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SUMVARY: The Board has adopted gui delines for the Reserve Banks’
use of volunme-based fee structures for their el ectronic paynent
services and products. The Board has al so approved the
continuation of volume-based fees for certain electronic check
products, pending conpletion of an anal ysis showi ng that those
fees nmeet the guidelines. Finally, the Board has approved

speci fic vol une-based fees for the origination of automated

cl earing house (ACH) transactions and a reduction in the fee for
the recei pt of transactions.

DATES: The vol une-based pricing guidelines for electronic
paynment services and products becane effective March 25, 1997.
The ACH vol une-based fees becone effective May 1, 1997.

FOR FURTHER | NFORMATI ON CONTACT: Fl orence M Young, Assi stant
Director (202/452-3955), Jack K. Walton |1, Manager, Check
Paynents (202/452-2660), or Wsley M Horn, Manager, ACH Paynents
(202/ 452-2756), Division of Reserve Bank Operations and Paynent
Systens; for the hearing inpaired only: Tel ecomrunications
Device for the Deaf, Dorothea Thonpson (202/452-3544).

SUPPLEMENTARY | NFORVATI ON:

| . Backgr ound

In 1993, the Board approved vol une-based fees for the
Reserve Banks’ noncash collection service and several check
products. Under certain conditions, volunme-based fee structures
pronote the efficient use of paynment services by all ow ng Reserve
Banks to set variable fees closer to the increnental costs of
providing the services. One of the objectives of adopting
vol une- based fees was to encourage nore efficient use of paynent
services by permtting the Reserve Banks to address the
differences in demand for the services by high-volunme and | ow
vol une custoners through the fees charged for those services.

Reserve Banks serve custoners that vary in size and
that have very different business needs. For the nost part, the
Reserve Banks have tried to neet those differing needs by
desi gni ng specialized products. In sone cases, however, it is
difficult to neet the needs of both high-volunme and | ow vol une
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custoners solely through specialized product offerings. This
situation occurs nost frequently in the Reserve Banks' electronic
paynments services and products because they tend to be
honmogeneous. Thus, it is very difficult to devel op specialized
products to neet the needs of both high-vol une and | ow vol une
cust omers.

Currently, volume-based fees are in effect for several
el ectronic check products. The Federal Reserve Bank of
M nneapol i s uses vol une-based fees for its check truncation
product. In this case, truncation custoners may select fromtwo
sets of fees--a per-itemfee of $0.015 with an $11.00 daily
mnimumor a per-itemfee of $0.007 with a $25.00 daily mninmm?!?
The Federal Reserve Bank of Richnond uses vol une-based fees for
its account total and account total plus products.? Account
total custoners may select fromtwo sets of fees--a per-account
fee of $0.25 with a $45.00 daily m nimum or a per-account fee of
$2.00 with a $15.00 daily mnimum Account total plus custoners
may al so select fromtwo sets of fees--a per-account fee of $0.25
with a $50.00 daily mninmumor a per-account fee of $2.00 with a
$20. 00 daily mi ni mum

I n approving these fees, the Board requested its staff
to recommend principles or guidelines that would be used in the
future to determ ne when and how vol une-based pricing m ght be
used in setting fees for Federal Reserve priced services (58 FR
60649, Novenber 17, 1993).

The follow ng discussion presents the Board’ s anal ysis
of the issues raised by the use of vol une-based fees for
el ectroni c paynent services and products, presents specific
gui delines for the use of such fees, assesses the existing

1'n 1993, the Board al so approved the use of vol ume-based
fees for the Mnneapolis office’ s weekday ot her Fed, weekend
other Fed, and city fine sort deposit products. |In Novenber
1994, the staff recommended that the M nneapolis office s vol une-
based fees for paper check products be elimnated. Results of
econonetric studies of the check service’'s cost structure
indicate that the use of volune-based fees is not appropriate for
paper - based check products. The M nneapolis office subsequently
di sconti nued the use of vol une-based fees for these products.

2The account total products provide information on the
nunber and the dollar value of checks drawn on the accounts of
i ndi vidual custoners of a depository institution and are
typically used to support the institution’s cash managenent
services. The account total plus product provides additional
i nformati on on each check drawn on those accounts.
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vol unme- based fees for electronic products, and anal yzes the use
of specific volune-based fees for the ACH service.

1. Reserve Banks’ Current Fee Structures

The Monetary Control Act requires the Federal Reserve
to set fees that, over the long run, recover all direct and
indirect costs incurred in providing priced services to
depository institutions plus inputed costs that would be incurred
by a private-sector service provider, such as interest on debt,
taxes, and return on capital. These inputed costs are called the
private sector adjustnent factor (PSAF).

