











directory service has been identified as a key attribute of next generation payment systems.
While reliance on routing and account numbers for payment will be relevant and necessary for
some time to come, an opportunity exists to improve the security of next generation payments
by utilizing non-sensitive information (e.g., email or mobile number) in connection with routing
faster payments. The ability to use non-sensitive information in a routing directory is truly an
opportunity for payment system improvement. Such directories have been successfully
developed in other countries (e.g., Australia) in connection with their faster payments solutions.

2. How should such a database be provided to best facilitate nationwide adoption?

One of the recommendations that came out of the Faster Payments Task force was to create a
work group to recommend an appropriate design for an interoperable directory. The Directory
Work Group (DWG), made up of various participants from a wide range of industry perspectives,
completed their directory “blueprint” after months of deliberation. Network effects come into
play for a directory because it becomes more useful as it is adopted by more participants. The
Reserve Banks are encouraged to facilitate development of a safe and reliable directory
consistent with the design principles established by the DWG in connection with the
development of an RTGS to enable nationwide adoption of faster payments.

3. Who should provide this directory service?

The incentive structure for industry participants is such that they are motivated to keep control
of any directory they may develop and, while they could offer interoperability, connection may
come at a steep price. By contrast, the Federal Reserve is motivated to provide equitable service
to financial institutions and other participants and is better able to facilitate interoperability than
an industry participant. Furthermore, if the Federal Reserve undertakes the development of
RTGS (and other tools), building a directory service into the design of the system would likely be
more time- and cost-effective than relying on the industry to complete a competitively designed
system. The Federal Reserve should seriously consider providing a directory service in
connection with an RTGS system.

Fraud Prevention Tools

1. Are fraud prevention services that provide tools to detect fraudulent transfers needed for a
24x7x365 RTGS settlement service?

Yes. The Faster Payments Task Force (FPTF), created to support the Federal Reserve’s
Strategies for Improving the U.S. Payment System, identified 36 effectiveness criteria that
should be used to evaluate how effective a given payment system is. An entire section was
devoted to Safety and Security. A RTGS service developed by the Reserve Banks should be held
to the same standard and be required to meet the effectiveness criteria outlined by the FPTF,
including considerations around safety and security, making fraud prevention services
important for an RTGS service.



2. How should such tools be provided?

Tools created should meet the effectiveness criteria for Safety and Security, fit within current
regulation and law, and be provided in an equitable manner to entities utilizing the RTGS service.
The newly created Faster Payments Council could facilitate an open dialogue between industry
participants to gauge their expectations.

3. Who should provide them?
Basic fraud information sharing, detection, and prevention services should be included by the
Reserve Banks in the design of an RTGS system. Fraud prevention services may be more

efficient and less susceptible to vulnerabilities if they are an integral part of the RTGS system.

Auxiliary Services

1. How important are these auxiliary services for adoption of faster payment settlement
services by the financial services industry?

Mechanisms (e.g., API's, standards) that allow the financial services industry to design, develop
and implement auxiliary services or value-added services may be more important to the
adoption of faster payment settlement services than the design of specific auxiliary services.
For example, in payment cards, a number of companies provide transaction fraud scoring and
chargeback processing services. While these examples may not be directly applicable to a
faster payment settlement service, the ability to provide auxiliary services can enhance flexibility
of the faster payment settlement service and most certainly improve adoption.

2. How important are other service options, such as transaction limits for risk management and
offsetting mechanisms to conserve liquidity?

It is hard to imagine the design of a faster payment settlement service that doesn't consider
transaction limits and other risk management offsetting mechanisms to conserve liquidity
and/or provide other important functions.

3. Are there other auxiliary services or service options that are needed for the settlement service
10 be adopted?

Yes. We envision that a number of auxiliary services or service options would be needed for the
faster payment settlement service to be fully adopted or to become ubiquitous. For example, an
ideal system would enable developers of accounting packages, treasury software, digital
wallets, etc., to interoperate with the faster payment settlement service through their financial
institution. Such integration would encourage adoption of the service.



