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First of all thank you, Larry Schulz and Elizabeth McQuerry for the invitation.  And thanks to all of the presenters from yesterday, I’ve found it tremendously informative.  I’m with JPMorgan Chase, what I’m going to talk about has been covered -to an extent- by Henrik Parl,  Norbert Bielefeld and of course Larry.  
I’m going to talk about JPMorgan Chase’s infrastructure for international ACH, thus it is necessary to first address the remittances versus payments question. As we are talking about movement of funds via bank-to-bank channels these are payments. I will be covering what we went through to get where we are today. A little history here is probably appropriate. We’ve been performing international ACH probably for nearly 10 years, while we’ve been in the ACH business since 1972. Our continued leading position in ACH highlights we know a little bit about the US ACH as well.  As we process in the billions of transactions using the USACH platform, we decided to leverage that platform for our international ACH program.  
Our primary reason for developing international ACH was—as Joe Teves touched upon-- revenue.  Our customers demanded the capability to send non-time critical large volume transactions, to receivers in different countries via the least cost method which is local domestic low value clearing systems. (also known as ACH, or GIRO). The common element is really they are non-urgent. We found value in many countries doesn’t mean anything i.e. in the US it’s the size of the field (99,999,999,99).  Of course, we always listen to your customers and embarked on this strategy. This strategy required senior management approval and commitment, as this isn’t a short-term development process, you can’t bring up a country or capabilities in a month, two months or, sometimes, six months.  It takes a while to do this and, if you’re going to offer this service, you can’t do it with one country, two countries, or three countries.  You need to do it with a number of countries in the various regions of the world.   
Supported by a robust pipeline of clients, we were able to obtain senior management approval, and commitment.  This is very important as you need resources: development resources; legal and Compliance to look at the rules and regulations of the countries, decipher what’s in there; and then systems and operations folks to put them into practice.  So it takes a long time to do that and you need that commitment of resources.  We were able to set up project plans with dedicated teams which were really global teams.  Our team then, and continues to this day, are comprised of people in the Bornemouth (UK), Massachusetts, Tampa, New York (US) ; Hong Kong; Singapore; and a number of other places that all come together in order to bring up a country or a service.  
Why is this necessary? There is no global standard for International ACH. It was tried as part of WATCH.  I remember going down a path of creating formats for payments.  While Direct debits which were a nightmare and continue to be so were not addressed.  Once we decided to get access into a certain countries, we were faced with a dilemma. We did, and do, not have brick and mortar as some of our competitors, I won’t mention who they are, in several countries.  Further,  based on the direction that we had taken over the years, we were not as into retail business in those countries and therefore were not members of the clearing systems--let’s call them the low value clearing systems  Not only is brick and mortar expensive but also is clearing membership.  We decided the best approach was to outsource. As we had, and still have, a vast correspondent network we leveraged this network to select a bank as our gateway for a country where we didn’t have a presence or were a direct clearer.  We prepared an RFP [Request for Proposal].  It was nice being the customer; sending RFPs out to the key top banks in those countries.  Based on evaluation of the responses to RFPs, we selected as gateway for the country. 
Our model back then--Norbert if you recall was SWIFT [Society for Worldwide Interbank Financial Telecommunications] IFT delivery.  IFT, which has been superceded by SWIFTNet FileAct, was a bulk communication deliver mechanism.  Of course, IFT was very expensive but it was a great bulk deliverer.  Within IFT, we had two message types--a little plug here for SWIFT-- an MT102, which was a payment envelope and an MT104, which is a  direct debit envelope. The latter one, direct debits I’ll get into more in a few minutes. So that was the model.  We found however, as we started going out and dealing with these different banks in these countries as our gateway, it was not the model they wanted.  They wanted us to use their own format, the clearing system format, or some other electronic banking format package they had. Thus we had to build those to provide service into that country.  Then they said, we don’t want to get this in by SWIFT, we want you send this via such and such.  This is what we had to do in fact only one country came in under the model that we wanted.  Unfortunately, although our salespeople came up with projections of volumes and timing these were really going way off the mark regards actual volume.  It was quite a bit of time before we had gotten volume.  So I say to you, Larry, be a little patient.  It was a long time before we got volume and, of course, with a partner this wasn’t a good thing because they were partnering with us for revenue. So we worked through that, eventually.  