In establishing fee structures to recover the total
costs of each paynent service, in nbst cases, the Reserve Banks
have i npl emented a conbination of fixed and variable fees. For
exanple, the fee structure for the ACH service includes a nonthly
account servicing fee, a file fee, and per-itemfees. The
account servicing fee is intended to recover fromall ACH
custoners a portion of the high fixed costs incurred in providing
the ACH service; the file fee is intended to recover costs, such
as processing overhead and accounting costs, that do not vary
with the nunber of transactions contained in files transmtted to
the Federal Reserve; and the per-itemfee is set to recover al
remai ni ng costs.?

The types of fee structures that have been inpl enented
by the Reserve Banks are simlar to the fee structures used by
ot her paynent service providers, which also use nmulti-part fee
structures.* Private-sector ACH and funds transfer service
provi ders charge nonthly access fees, participation or nmenbership
fees, and per-itemfees, which, in sone cases, include discounts
for high-volunme custoners.

The use of nulti-part fee structures result in
differential costs for users of paynent services. For exanple,
the current ACH fee structure includes a nonthly account
servicing fee of $25.00, a file fee of $1.75, and a per-itemfee

3The Federal Reserve al so charges el ectronic connection fees
to depository institutions that establish an electronic
connection wth the Federal Reserve to send and receive
el ectroni ¢ paynent transactions and information about those
transactions. The electronic products avail abl e include ACH,
Fedwi re funds transfer, electronic check presentnent, accounting
information, and so forth.

“The Reserve Banks only charge a per-itemfee for their
Fedwi re funds transfer service, although depository institutions
that use the service also incur electronic connection fees.
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for unsorted transactions of $0.01. For a custoner that
transmts one file containing 1,000 transactions each day of a
typi cal nonth, the average cost per transaction would be $0.013.
For a custonmer that transmts one file containing 5,000
transactions each day of a typical nonth, the average cost per
transaction would be $0.011. Thus, multi-part fee structures
result in | owvolunme custonmers incurring higher average costs

t han hi gh-vol ume custoners because the fixed fees are spread over
fewer transactions.

The use of nulti-part fee structures have al so
contributed to the Reserve Banks’ ability to recover the costs of
priced services because, in sone cases, the fixed fees reflect
the fixed costs associated with a product. Nevertheless, the
current fee structures for electronic paynent services and
products have not permtted the Reserve Banks to set transaction
fees close to marginal or increnental costs because the fixed
costs incurred in providing these services are very high and
setting a non-differential fixed fee to recover fixed costs fully
woul d |i kely cause | ow vol une custoners to di scontinue using the
services or products. As a result, transaction fees for
el ectroni c paynent services are set well above marginal costs and
do not reflect the real resource costs of providing additional
| evel s of the services.?®

I11. Guidelines for Use of Vol une-Based Fees For El ectronic
Paynent Services and Products

Vol une- based fee structures are an extension of multi-
part fee structures. Rather than creating inplicit volunme
di scounts for high-volune custonmers, the volune discounts are
nore explicit. Volune-based fee structures would all ow Reserve
Banks to set per-itemfees for high-volune users closer to
mar gi nal costs under certain prevailing market conditions. Thus,
t he use of vol une-based fee structures for the Reserve Banks’
el ectroni c paynent services and products potentially may provide
an opportunity to inprove paynent system efficiency.

Econom c theory supports the use of vol une-based fees

SFor exanple, the conbined per-itemfees that are currently
charged to originators and receivers for the ACH service are
$0. 020 per itemfor unsorted files. These per-itemfees are
greater than estimtes of the marginal costs of processing an ACH
transaction. Based on econonetric studies for the period 1989 to
1994, the marginal cost of an ACH transaction is estimated to be
bet ween $0.006 to $0.008 per item See “Scal e Economni es and
Technol ogi cal Change in Federal Reserve ACH Paynent Processing,”
Paul W Bauer and Di ana Hancock, Econom c Revi ew, Federal Reserve
Bank of C eveland, vol. 31 (Quarter 3, 1995), p. 14-29.




when certain conditions are nmet. First, econom c theory suggests
t hat vol unme-based fees require the existence of econon es of
scal e over wide volune ranges.® In nulti-product industries,

vol unme- based fees also may be justified for products that exhibit
econom es of scope with a product that exhibits econom es of
scal e over wi de volune ranges. The Board s pricing principles,
however, require the Reserve Banks to set fees so that the total
costs for each major service category are recovered. Thus, the
potential existence of econom es of scope anbng paynent services
of fered by the Reserve Banks is not considered, at this tine, a
sufficient guideline for using vol unme-based fees.

