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Building effective payment infrastructure: Korean experience

YA Mr. Samuel Chu, General Manager, BC card Co., Ltd.
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214 For BC Card, what sort of key measurements that put in place to reduce the
fraud cases? Especially, when open to internet world?

A9U: As the 3rd party processor in Korea collects payment transactions for the banks
from its transaction processing business, it is able to provide effective fraud risk
management service to the financial institutions leveraging consolidated payment
information.

This 3rd party processor developed an accurate risk management model to
minimize the financial losses for its banks. It also has introduced Internet Secure
Payment (ISP) solution in 2000, a PKI-based strong authentication solution for e-
commerce, enabling secured non face-to-face payment environment for banks,
consumers and merchants over 10 years.

Government has contributed to reducing fraud risk exposures for issuers and
acquirers by mandating on zero-floor-limit policy and facilitating on-line
authorizations at POS.

213 For BC Card, what is the fee structure once you build local cards and switching
network?

AdY: The local cards are owned and managed by the issuing banks, thus no fees
(card fees, volume service fees, etc.) are associated with them unlike international
branded cards.

Once the local switch network is established in Thailand for processing all
card types regardless of the brand, the banks would only pay fees associated

processing the transactions at a competitive/reasonable pricing (lower fees than




international brands). Thus it is expected that Thailand banks will benefit from cost
reduction by issuing cards in local brand and processing the transactions through the
local processor
214 For BC Card, would it be possible if Thai local banks and/or Thai acquirers join
Korean network (rather than building one ourselves)?
A9U: Yes. Thailand local issuing/acquiring banks may leverage existing 3rd party
processor in Korea for processing their authorization and settlement. The effective
configuration in such case would be to have a local gateway established in Thailand
interfacing all banks, and have it connected to the 3rd party processor in Korea. Such
configuration may effectively minimize resources required to establish a local
processing capacity in Thailand while reducing processing costs for Thailand banks.
21 For BC Card, 3 processor is a network processor or acquiring pool?
maw: The 3rd party processor in Korea provides network service connecting issuing
banks with its 2.6 million merchants for domestic transactions and network brands
for international transactions. It is also provides acquiring services for the banks to
facilitate on-us transactions. Virtually all domestic transactions are on-us acquired
through the processor.
213 For BC Card, what is the average MDR in the market? And what is the margin?
aau: The average MDR in Korea is around 2.3% regardless of the brand (local or
international brand). Through the 3rd party processor, the issuing banks acquire
domestic transactions as on-us enjoying 2.3% MDR as their revenue.
21« For BC Card, how does 3 processor handle the charge back and fraud
prevention between issuer / acquirer?
maw: For domestic transactions, the 3rd party processor processes the chargeback as
an acquirer at the same time as a network provider under the local operating rules.
For international incoming transactions, it processes the chargeback as an issuer on
issuing banks’ behalf having direct business relationship with them (interfaces with
international brands).

Thus, it reduces the operation workload for the issuing banks.
21 Should Thai card market be less dependent on international card companies by
building our own local card and network? And Why?

M9U: Having both local cards and network in Thailand will empower the banks to be




10.

less dependant on international brands at their own will.

Once the local network (processor) is established, all domestic transactions
will be routed/processed through the network bypassing international brands. This
enables the banks to save processing fees and have localized operating rules.

Upon establishing the local network, the banks may start issuing local
branded cards to the consumers who tend to transact within the country (in Korea,
only 1% of the total sales volume is cross-border transaction). This would have
significant cost saving effect for the banks by eliminating all the fees international
brands charge (since the commercialization of the two major international brands,
their fees have been significantly increased continuously and this trend tends to
continue). The local card would also enable local standards, products, services
highly customized for Thailand market’s needs.
01a: Fee structure between banks and between related parties e.g. merchants seems
to be a barrier to start our own local network. Was this the case in Korea? If so, how
could you overcome this barrier?

ABdU: In order to eliminate conflicting issues among industry players for establishing
local network, it is recommended that Thailand apply similar pricing structure,
operating rules, processes, etc. of international brand in the beginning stage for
smooth cutover. For the localization in the later stage, the industry players, guided
by regulatory body, may apply localized pricing structure, operating rules, processes,

etc. based on their needs.
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10.45-11.15

Experiences on developing national payment card standard

1ag Mr. David Lee, Vice President of Sales, Castles Technology Co. Ltd.

1.

014: To Thai consumers, debit cards provide no incentive what so ever comparing to
credit cards, which give consumers up to 30 days grace period. So, consumers in
Thailand will more often use credit cards than debit cards. What makes consumers in
Taiwan use debit cards?
mau: When Korea introduced its first debit card in the market in 1995, it was on
single message/PIN-based. This product carried low MDR and interchange fee given
the nature of products, resulting in lack of business case for both issuers and
acquirers. This hindered expansion of the card acceptance infrastructure (debit POS
terminal and PIN-pad deployments) by acquirers as well as proactive
issuing/marketing programs by issuers. Thus, this product was not well received by
Korean consumers and merchants.
a13: For Castles, based on your previous projects (in Malaysia, Taiwan and
Indonesia), are standards mandatory or guideline? Who enforces the standard?
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