I mentioned direct debits we go into a country based on what is in demand by of our clients: it’s not only payments; it’s also direct debits.  Direct debits are extremely complex.  And varies widely --Henrik, you know this as well as you, Norbert--by  country  In the United States the way they do direct debits is very clean.  I’m the creditor.  You’re the debtor.  You’ve got an agreement with me.  You sign a form and you send it back with your cable bill. It is performed totally outside the payment network. That’s it.  In other countries however it is far more complex, specific forms are required, banks must sign the forms, the form must be mailed back and forth.  Now if you are dealing with a multinational who is sitting in Chicago and they are originating European transactions of $70-$80 and you need that prerequisite form sent back and forth will certainly whittle away at the profit margin thus you must have an electronic alternatives which may or may not exist.  
My message here is that the clearing systems, the requirements, the formats differ by country.  The capabilities differ.  Payments are a lot easier than direct debits.  Direct debits are very complex, so that when we go out to provide this service it’s with the understanding that there will be a significant investment. Carol mentioned it the other day. To put the infrastructure in place costs a lot of money.  We have the approval, and the all important commitment, of our senior management to do this.  We have clients that want this business and our volumes reflect that.  Our decision in putting these types of transactions in place was the right one. In some cases, we did build it and they did come.  In others however, we weren’t so lucky on timing but they eventually did come.  
Our success was in part based on developing hub approaches. We currently have four hubs serving Europe, Central and Eastern Europe, Asia and Tampa, Florida for all else. The last, is our central processor leveraging its processing capability of billions of transactions annually for US ACH.  These hubs are our hubs, not partner hubs.
  Hubs are very beneficial, when we set up new countries in a region, we do not have to build connectivity from our Tampa base all the way to the endpoint gateway bank in that country.  We need to just build from the country to the local hub.  In many cases, those connections may already be there, so we have an existing connection.  Utilizing the hub approach is easier, and a lot cheaper than going single thread all the way down the line between Tampa and the country.  
Why are we not in Aruba versus being in the UK?  Very simple, it’s the demand.  What do our client’s want?  What’s the pipeline?  What are we going to make off it in year 1, 2, 3, and more?  We cannot build accesses just for the sake “yeah that sounds good,” revenue has to justify investment with senior management to move it along. It’s the way it should be in my view. 
Larry mentioned OFAC: critical.  And it’s critical because you are a US entity.  If I were a differently domiciled entity, South Africa you may not be subject to OFAC.  You may however have a local country list as they do. The Bank of England for the UK has it and a number of other countries like Canada also have it.  So you may be subject to those, but there’s a difference.  We, being a US company, even if everything was sitting in Europe or Asia, or elsewhere we’re still subject to OFAC and local country lists throughout.  So we’ve had to build that capability.  
Joe was talking about the cost of remittances.  You talk about the cost of regulatory requirements.  You can’t very well pass those onto your customer. You can’t increase your pricing that may not be to popular.  This is part of doing the business. Although you can automate the screening process and reduce your hits down to a fraction you still need the operator to look at each item and say “Oh, this is good.  This is bad…” this is the costly element of this control if you want to be in compliance.  In fact, I was telling this recently when we gave a presentation on OFAC, is that we got a hit on the OFAC list and I went to our legal people.  The amount of the payment in question was for $3.26 of Australian.  I said “you know we’ve got this hit here and I was thinking of making a kind of a threshold.” After about 20 minutes of listening top our legal people ranting, it was made very clear to me--and I already knew this, but I tried-- if it’s a bad transaction, regardless of amount, and it gets in the papers or elsewhere, the reputational fallout could be tremendous.  We are not going to put our firm at risk. 