The Board has determ ned that Reserve Banks nust
denonstrate that a paynent service or product exhibits econom es
of scale over current industry processing levels. It is
anticipated that vol unme-based fees would be retained until there
is evidence that increasing returns to scal e have been exhaust ed.
The Reserve Banks nmay denonstrate that this guideline is net
either by using the results of an econonetric study or, if such a
study has not been conducted, by presenting evidence that the
service or product exhibits technical characteristics simlar to
t hose exhibited by a service or product for which increasing
returns to scal e have been denonstrat ed.

Second, vol une-based fees should pronote the efficient
use of resources in providing paynent services. The Board has
determ ned that the efficient use of resources can be
denonstrated in one of two ways: (1) there are increnental cost
di fferences in serving high-volune and | ow vol une custoners or
(2) there are differences in demand for the service or product
anong its end users. To the extent that vol une-based pricing
permts fees to reflect nore accurately the costs of providing a
service or product to high-volunme and | ow vol unme custoners, those
custoners shoul d make decisions that would |l ead to a nore
efficient use of economc resources. Alternatively, the use of
vol une-based fees may increase end users’ demand by offering
| ower fees to custoners with high demand el asticities. To the
extent that differences in demand elasticities exist, the use of
vol unme- based fees would i nprove the scal e of the Reserve Banks’

Vol une-based fees nmay al so be justified by the existence of
network externalities. Network externalities arise when a good
becones nore val uable to a user when other users also choose to
consune that good. For exanple, telephone service becones nore
val uable to a user as the nunber of other users who are connected
to the tel ecommuni cations network increases. At present, we do
not have strong intuitive evidence nor do we have wel | -devel oped
met hods to establish the inportance of network externalities for
use in establishing pricing policies.
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processi ng operations and result in a reduction in the average
cost of serving all custoners. The Board has determ ned that
Reserve Banks shoul d provi de evidence that there are cost

di fferences between serving high-volunme and | ow vol une custoners
t hat support the price differential being proposed or that demand
characteristics differ across end users.

Third, economc theory indicates that societal welfare
can potentially be increased only so long as a firmusing
differential fees does not engage in predatory behavior. A
nunber of pricing constraints have been proposed in antitrust |aw
that are intended to prevent predation. One of the best known,
the Areeda-Turner rule, specifies that the incunbent’s price nust
be no lower than its reasonably anticipated short-run margi na
cost.’” To the extent that econonetric studies have been
conducted, their findings could be used to satisfy this
guideline. It is unlikely, however, that there wll be
econonetric estimates of the marginal costs for all products.
Thus, estimates of margi nal costs for sonme products may have to
be based on avail abl e cost accounting data. The Board has
determ ned that no fee should be set bel ow margi nal cost or a
reasonabl e approxi mati on of marginal cost. Moreover, the Board
believes that this guideline along with its current requirenent
that each major service recover its total costs, including the
PSAF, over the long run, would ensure that proposed prices are
not predatory, but conpetitive, in nature.

I n determ ni ng when the Reserve Banks shoul d be
permtted to inplenent vol une-based fees, the Board has
determ ned that thresholds should be set to ensure that the
Federal Reserve’'s dual objectives of pronoting efficiency and a
conpetitive environnment for paynment services are net. To the
extent that markets are contestabl e, econom c theory suggests
that established firms cannot set prices that yield profits
greater than profits that are comensurate with the risk of
produci ng the service.® Because the nmarkets for electronic
paynment services and products are typically contestable, Reserve

‘See “Predatory Pricing and Related Practices Under Section
2 of the Sherman Act,” P. Areeda and D. F. Turner, Harvard Law
Revi ew, 1975, p. 637-733.

