
Ann Misb ck, Secret ry
Bo rd of Governors of the Feder l Reserve System 20th Street
 nd Constitution Avenue NW W shington, DC 20551
regs.comments@feder lreserve.gov

Re: Docket No. OP-1670

De r Ms.Misb ck:

COMMUNITY BANKERS OF MICHIGAN  ppreci tes the opportunity to provide input on the Feder l Reserve Bo rd's 
pl nned development of   24x7x365 re l-time gross settlement service, FedNow.

COMMUNITY BANKERS OF MICHIGAN represents 80 b nks  nd 140  ssoci te members in the st te of Michig n. 
Our over- rching desire is to ensure  ll community b nks  nd their  ccountholders h ve nondiscrimin tory  ccess to 
 n open, st nd rds-b sed U.S. p yments system (c rd, re l-time ACH, f ster p yments, future systems, etc.). Without 
such  ccess, sm ll to mid-sized fin nci l institutions will become disenfr nchised from the p yments system  nd be 
forced to utilize the propriet ry systems of their competitors. This will put sm ll to mid-sized fin nci l institutions  t   
dis dv nt ge  nd restrict their  bility to compete.

COMMUNITY BANKERS OF MICHIGAN  ppreci tes the Fed t king the initi tive to bring FedNow to m rket  nd bring 
the industry together to coll bor te on improving p yments systems. The result is   solid found tion for the future of 
p yments. As noted in the Str tegies for Improving the U.S. P yment System, the Fed pl ys  n import nt role in 
en bling innov tion  nd promoting   s fe, efficient,  nd bro dly  ccessible U.S. p yments system.

COMMUNITY BANKERS OF MICHIGAN strongly believes in industry coll bor tion to  dv nce p yments initi tives. To 
this end, we  sk the Fed to work closely with the ICBA  nd the newly formed U.S. F ster P yments Council to  ddress 
the issues identified in this letter

Timing  nd Function lity
The U.S. m rket for f ster p yments is strong  nd growing quickly. Specific lly, community b nks  nd their clients  re 
seeing   growing business need for FedNow. COMMUNITY BANKERS OF MICHIGAN urges the Fed to  ct quickly to 
develop   re l-time gross settlement service. Community b nks c nnot w it until 2023 for this service.

Interoper bility
Interoper bility is import nt to  ssure open, nondiscrimin tory  ccess to the f ster p yments systems by customers of 
 ll fin nci l institutions. Further, interoper bility should be  v il ble  t FedNow's l unch or shortly there fter. If 
interoper bility isn't  v il ble upon l unch, choice will be limited,  nd institutions will h ve to join other networks to 
 chieve ubiquity of  ccess.

There is some precedent for this  ppro ch (e.g. FedWire), the cle rer  nd f ster p th to ubiquity will involve 
interoper bility of priv te  nd public sector f ster p yments solutions. This will require the Fed to work directly with the 
priv te sector oper tor(s) so interoper bility  mong systems c n exist immedi tely. This methodology must  lso en ble 
new  nd innov tive solutions to ensure ubiquity  nd security.

COMMUNITY BANKERS OF MICHIGAN  lso believes the Fed, the ICBA,  nd the U.S. F ster P yments Council  nd its 
member org niz tions should work in p r llel to develop mutu lly  greed upon uniform oper ting st nd rds. The 
implement tion  nd enforcement of these st nd rds will help ensure   competitive l ndsc pe in the future  nd the 
continued existence of sm ll to mid-sized community b nks.

Specific lly, the Fed should require th t  ll FedNow p rticip nts h ve the  bility to send  nd receive credits to  ll other 
p rticip nts. This requirement would prevent  n org niz tion from joining FedNow in order to only push credits to 
community fin nci l institution endpoints without offering the reciproc l service to receive credits.



Govern nce Model
The Fed h s done  n exempl ry job in pl nning, f cilit ting  nd executing the  ctions of the F ster P yments T sk
Force  nd Secure P yments T sk Force. As noted, the l ck of uniform st nd rds  nd rules to the f ster p yments
system h s led to   fr gmented U.S. p yments system. Present d y st nd rds, l ws  nd regul tions  re not sufficient 
to provide the momentum needed for the r pid  doption of f ster p yments solutions.

The Fed should work closely with the U.S. F ster P yments Council  nd  ccredited st nd rds bodies like the
Intern tion l St nd rds Org niz tion  nd the Americ n N tion l St nd rds Institute to  dv nce the development of  n 
inclusive govern nce org niz tion. This  ction will ensure the proper development  nd enforcement of uniform 
technic l  nd oper ting st nd rds. Such   structure will  llow the benefits of competition to  ll fin nci l institutions  nd 
their customers which is consistent with the v lues expressed in the F ster P yments T sk Force's fin l report. The 
result of such   system will  ssure nondiscrimin tory  ccess  nd ultim tely result in ubiquitous interoper bility of the 
f ster p yments system.