When you talk about remittances, you need to have this type of capability in place to know who the sender and ultimate receiver is or else the risk is just too great.  OK, so where do we go from here?  For JPMorgan Chase: we continue to listen to our clients; we continue to add countries; we continue to add services all within a very controlled /compliant environment.  You remember what I said about payments and direct debits; due to complexity (and cost), we are not going to build direct debits capability in any given country unless they’re really needed. Direct Debits in many countries may require different formats and systems.   I’d rather put my resources into another channel until there is demand, then the plans get in place, you mobilize your resources and go ahead.  As long as there are more countries/services in demand we will continue our development processes.  One point regards partner banks/gateways, we establish SLA [Service Level Agreement] with that partner to get the level of service that we would give our own clients, no less and sometimes more. Standards are set for e.g. transaction throughput, inquiry response turnaround.  Interesting as sometimes in your own company, it’s very difficult to do that, but with an SLA there is better leverage, vendors know the risk of not performing. They get cutoff.  
We continue to look at improving our existing transaction processing. In some countries there are heavy manual type environments like Switzerland with the processing of returned items. We get involved to be an instrument to facilitate change in the clearing system Norbert mentioned the Pan European Direct Debit, we are very involved in this effort in order to achieve standardization and automate wherever possible. The goal here is to facilitate usage of what can be a very cost effective vehicle for consumers and business in Europe and around the world.  
Finally, we continue to be interested / involved in numerous efforts Pan European ACH, Pan European Direct Debits, ASEANPay and maybe even the Fed ACH International.  Where we find that any of these, or other efforts, can supplement or replace our capability we will be very interested in leveraging such capabilities.  However, we’ve invested a lot of money in our existing infrastructure.  So consequently--even Joe was talking about WATCH--it takes a lot for us to convince our senior management to say, “Well, I’m not going to do payments by this way anymore that we’ve built, at a cost of  $200,000.  I’m going to send it this way.” What about the direct debits?”  “Well, they have to go.”  “Well, that’s not going to happen.”  So you can see what happens here.  Whatever partnerships etc we take must, at the least, serve all current needs.  
We want to continue to be aware of what is happening with all of these programs.  Where beneficial, we will continue to participate whether its formats, standards, or the other needs that come up. Of course, we will also influence developments that will be beneficial to us, make the investment, to make that change.  You can no longer make investments if you don’t have the revenue.  
Just a couple of points on the comments by Norbert, Enoch, Larry, and Francisco: the Pan European Direct Debits is one of my favorite items and there’s such wide disparity and so I’m really excited about the efforts on the PEDD.   Not only do I wish you luck with that effort but also offer assistance anytime.  I do wonder about SEPA [Single European Payments Area] and relying on the respective communities. What Joe said before is spot-on, which is: once you get the regulators involved, things seem to happen a little better, a little quicker. Maybe that has to happen with SEPA.  I have no doubt though that SEPA will happen because the Euro happened.  Of course, I think the Euro took a number of years.  While on the Asia side ASEANPay is very interesting.  It’s a terrific approach but it has a way to go due to variances in individual country clearing capabilities. You look at countries like Australia which are fully automated and electronic, whether it’s in originating payments or returns.  Others may not be.  In fact, I think India may not even have a low value clearing system.  So you have those things that need to be built. Whether they are built upon other systems or just plugged in remains to be seen.  It is a tremendous effort, it will take time but the rewards can be significant.  I guess the word remains to be “patience.”  Eurogiro, I think is terrific.  I think, you know, you’re moving along and serving the postal networks and other banks, I wish you luck.  While Larry, the word is also “patience.”  We had similar experiences, as mentioned, where our sales force made projections that took a long time to fruition.  I know sometimes its frustrating “I built it and they’re not coming” but it’s a long process with a lot of dynamics in play.  Thank you.