81ln a contestable market, potential conpetitors may freely
enter the market and serve the sanme custoners wth the sane
production technol ogy as the incunbent firm(s). Thus, in
contestabl e markets where incunbent firnms are earning profits
that are greater than the risk they are taking, conpetitors my
enter the market, earn normal profits, and nmake the incunbents’
fee structure unsustai nabl e.
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Banks woul d not be able to adopt fee schedules that would lead to
unusual ly high profits. Based on the preceding analysis, the
Board has determ ned that the follow ng guidelines will be used

i n determ ni ng when vol une- based fees may be appropriate for a
Federal Reserve priced el ectronic paynent service or product:

1. The paynent service or product nust denonstrate
econom es of scale over the current industry processing
| evels for a particular service or product, based on
either the results of an econonetric study or, if such
a study has not been conducted, evidence that the
service or product exhibits technical characteristics
simlar to those exhibited by a service or product for
whi ch increasing returns to scal e have been
denonstrated. Vol une-based fees may be retained until
there is evidence that increasing returns to scal e have
been exhaust ed;

2. Reserve Banks shoul d provide evidence that there are
cost differences between serving high-vol unme and | ow
vol ume custoners that support the proposed price
differential or that demand characteristics differ
across end users;

3. No fee should be set bel ow margi nal cost or a
reasonabl e approxi mati on of marginal cost; and

4. Consistent with the Board s pricing principles, the
fees established for the service should be expected to
recover total costs.

| V. Evaluation of Current Vol une-Based Fees for Electronic
Paynent Products

I n assessing the use of vol une-based fees for the
M nneapol is Reserve Bank’s check truncation product, it appears
that three of the four guidelines are met. The Federal Reserve
has not perforned an econonetric study of the cost structure of
t he Reserve Banks’ el ectronic check products nor have the Reserve
Banks provi ded evidence that the cost structure for these
products exhibits characteristics simlar to those of a product
Wi th denonstrated increasing returns to scale. The M nneapolis
Bank, however, has achieved significant unit cost reductions in
providing its electronic check products, which include the
truncation product. From January 1994 to Novenber 1996, the
vol ume of electronic check products processed by the Bank
i ncreased 161 percent and its unit cost for the products declined
about 42 percent.

There do appear to be differences in the demand
characteristics of custoners. Follow ng the introduction of
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vol unme- based fees, |larger community banks and third-party service
provi ders began using the M nneapolis Bank’s truncation product.
Previously, only small banks and credit unions used the product.
From January 1994 to Novenber 1996, the nunber of checks
truncated by the M nneapolis Bank increased 253 percent. Wile
this increase is only slightly greater than the increase in the
Systeni s overall truncation volune, the M nneapolis Bank’s check
truncation volune is the highest in the Federal Reserve System

The margi nal cost of electronic check products has not
been estimated. Cost data provided by the M nneapolis Bank’s
staff indicate, however, that the fees charged to high-vol unme
custoners recover the average variable cost for the products,
which would likely be greater than the marginal cost. In
addi tion, the Bank recovered the total costs of its comrerci al
check service over the three years it has offered this product.

The R chnond Reserve Bank adopted vol une-based fees for
its account total and account total plus products, which were
intended to neet the needs of | ow volune custoners that offer
cash managenent services. Since offering vol une-based fees for
t hese products in 1994, |ow volune custoners have shown |imted
interest in the products and only three are using themcurrently.
As not ed above, studies of the cost structure of electronic check
products have not been conpleted and the margi nal costs have not
been esti nat ed.

The Board has determined that, as a condition of
retaining their volune-based fees, the Reserve Banks shoul d
denonstrate that econom es of scale exist for electronic check
products or provide evidence that the products exhibit
characteristics simlar to those exhibited by products with
increasing returns to scale. The Federal Reserve Banks of
M nneapolis and Ri chnond shoul d al so denponstrate that their fees
cover the marginal costs of the products they are offering. In
addition, the Federal Reserve Bank of Richnond should anal yze the
costs of providing its account total products to high-volune and
| ow- vol ume custoners to determ ne whether there are cost
di fferences in serving various size classes of custoners or
shoul d anal yze the demand for the products to determ ne whet her
their are differences in demand elasticities.

V. ACH Vol une- Based Fees

The Board has approved the vol une-based fees depicted
in Table 1 for the ACH service, effective May 1, 1997. Custoners
that deposit files of less than 2,500 itens will be assessed a
file fee of $1.75 and a per-itemfee of $0.009. Custoners that
deposit files of nore than 2,500 itens will be assessed a file
fee of $6.75 and a per-itemfee of $0.007. The fee for the
recei pt of ACH transactions will be reduced to $0.009 for al
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custoners. Because current presort custoners wll need to make
sof tware changes to take advantage of vol une-based fees, through
August 31, 1997, they will be charged the high-volunme origination
per-itemfee and one file fee ($6.75) when they transmt
presorted files to the Federal Reserve. Beginning Septenber 1,
all depositors will be assessed fees based on the nunber of itens
in each file.