A precedent exists th t proves the effectiveness  nd work bility of this solution. N ch ,  nd its public/ priv te p rtners 
successfully govern the Autom ted Cle ring House oper ting rules. The Fed ACH Oper ting Circul r m kes the N ch  
rules binding on the Fed  s  n oper tor. We believe   simil r structure c n work in   re l-time gross settlement
system.

Core System Access
The  v il bility of FedNow doesn't necess rily me n it will be immedi tely us ble to fin nci l institutions. Most
community b nks will g in  ccess to   f ster p yments system directly through their core provider, which c n be  
b rrier to p yment system  dv ncement. Often there  re l rge connection fees, unre son ble project timefr mes, or
 n exclusivity rel tionship to   preferred core provider. The Fed must not lose sight of this potenti l impediment to
ubiquitous implement tion. We encour ge the Fed to work directly with the ICBA  nd the U.S. F ster P yments
Council, core providers  nd other org niz tions to identify  nd remove b rriers to implement tion.

Directory
A m jor obst cle to ubiquitous p yments is the enrollment process. Existing solutions, which m y or m y not provide
the s me qu lity of service, h ve  n  dv nt ge bec use of the users  nd  ccounts  lre dy enrolled. For this re son,
e sing the enrollment  nd d y-to-d y us ge burdens for   new p yment type will be critic l. Implementing solutions
th t require sensitive  ccount credenti ls be sh red  nd tr nsmitted  mong sever l p rties exposes the system to
unnecess ry risks. This situ tion c n be resolved by the cre tion  nd/or  doption of   directory service.

Recommend tion 4 of the F ster P yments T sk Force Fin l Report P rt 2 c lls for identific tion  nd development of
 n  ppropri te design for directory services th t  llows p yers to send p yments  cross f ster p yments solutions by
using   non-person lly identifi ble inform tion identifier  s  n  li s. Serious consider tion must be given to using  n
em il or phone number  s  n  li s. Tod y, m ny consumers h ve rel tionships with multiple fin nci l institutions  nd
enrollment of single phone number or single em il  ddress should not “lock out” the use of the  li s from other fin nci l 
institutions. Nor, should consumers be required to m n ge multiple  li ses. COMMUNITY BANKERS OF MICHIGAN 
believes est blishing   f ster p yments directory will e se the enrollment process, m ke d y-to-d y tr ns cting
simpler for users,  nd reduce the need for users to sh re sensitive  ccount credenti ls within the system.

Our position  lso  ligns with the Effectiveness Criteri  reg rding “Us bility,” which st tes, ‘[t]he Solution should en ble 
 n Entity to initi te   p yment with limited inform tion (e.g., with   n me, em il  ddress,  nd/or phone number)  s 
 ppropri te for e ch use c se  nd in   w y th t sufficiently supports receiver Authentic tion”  nd Effectiveness Criteri  
for “Security,” which st tes th t ‘[t]he Solution should h ve controls  nd mech nisms to protect sensitive inform tion 
needed for Account setup, tr ns ction setup  nd problem resolution from unnecess ry disclosure. For ex mple, the 
P yer  nd P yee should not need to know e ch other's Account numbers or other sensitive inform tion to initi te or 
receive the p yment.'

Implement tion of   multi-purpose directory c n be  ccomplished in m ny w ys  nd there  re sever l ch llenges th t
will need to be  ddressed. Fin nci l institutions w nt   neutr l intermedi ry, not   m rket competitor. Using  n  li s
will  lso provide security  nd priv cy of customer fin nci l inform tion reg rdless of who provides the service.
Fin nci l institutions  nd end-users will be reluct nt to  llow priv te fin nci l inform tion to be stored  t   centr l
d t b se or directory. The Fed should work with the
U.S. F ster P yments Council to help f cilit te the development of   flexible directory ecosystem th t  llows equ l



 ccess to fin nci l institutions or their design ted service providers. This will ultim tely result in m ximum choice  nd
flexibility for consumers within the f ster p yments system.

ISO 20022
ISO 20022 h s emerged  s the glob l st nd rd for p yments,  nd we fully endorse its use in developing FedNow.
Bec use ISO 20022 offers sever l options, we specific lly recommend this tr ns cting fr mework be implemented in  
m nner consistent with the Re l-Time P yments Group m rket pr ctices. This will ensure FedNow's implement tion of
ISO 20022 mess ges  re consistent with the implement tion methods of other re l-time p yments oper tors in the
United St tes, e sing the p th to interoper bility.

Credit Push Tr ns ctions  nd Tr ns ction Limits
The Fed h s indic ted the FedNow solution will lever ge push p yments ( lso referred to  s “credit” tr ns ctions).
One  dv nt ge of push p yments is reducing the need for consumers to sh re sensitive  ccount credenti ls in order
to m ke p yments. In its l unch, COMMUNITY BANKERS OF MICHIGAN supports b sing FedNow on credit push
tr ns ctions. However,  s the system m tures, it m y be necess ry to revisit this situ tion depending on m rket
conditions.

