurrently be
Aseadtieleplibies aifisitierin QARICIFOHS: AnBaRiawasoMe-9R e PRERI IS ChouSEs
R0R U age BpEaPIINDE AigSad tRsh S0 FIAAHKAAMEARPENRAPS b3 tUNA SeFtaITt PUEnRBIPapR:

e HIRslelreronibe ser faifs uAtidRIRatiansasthd 8 eIbEs notugp aaiPliNel gam A st inkbxvee
PeRdd TRystele P i a2 B H HORRAG nitho vt TRIHARE i fa s tilen® &if fiad Gakd 09 ifse
0eFtAPARERO 2R iTANFREHEAS WIINALY i1 A1deRREARS BRASN1IOf @ eiimiARF WidAlTtkes
FEHAARISRT Lt SA8 ROREDi Y TR rdrbiCearde tod fofigeasnaltanRa ivel 6! Yd9 éRgithple, IPIer
{FatSalershs r&NANY EAGINALIE 1AL A8 AT ABS 1 SPsMIGHHE thidd srRFHRNA L DN thaR ichdandse

certain authorization methods will not influence the behavior of a criminal who makes
fraudulent transactions with the debit card. As long as alternatives to, for example, PIN
transactions remain available to fraudsters, fraudsters will take advantage of that means.
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Although we generally support the concepts in the Interim Rule, it should be amended in
finall form to take into accounmt the full costs of fraud prevention. The L cent amount in
the Interim Rule docs not reflect the true costs of fraud prevention and risks stifling
innovation in fraud prevention over time.

As an initial matter, the Board derived the fraud preventlon adjustment from the median
amount spent by surveyed issuers on fraud prevention," which means that half the issuers
surveyed spend more than 1 cent per transaction on fraud prevention (excluding
monitoring) and would not be reimbursed for their costs under the Interim Rule. The
Board made tif flindings to suggest that spending more than L cent per transaction 0ii
fraud preventiom is unreasonable. Any cap should therefore be placed at a higher level
than median costs (i.e., at the 80fogtentelitih-behiReY, 4 34183 angrffdeinptertion of issuers
to be reimbursed for their fraud preecreivilecdsve Bndotp enmcisiaage ateosedstilenwothassiears]
to hecrebsd thetd |éoelufiiifvesthprtzention costs and to encourage those below that level
to increase their level of investment.Footnote12
The luserinth&a(lth plersempibe af dstuenaokizivoalst bassosiieotiwith iih@ xppspsohdized by thesBaareiwhen
inquiditsroonioe thege fierakhldlein inderpetege itel aratelbédnRagt atgAdadefid)afekmtmdting and
deeclofsitigmidwdadhaclogiessainlaxnathdel s oft frasad piatedntith. (Resppadiipddacastsnteer
inquiries pofmnihg §tandngepoion forenicdhefitag didadtandi vty el pieveassafiehid bynd
sempopgnhe eviniéaaofegiecanthiiteihg ésof fratidep frradti dmddReds Regibaitm &Eistomer
ackuisieicttpel ¢he implartangepofidatdhotdevardugricsud frhdhprebynpionentd fhkawisy,
stepatol ahel dérdlngimbintniscesventiting eanatitie fittad dndnideed tiBeloiwl atigliifg fraud
pesventiefdes ¢bmisimatéensions. cAiholdel hoqwilli eesenfehy degtsyant pilbootfmtaigw
techndidbsBenddsipstomis, Wil uidtion & ¢lip\Hdesdopteeteabrs ke oaldtplderisd inhiliphtos fiaedilosses
from rdlateddsethectria f61ha eardhaddenfadstitereponpiglassddiit carlattoptivdenthaheeperer#lg., 12 C.F.R.
goal 8203peAtbhteng dffadk note

Likewise,
Iessdirduntisedevipon TRNBdaedseotinhd @ ¢utibgtingt férundRrtafateilieahtirimaldag thigud
Plexersing FovebMrans RecAdo s prdliidgate palcd tiasewhile tesissistehpilath fhe seMute,
adidohpdyiedds pistRomsty dbnd thmeis lamdetiad eRisH ki@l knarkkaptecan d-iavid ipraddheibn is
Araymhaic Serdh W fraddasoipners hoiaenilLesdhat. a1eieB At sndotgnarisal
neaesefiligendingcigididand technologies to protect themselves, merchants, and
dolssiipembent fiaad AaguBRath bt a PR 5y iRavkary ant e tiiesnsisiéier wittethégoal
EFefirRHEVatRE ARNSERLIARGSIOREAMISRIS I UiRA - dal aMBIA 10 DSIRE Metd IBrEB e AR,
AYO b Yad utc Ryl dajuseraens tenelst 68 doiesdeth tcardnheskesalge st Ty tnREAMATSEP And
préyprassic Thddiferim JRuieaedsehamessacRREsMBaitise ffre 6HIE IR AN ThAR THHRIAYSEY
{PAUeSACH 01 Yo s Tidied I8 Pedh it HH A S PUEHFY, LRRS phet e MRARRR Y 8sedPoing

consumers. A fraud adjustment price cap is by its very nature inconsistent with the goal
of an innovative and secure payment system. Careful attention must therefore be given
not to set the fraud adjustment level too low so that it unnecessarily stifles innovation and
progress. The Interim Rule constitutes a factor against investing more than 1cent per
transaction for fraud prevention, and, consequently, risks greater fraud losses going




forward.Paghg. | cent cap also acts as a disincentive for issuers to develop and apply new
technologitsetliat estjuare signdicant costsinpérantebid hmsedisetpatentialpfan svdystayt redw
lecigrtduyi esdnati oasuime1wygd ifsses,dostauge therd it ha\gusaratete thither Bodsdawiid |
lateg-temisa ¢hacdpustineirbadbanst orjrean st ciwrpeissati gu foarpast tepeneiBaesd Wideed,
1fitavel pre veataopusostsnt sevshanply;, pesueits seitipeos actmupamasnecprhditoves] dertepdr
ifdinsactime fou tilve tvooty enset ther phriddsbeforgithe Bamch oprahycnaoneny surveylofeissper
tastsaghich pdtenithal kyvvey esers tilneefprnib provémtecmh euBoanrtt to adootmb foavtlsumeneadeidbsuer
costs.and potentially revises the fraud prevention amount to account for the increased
costs.

Accordingly, we urge the Board to revise upwards the 1 cent amoumt to ensure that it
covers all reasonable costs that issuers incur for fraud prevention and rewards issuers for
investing in new technologies and methods of combating fraud.

Capital One appreciates the opportunity to comment on the Board’s Interim Rule. If you
would like to discuss our commenits, please call me at 703-720- h09}, car (Carctheoes Daniss,
Associate General Counsel, Regulatory, at 703-720-2253.

Sincerely, signed