Fees for the ACH service have been reduced twice in the
| ast six nonths, reflecting the efficiencies that are being
realized as a result of the centralization of ACH processing
usi ng the new Fed ACH application software. |In October 1996, the
interregional per-itemfee was elimnated and all itens in m xed
files were assessed the local per-itemfee. At the sane tine,
the presort per-itemfee was reduced from $0.010 to $0.009. In
January 1997, there were additional price reductions.
Specifically, the prem um cycle surcharge and addenda fee were
reduced and the discrete file fee was elimnated. At the tine
the 1997 fees were approved, the Board indicated that further fee
reducti ons woul d be sought during the first quarter of 1997 (61
FR 64087, Decenber 3, 1996).

Table 1
ACH Fee Conpari son
Current Fees New Fees
Origination Fees:
Per-l1tem (M xed) $0. 010 $0. 009 (up to 2500)
$0. 007 (nore than 2500)
Per-l1tem (Presort) $0. 009 $0. 007 t hrough August

31, 1997. Discontinued
as of Septenber 1, 1997.

Fil e Fees: $1.75 $1.75 (up to 2500)
$6. 75 (nore than 2500)

Recei ver Fees: Per-ltem $0. 010 $0. 009
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On average, the new fees reduce the cost of originating
ACH transactions by 17 percent and of receiving transactions by
10 percent.® The reduction in transaction fees for various
Federal Reserve custoners is shown in Table 2.

Table 2
Represent ati ve Cost Savi ngs
Sel ect ed Custoners? Per cent age Decr ease?

Smal | 4.9
Medi um 10.0
Lar ge:

Does not presort 29.1

Presorts 24. 3

The snmal| customer originated approximately 100 itens in one file and received
approximately 70 itenms. The nedi um custoner originated approximately 4,000 itens
intw files and received approximately 17,000 itens. The |arge custoner that
does not presort originated approxi mately 200,000 itens in four files and

recei ved approximately 39,000 itens. The |arge custoner that presorts originated
approxi mately 190,000 itens in 108 presorted files and received approxi mately
44,000 itens.

’Incl udes originated and received per-itemfees and originated file fees.

The Federal Reserve believes that the vol une-based fees
may stinulate increased use of the ACH service because the fees
for high-volunme originators are set close to the margi nal cost of
processing ACH transactions. To the extent that this expectation
is correct, the use of vol une-based fees for the ACH service
shoul d further the Federal Reserve’s goal of noving to a
predom nately el ectronic paynents system

Ret ai ni ng hi gh-vol une originators woul d enabl e the
Federal Reserve to continue to spread fixed costs over | arger
vol unes and to serve | owvol ume custoners cost effectively. 1In
addi tion, because the new ACH fees reduce the cost of the ACH
service for |owvolunme originators and all receivers, they do not
price small custonmers out of the market and, therefore, preserve
the benefits of a | arge network.

There may be a small nunber of third-party sending points
whose fees would increase as a result of this proposal because
sendi ng points are assessed the file fees while the originating
depository institution is assessed the per-itemfees. The
Reserve Banks believe that the nunber of organizations affected
woul d be small. Further, those organi zations may be able to use
the lower per-itemfees as an incentive to attract nore
cust omers.
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The Board has determ ned that vol une-based fees for the
ACH service satisfy all of the guidelines for their use. First,
the ACH cost function exhibits econom es of scale over nore than
150 percent of the current industry’s volune |level, as shown in
Bauer and Hancock’s econonetric study. Wile the study was
conduct ed when the Federal Reserve processed ACH transactions at
twel ve sites, the use of a centralized application has not
created any material changes in the characteristics of the
service. ACH processing continues to use |arge anounts of
conputer resources with relatively few | abor resources.

Second, the Reserve Banks anal yzed Fed ACH processi ng
costs and found that the average per-itemcost to process | arger
files was about $0.002 | ess than the per-itemcost for snaller
files. The analysis focused on the data processing costs to edit
and sort transactions contained in incomng ACH files, which
conprise approximately 19 percent of total ACH processing costs.
Because there are other fixed costs associated with processing
ACH files, it is likely that cost differences for processing
hi gh-vol une and | owvolume files of ACH transactions are greater
than the difference that was denonstrat ed.