Simil rly, tr ns ctions limits should be set b sed upon competing products when the service is l unched. Currently, the 
priv te sector oper tor h s   $25,000 tr ns ction limit th t's likely to be incre sed to $50,000 to $100,000 within the next 
ye r. FedNow should ensure tr ns ction limits set  t l unch  nd  s the product evolves  re competitive with other
solutions. The $50,000 doll r level would be more in line with  lso supporting the f ster p yment needs of sm ll
businesses.

Re l -Time P yee Account V lid tion
Another import nt security-rel ted consider tion is whether the system should include re l-time confirm tion of the
v lidity of the receiver's  ccount. COMMUNITY BANKERS OF MICHIGAN h s observed th t soci l engineering  nd
other forms of deceit c n be used to c use consumers  nd business users to send funds to the wrong  ccount. M ny 
existing push p yment systems, such  s the push to debit c rd, h ve implemented   form of  ccount v lid tion. This 
function lity reduces errors in p yments, prevents cert in types of fr ud,  nd incre ses consumer confidence in using 
these systems. Addition lly, it's  ssumed,  s with  ll forms of p yments, there will be fr udulent use of the system  nd 
  need for dispute services.

Request for P yment Fe ture
We support m king   “request for p yment” fe ture  v il ble  s p rt of the initi l FedNow implement tion. This c n
elimin te some of the uncert inty th t exists when pushing funds from one  ccount to  nother. With the request for
p yment fe ture both p rties  re  ble to identify e ch other prior to rele sing the funds through  n irrevoc ble credit
push tr ns ction. This fe ture could be most effectively serviced through the use of solution providers directly
connected to fin nci l institutions or by the fin nci l institutions directly.

M ster Accounts
COMMUNITY BANKERS OF MICHIGAN supports FedNow tr ns ctions settling through m ster  ccounts  s this will
provide the m ximum  mount of liquidity  nd flexibility for community b nks. Although not  ll community b nks will
h ve  ccess to   m ster  ccount, this won't inhibit their p rticip tion  s correspondent. Service provider org niz tions 
c n be utilized, simil r to the existing p yments infr structure.

Accounting Regime
While m ny org niz tions will prefer using   seven-d y  ccounting regime, COMMUNITY BANKERS OF MICHIGAN
recommends the Fed develop   methodology for institutions th t w nt to st y on   five-d y  ccounting regime to
ensure choice  nd flexibility. Allowing fin nci l institutions continued use of   five-d y  ccounting regime, in which
weekend tr ns ctions  re recorded  nd reported on the d y they occur but not requiring fin nci l institutions to st ff
24/7/365 is   level of flexibility necess ry for community b nks.

Liquidity  nd D ylight Overdr fts
We support the Fed providing liquidity flexibility through d ylight overdr ft  nd discount window  v il bility. We  re in 
f vor of  ny structure th t brings more community institutions into the fold  nd this flexibility would be positive.



Fee Structure
As noted in the  nnouncement, the Fed is considering   fee structure th t could include   combin tion of per-item
fees, ch rged to sending  nd potenti lly to receiving b nks,  nd fixed p rticip tion fees.
Sep r te per-item fees could  lso be ch rged for other mess ge types offered in the future. Simil r to the Fed's role  s 
 n ACH oper tor, COMMUNITY BANKERS OF MICHIGAN supports structures th t  llow the Fed to meet st tutory 
requirements, permitting community b nks to be competitive,  nd not be m teri lly different b sed on volume.

Fr ud Prevention Services
We  gree the fin nci l institution or service provider should be the prim ry mech nism for fr ud detection  nd
prevention using neur l network services. However, we support the Fed's efforts to f cilit te the industry in sh ring
inform tion  t   network level such  s identifying b d  ctors. This effort will gre tly help the s fety  nd security of the
product.

Conclusion
The Fed needs to m ke fe tures  v il ble th t  llow FedNow,  nd community b nks, to effectively compete in the re l­
time gross settlement sp ce. Addition lly, we urge the Fed to continue to work with the industry through outre ch  nd 
eng gement with the ICBA  nd the U.S. F ster P yments Council  s well  s  ccredited st nd rd bodies such  s ISO 
 nd ANSI to continue f ster p yments  dv ncement  nd help ensure the country's economy is properly served.

It's  n exciting time in the evolution of the p yments system,  nd we support the Fed's le dership in providing
interoper ble  nd nondiscrimin tory  ccess for community b nks.

COMMUNITY BANKERS OF MICHIGAN  ppreci tes the opportunity to comment

on this critic l issue.

Sincerely,

Mich el J. Tierney
President  nd CEO
Community B nkers of Michig n
830 W. L ke L nsing Ro d, Suite 250 
E st L nsing, MI 48823

P 517.336.4430
F 517.336.7833
mich eltierney@cbofm.org