4. How critical is interoperability between RTGS services for faster payments to achieving
ubiquity?

We consider interoperability to be very critical, even essential, between RTGS services for faster
payments to achieve ubiquity. We consider the ability for consumers and businesses to route
faster payments between RTGS systems as important as consumers and businesses making a
mobile phone call across carriers.

Other Uses of an 24x7x365 RTGS Settlement Service

1. Could a 24x7x365 RTGS settlement service be used for purposes other than interbank
settlement of retail faster payments?

The primary objective of a 24x7x365 RTGS settlement service is interbank settlement of retail
faster payments. If the primary objective is met and the RTGS also works for other purposes,
then the uses of the RTGS should not be restricted, especially if other purposes can help
achieve adoption.

Are there specific areas, such as liquidity management, interoperability, accounting processes,
or payment routing, for which stakeholders believe the Board should establish joint Federal
Reserve and industry teams to identify approaches for implementation of a 24x7x365 RTGS
settlement service?

Yes. We believe the Board should establish industry teams to identify approaches for
implementation of a 24x7x365 RTGS settlement service. We encourage the Board to work with
the U.S. Faster Payments Council to establish industry teams to identify implementation
approaches for liquidity management, interoperability, payment routing and other important
areas.

Should the Federal Reserve develop a liquidity management tool that would enable transfers
between Federal Reserve accounts on a 24x7x365 basis to support services for real-time
interbank settlement of faster payments, whether those services are provided by the private
sector or the Reserve Banks? Why or why not?

Yes, the Federal Reserve should develop a liquidity management tool that would enable
transfers between Federal Reserve accounts on a 24x7x265 basis to support services for
real-time interbank settlement of faster payments, whether those services are provided by the
private sector or the Reserve Banks. The demand for faster payments for financial institutions’
customers may be difficult to forecast as the service is growing rapidly. If financial institutions
had a liquidity management tool as a part of the RTGS, it would ease their ability to fund
customer demand for faster payments without requiring accurate predictions of demand,
especially during non-business hours.



If the Reserve Banks develop a liquidity management tool, what type of tool would be preferable
and why?

If the Reserve Banks develop a Liquidity Management Tool (LMT) that uses modern technology,
it could support a combination of capabilities that optionally allow (or require) transactions such
as:

e The financial institution can originate a transfer from one account to another.
e An agent acting on behalf of one or more financial institutions can originate a transfer.
e Transfers can be performed automatically based on pre-established thresholds.

The LMT should be designed to facilitate availability all times, including weekends and holidays,
consistent with the need to support 24x7x365 faster payment settlement services.

The implementation of the LMT could be customized to fulfill the demand for specific
capabilities. To ensure a successful implementation of the LMT, initial capabilities and
expectations should be limited to supporting faster payment settlement; however, the use of the
LTM could adapt over time to support other needs or purposes as well.

We ask the Reserve Banks to undertake simultaneous and parallel efforts to design and develop
both an RTGS service for faster payments and an LMT. Development of one without the other
will be incomplete and will slow adoption of faster payments in the U.S. The Federal Reserve's
action to undertake the development of both an RTGS and an LTM will help the U.S. meet
consumer and business expectations and needs for faster payments in the short and long run.
Furthermore, it will help the U.S. stay globally competitive in the coming years.

Broader Goals
What other approaches, not explicitly considered in the Federal Register, might help achieve the
broader goals of ubiquitous, nationwide access to faster payments in the United States?

The development and delivery of an RTGS and an LTM is crucial to achieve broader goals of
ubiquitous, nationwide access to faster payments. In addition, the Federal Reserve should
continue to lead and catalyze improvement by nurturing the U.S. Faster Payments Council.
Importantly, faster payments may pose questions for regulators that are not addressed by
existing regulations. The Federal Reserve should continue to lead and sponsor conferences and
sessions to provide both Federal and State regulators with guidance to address these important
questions in a coordinated way.

Beyond the provision of payment and settlement services, are there other actions, under its
existing authority, the Federal Reserve should consider that might help its broader goals with
respect to the U.S. payment system?
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