There al so appear to be differences anong end users’
demands for ACH services. For exanple, individuals nay be
willing to pay slightly higher fees for increased conveni ence, as

in the case of electronic bill-paynent services. Corporations
may choose a paynent nethod based on its cost-effectiveness and
certainty of settlenent. |In addition, according to the 1994-1995

Phoeni x- Hecht Bl ue Book of Bank Prices, banks frequently grant

di scounts to sonme corporate customers for ACH processing
services. It is reasonable to assune that the discounts are
granted, at least in part, due to differences in demand anong end
users and/or due to differences in the cost of serving end users.

Third, the results of the Bauer-Hancock econonetric
study confirmthat the fees are above the estimted marginal
cost, that is, the conbined origination and receipt fees of
$0. 016 or $0.018 are well above the estimted margi nal cost of
$0. 006 to $0.008.

Finally, the Board anticipates that the ACH service
will be able to recover its costs over the long term In
addition, the Board expects full cost recovery for 1997 (see
Table 3). The current 1997 cost and revenue estimates for
the ACH service reflect sone slight refinenments, conpared with
earlier budget estimates. Revenue in the revised estimate is
bel ow the final 1997 budget figure because the $0.002 per-item

°Bauer and Hancock, Econom c Review, p. 14-29.
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fee differential is greater than the price reductions assuned
when the Reserve Banks prepared their budgets. In addition, the
estimated volune growh rate for commercial ACH transacti ons has
been reduced slightly, from18.5 percent to 16.0 percent, to
reflect nore accurately expectations based on actual 1996
performance. Operating costs and inputed expenses are bel ow t he
1997 budget estimates, reflecting |ower data processing costs due
to enhanci ng the performance of the Fed ACH software. Based on
these refinenments, the Board now expects that the ACH service’s

net income wll be slightly higher than the original budget
esti mat e.
Tabl e 3
ACH Pro Forma Cost and Revenue Performance
($ mllions)
1 2 3 4 5 6 7
Year Revenue Operating Speci al Tot al Net Tar get Recovery Speci a
Costs & Proj ect Expense I ncone RCE Rate after Proj ect
| mput ed Cost s ( ROE) Tar get ROE Cost s
Expenses Recover ed (percent) Deferred &
[ 2+3] [ 1-4] [1/(4+6)] Fi nanced
1996 79.8 63.5 9.2 72.7 7.1 3.6 104. 6 .7
(Act)
1997 75. 4 59.9 11.1 71.0 4.3 4.0 100.5 . 8
(Bud)
1997 73.5 57.7 11.1 68. 8 4.7 4.0 101.0 . 8
(Est)

VI . COWPETI Tl VE | MPACT ANALYSI S

In assessing the conpetitive inpact of a proposed,
substantial change to a Federal Reserve priced service, the Board
nmust consi der whether there would be a direct and materi al
adverse effect on the ability of other service providers to
conpete with the Federal Reserve due to differing | egal powers or
due to the Federal Reserve’' s dom nant market position deriving
fromsuch | egal differences. |If the Board determ nes that |ega
di fferences or a dom nant market position deriving from such
| egal differences exist, then the Board nust further evaluate the
proposal to assess its benefits--such as its contributions to
paynment system efficiency, paynent systemintegrity, or other
Board objectives--and to determ ne whether the proposal’s
obj ectives could be achieved with a | esser or no adverse inpact.

The Board has determ ned that vol une-based fees are not
a significant departure fromthe multi-part fee structures
currently used by the Reserve Banks. Nevertheless, it is
i nportant to assess their use in the context of the service for
whi ch the fee structure is being proposed.




13

The Board has determ ned that adoption of a vol une-
based fee structure for electronic services would not have a
direct and nmaterial adverse effect on the ability of other
service providers to conpete effectively with the Federal Reserve
in providing electronic check products and ACH servi ces.

In the check service, the Reserve Bank’s dom nant
mar ket position is likely due, in part, to | egal advantages, such
as the ability to present checks later in the day and the ability
to control the timng and manner of settlenent. The use of
vol une- based fees for Reserve Bank el ectronic check products,
however, should not significantly change the Reserve Banks’
conpetitive position relative to private-sector service
provi ders. Vol une-based fees are used by a nunber of private-
sector service providers and woul d not represent a significant
departure fromthe nulti-part fees that are currently assessed by
t he Reserve Banks.

In the case of the ACH service, the Federal Reserve’'s
dom nant mar ket position does not derive fromlegal differences.
The Federal Reserve generally abides by the rules of the National
Aut omat ed Cl earing House Associ ation (NACHA), which al so govern
t he processing of ACH paynents by private-sector operators.

By order of the Board of CGovernors of the Federal
Reserve System March 19, 1997

(si gned)
WlliamW WIles
Secretary of the Board




