NACHA

The Electronic Payments Assodation

June 30, 2015

Robert de V. Frierson

Secretary

Board of Governors of the Federall Reserve System
20" Street and Constitution Ave., NW
Washington, D.C. 20551

RE: Enhancemenmits to Federal Reserve Bank Same-Day ACH Service; Docket No. OP-1515
Dear M. Friesrson:

NACHA—The Electronic PaymentsASsoctasionfoatmbtdie undersigned Regional Payment Association members
(“RPAs") are pleased to provide comments to the Board of Gowvernors of the Federal Reserve System (“Board™)
on the proposed enhancements to the Fedetal Reserve Banks’ current, optional same-day ACH service. We
stcongly suppott the proposed enhancements, and the incorporation of NACHA"s recent amendment to the
NATEA 1 OperatinolBides anSaamelDay ACH iintottheResene ek (Qparaiing (Giadtar 4.

On May 18, 2015, following NACHAs own public comment period, the NACHA membetship approved an
amendment to the NAGHH. 1 Operatimgliidesthat jproditiesttarSSamel Day X CH.fddieoteuidy unanimous vote
demonstrates the private sector’s broad-based support for Same Day ACH, as the NACHA membership
collectively represents nearly 10,000 financial institutions of all types and sizes. The approwall of this rule also
demonstrates how the private sector can come together and suppokt innovation in a way that allows for
investment in new capabilities.

Same Day ACH is a near-term action that can be taken to modermnize the payments system and move payments
faster in the U.S. In order for Same Day ACH to become a teality, howevet, the rule needs to be implemented by
both the private-sector ACH Operator and the Fedetal Reserve Banks. Therefote, NACHA and the RPAs
stronglly suppott the Federal Reserve Banks’ proposal to adopt the enhanced same-day ACH setvice by
incorporating NACHAs rule amendment into Operating Circular 4, thereby providing a Seme Day ACH
capabiility from both the private-sector ACH Operator and the Fedetal Reserve Banks. Following, we provide
comment on both topics specifically requested by the Board; we note, however, that the two topics afc
inseparable.

NACHA manages the development, administration, and governance of the ACH Netwotk, the backbone for the electroniic movement
of money and data. The ACH Network serves as a safe, secure, reliable netwotk for direct consumer, business, and government payments,
and annuallly facilitates billions of payments such as Direct Deposit and Direct Payment. Utilized by all types of financial institutions, the
ACH Networtk is governed by the NAGEHAL- Operatigofdes: asedbisfainadc quitiishd euldesitapgid deisisomangeerent mid reeaate
certainty for all participants. As a not-for-profit association, NACHA represents neardy 10,000 financial institutions via 13 regional
payments associations and direct membership. Additional information on NACHA and the ACH Network is available at both

www,nacha.org and www electronicpayments.oig.endoffootnote.

See NACHA Membership Approves Same Day ACH at https: gyatbendoffootnote.
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The Federal Reserve’s experience with its existing, optiomal FedACH SameDay service provides clear and
convincing evidence that a faster payments capability needs to reach all financiial institutions in order to offer real
value to consumers and businesses that want to move their money faster, As an optional service, FedACH
SameDay has drawn only limited interest. Without assured access to all RDFI endpoints, originating depository
financial institutions (“ODIFIS”) are unable to offer the range of products and services that drive the value
proposition for Same Day ACH.

By contrast, the NACHA Same Day ACH rule enablles a networtk effect that enhances the value to ACH
originators by ensuring that ACH payments can reach all ACH endpoiints. An example of the value created by
such anetwotk effect is Direct Deposgiit, which provides value because employers and other payets (including the
Federal government) have certainty that they can deposit funds into the accounts of all employees and other
recipients, regardless of the financial institutions where they have their accounts. Similarly, a business that wants
to send payments faster will see value in adopting same-day ACH setvices only if the payments can reach
accounts at any receiving financial institutions on a same-day schedule; and a business that needs to feceive
payments faster cannot benefit if the sender does not have access to a same-day capability.

In the ACH Network, the coordination of approximanely 12,000 participating finanial institutions and two ACH
Operators that is required to generate a network effect is addressed through the NACHA rulemaking process.
The approval of an amendment to the NAGEIA. 4 OperatimgiRutestimoydh e NACHIA roltemdiingppreesss
provides for a defined point in time when all participating depositiory financial institutions and both ACH
Opetators adopt a change in practices ot functionality simultaneouslly, This process has worked successtully
inpumerable times over many decades to bring forth new ACH capabilities, such as check convetsion and
Internet-initiated ACH payments.

Through a Request for Comment on Same Day ACH faMAJEHIA sought feedback from the public on mandatory
participation in Same Day ACH by RDFls. The RFC feedback nearly unanimously supported the need for
ubiquity with Same Day ACH. Nimety-six percent of respondents to NACHA’s survey agreed that all RDFIs
should be required to receive Same Day ACH transactions.

NACHA agrees with the Board that “mandatory participation by RDFIs is critical to the success of a same-day
ACH sendee,” and strongly supports the Fedetal Reserve Banks propesal to adopt the mandatoy participation
by RDFIs in an enhanced same-day ACH service by incorporating NACHA’s rule amendment into Operating
Circular 4.

B. Interbank Fee

NACHA’s rule on Same Day ACH includes a methodollogy for a Same Day Entny fee. The fee would be paid
from the ODFI to the RDFI for each Same Day ACH transaction, and would be administered by the ACH
Operatons. Using the approved methodallogy, the calculated amount of the Same Day Entry fee is 5.2 cents per
Same Day ACH transaction.

NACHA and the RPAs stronglly support the Federal Reserve Banks’ proposal to adopt the Same Day Entrry fee
in an enhanced same-day ACH setvice by incorporating NACHA’s rule amendment into Operating Circular 4.

NACHA's puhilic Request for Comment was issued on December 8, 2014, and was open for comment through February 6, 2015.
Commem were speaﬁcally sohcnted from representanwa of varlous ACH user groups. A summary of responses is available at




As noted above, the Same Day Enmtiry fee is inseparable from mandatory participation by RDFils. The Same Day
Entny fee provides the rational business justification necessary for RDFIs to agree to: 1) make the up-front
investments to enable Same Day ACH; and 2) receive Same Day ACH transactions on an ongoing basis,
including the requirement for accelerated funds availability for Same Day ACH credits.

In fact, there is clear and convincing evidence that many RDFIs will refuse to participate in a same-day ACH
arrangement that does not include the Same Day Eniny' fee or a substantiallly similar business justification.

e Many RDFI members of NACHA, both large and small, voted against NACHA's previous proposal on
same-day ACH processing, in part due to their view that the proposal lacked a sufficient business
justification for RDFIs.

¢ RDFIs have not enrolled in the optional FedACH SameDay service in any significant numbers. The Federal
Reserve Banks' same-day fee discount to RDFIs of 0.25 cents per same-day transaction has been insufficient
to generate significant interest from RDFIs.

e RDFIs and their representatives responded positively to the inclusion of the Same Day Entry feein
NACHA’s public Request for Comment. At the request of the Federal Reserve staff, NACHA specifically
requested comment from RDFls on whether they would support adopting Same Day ACH without the
Same Day Entry fee — 57 percent of RDFI respondents answered that they would not. Even those RDEIs
(and their representatives) that were uncertain about supporting Same Day ACH said that the Same Day
Entry fee should be mandatory if the proposal moved forward.

e Most RDFI members of NACHA, both large and small, voted in favor of Same Day ACH that includes the
now-modiiied Same Day Entrry fee. In order to provide sufficient value to Oriiginators, this Same Day ACH
rule includes greater functionality than did NACHA’s previous proposall; but greater functiomellity imposes
gteater implementation and operational costs on RDFIs. The Same Day Emirty' fee is necessary to offset
those costs.

To the extent that up-front investment and ongoing operating costs are the only costs incurred by RDFIs, then
the Same Day Enmtrys fee as adopted in NACHA’s Same Day ACH tule equitably reappottions these costs
between ODFls and RDFIs. NACHA"s economic analysis of Same Day ACH, conducted by an external, expert
economiist, determined that the fee amount of 5.2 cents pet Same Day ACH transaction will provide, on average,
cost recovery for RDFIls for these two areas of costs over an 11.5-year period.footnote4.

The expert economiist also identified a third area of costs that woulld be incurred by RDFIs — dostregvemaethhat
would be experienced to the extent that payments migrated from existing payment methods to a new, Same Day
ACH method. Because the decision to use Same Day ACH will be made by ODIFlls and thei¢ Originators, RDFIs
will have no control over these decisions, and therefore will not be able to avoid incurring these opportunity
costs. Such oppesittutiityy costs are teal, and are a normal and standard patt of any business’ rationall decision-
making on whether to invest dollars in a new product, service, ot facility.

The Board’s Request for Comment specifically inquires onlly about the equitable apportionment of costs between ODFIs and RDFIs. It
is worth noting, however, that the flat per-transaction fee included in the rule also is equitable among RDFIs. As indicated in the text, the
Same Day Eniny fee was based on a detailed cost study, and is designed to compensate RDFIs based on average RDFI costs incurred in
supporting Same Day ACH. Some have argued that because some RDFIs have higher costs, the Same Day Entty Fee should be tiered to
more fully compensate them for their higher cost structure. Even if a tiered fee structure could be practicallly implemented and
administered by both ACH Operators, it would reward institutions with higher costs and therefore create a disincentive to reduce those
costs over time. While this does result in relative benefits to institutions that are better able to reduce costs, through volume-based
allocation of per transactions costs or otherwise, it also is consistent with other market and regulatory incentives to improve efficiency,
including the Federal Reserve's own volume-based fees endoffootnote.



Neventhelless, in response to the feedback received during the publlic comment period, the NACHA membership
has approved a final Same Day ACH rule in which oppontumiity costs have been excluded from the methodology
for calculating the Same Day Entry Fee.

The Federal Reserve Banks' adoption of Same Day ACH will have a significant positive longer-run effect on the
payments system. A ubiquitous Same Day ACH capability provided by both the private-sector ACH Operator
and the Federal Reserve Banks will generate substantiial public benefits, as well as private benefits for the
consumets, businesses and agencies that want the option to move money faster. NACHA agrees with the Board
that the public benefits would be limited if Seme Day ACH is not adopted by the Federal Reserve Banks, thereby
excluding a significant number of participating depository financial institutions from sending or receiving faster
ACH payments,

The Federal Reserve is to be commended for its proposal to support the rule on Same Day ACH that was
developed, refined, and approved by the private-sector. The final rule was shaped by ongoing dialogue with the
Federall Reserve, and includes a numbert of changes requested by the Federal Reserve. NACHA believes that the
final rule has addressed the comments made by the Federal Reserve, and it was approved by the NACHA
membetship in good faith and trust that the Federal Reserve will implement the rule as ACH Opetator and
administer the fee. NACHA cannot state stronglly enough our suppott for the Fedetal Reserve Banks’ proposal
to incorporate NACHA’s Same Day ACH rule into Operating Circular 4.

Same Day ACH is scheduled to become effective beginning September 23, 2016; in order to successfully
implement Same Day ACH by this date, financial institutions need as much advance notice as possible from the
Federal Reserve that it is adopting the rule on Same Day ACH. NACHA and the RPAs look forward to soon
teceiving this confirmation from the Fedetal Reserve so that Same Day ACH can become a reality.

If you have any questions regarding our comments, please call Michael Herd of NACHA at (703) 561-1100.

Sincerely,
NACHA — The Electronic Payments Association The Clearing House Payments Association
/sl Is/
Michael L. Herd Timothy Mills, AAP
Senior Managing Directot, Vice President, Executive Director
ACH Network Rules & Enforcement tim.mills@theclearinghouse.org
mherd@macha.org
EastPay, Inc. EPCOR
/sl
Nomman K. Robinson, AAP, CTP Ann-Marie Bartels, AAP
President & Chief Executive Officer Executive Officer Chief

nrobinson@esastpe.org ann-marieb@epcot.org



MACHA - The Mid-Atlantic Payments Association

Robext Dael
President & Chief Executive Offficer

tdael@macha.ortg

= The Payments Authonity, Inc.

Amy L. Smith, AAP, CAE
President & Chief Executive Offficer

asmith@thepay mentsautthortiy:.ong

SHAZAM, Inc.
s/
Kevin ). Christensen, CISA, CRISC
Vice President, Audit
kchrist@shazam.net

SWACHA —TieeHitectronicHagymentsRResoucce
I
Laura Steele, AAP
President & Chief Executiive Offficer

laura.steel e@swaeha.okg

WACHA — ThePremier Payments Resource
/sl
Mary M. Gilmeister, AAP, NCP
President

S———

NEACH
/s/
Linda O'Hara
President & Chief Executive Offficer
lohara@neach.o

/s PaymentsFirst, Inc.

Peggy Gachesa, AAP
Chief Executive Officer

pgachesa(@pay mentsfirst.org

/s Southern Financial Exchange

Linda M. Bradfield, AAP
President & Chief Executive Offficer

Ibradfield@sfe org

Upper Midwest ACH Association
/sl
Ered Laing, I, AAB, CCM, NCP
President

fredl@umacha.org
/s Western Payments Alliance
William J. Schoch

President & Chief Executive Offfficer
wschoch@wesipeyy. orgr



