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UNIFORM MONEY SERVICES ACT
PREFATORY NOTE

A. GOALS AND OBJECTIVES

The Uniform Money Services Act (“UMSA” or “Act”) is a state safety and soundness law
that creates licensing provisions for various types of money-services businesses (“MSBs”).
While many States have laws that deal with the sale of payment instruments, state regulation of
money transmission, check cashers and currency exchangers is extremely varied. Furthermore,
only a few States have attempted to create statutory frameworks which tie together the various
types of MSBs in a manner that assists regulators and attorneys general in terms of law
enforcement and the prevention and detection of money laundering.

The UMSA creates a framework that connects all types of MSBs and sets forth clearly the
relationship between a licensee and its sales outlets. Uniformity should create a level playing
field with respect to the entry of MSBs into various States. More generally, the uniformity of the
reporting and record keeping requirements should enable industry to comply with multiple state
requirements in a uniform and cost-effective manner. Uniform licensing, reporting and
enforcement provisions for MSBs will serve as a larger deterrent to money laundering than will a
host of varying state laws.

In some States, this Act will replace existing licensing laws for money transmitters and
possibly check cashers. For the vast majority of States, this Act will provide new provisions for
dealing with currency exchangers (which are virtually unregulated at the state level). Different
States may decide to adopt different parts of this Act, which is why this Act has separate
licensing chapters for the different types of money services.

The UMSA provides a unique opportunity for States to take a consistent approach to the
licensing and regulation of stored value and other forms of emerging Internet and electronic
payment mechanisms. A uniform and consistent approach will provide less of a barrier to
competition and growth in these new sectors. For the majority of States, this Act will provide a
new approach to the treatment of stored value and electronic currency at the state level. A
handful of States have begun to license and regulate such diverse entities as nonbank stored-
value issuers, Internet bill payment services and Internet money transfer services. Rather than
create a varied and complex regulatory system for these emerging payment service providers, the
UMSA attempts to provide a simple and consistent set of licensing requirements for these new
entities.

B. BACKGROUND
1. What is a money-services business?

MSBs are nonbank entities that do not accept deposits or make loans like traditional
banks or financial institutions. Rather, they provide alternative mechanisms for persons to make
payments or to obtain currency or cash in exchange for payment instruments. MSBs engage in
the following types of financial activities:

. money transmission (e.g., wire transfers);
. the sale of payment instruments (e.g., money orders, traveler’s checks, and stored-



value);
. check cashing; and
. foreign currency exchange.

MSBs have also been referred to as nonbank financial institutions (“NBFIs”) or
nondepository providers of financial services (“NDPs”). The so-called “core” customers of
MSBs are “unbanked” consumers or persons that do not maintain formal relationships with
banks/depository institutions. MSBs also are attractive to a growing range of customers because
they offer a wide range of services under one roof (e.g., consumer financial services, travel-
related services, postal and packaging services, etc).

An MSB might be a large national company with offices and sales outlets nationwide.
An MSB might also be small business located in a corner shop in a local community. MSBs are
not banks. They do not accept what are typically conceived of as deposits and do not make
loans. As of 1996, there were approximately 158,000 MSB outlets or sales locations that
provided financial services involving approximately $200 billion annually throughout the United
States.! As noted below, the growth of new types of Internet-based payment services means that
new business entities are entering the money services sector.

2. Why have various types of MSBs been grouped together in the UMSA?

MSBs have been grouped together conceptually because they: (1) provide an interrelated
group of services (often to the “unbanked” population), and (2) are not regulated in the same
fashion as depository institutions. Many MSBs offer more than one of the services listed above.
For example, a customer may need a range of services. He may take his paycheck to a check
casher to have it converted into cash; he then may need to purchase a money order to pay his
bills; finally, he may need to send funds to relatives abroad via a wire transfer.

Additionally, the services offered by MSBs have been identified as vulnerable to money
laundering in recent years. As depository institutions have come under increased federal and
state oversight with respect to money laundering, the federal government has turned its attention
to MSBs as a possible means for transporting illegally obtained money or converting large cash
proceeds into more easily portable payment instruments.

Most MSBs have a primary function or business activity from which they derive the
majority of their revenue (e.g., check cashing or money transmission) but also offer secondary or
ancillary services. Frequently, MSBs serve as authorized vendors or sales agents of another
MSB as well (with respect to a secondary or ancillary activity). Money transmitters and payment
instrument sellers often rely on a distribution network of sales outlets in order to conduct their
business. Very often check cashers or foreign currency exchangers will serve as sales
representatives for money transmitters. Consequently, check cashers or currency exchangers will
offer money transmission services or sell money orders and traveler’s checks solely as
contractors for money transmitters. For the sake of consistency, the term “authorized
delegate” is used in this Act when referring to the sales outlets.

3. Expansion of the term MSB to include Internet-related payment mechanisms and
“cyberpayments”

' Coopers & Lybrand, “Non Bank Financial Institutions: A Study of Five Sectors for the Financial
Crimes Enforcement Network,” Final Report (February 1990), at 2.
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To date, several States have taken the position that the transfer of money over the Internet
or the use of an electronic payment instrument is the equivalent of money transmission or the sale
of physical payment instruments in the brick and mortar world. Internet payment services can be
viewed as the equivalent of traditional money services because they are also nondepository
providers of financial services. Furthermore, Internet-related payment companies accept
customer funds for transmission to third parties in the same way that traditional money services
accept funds either in exchange for sale of a payment instrument or for transmission to a third
party. Such Internet payment mechanisms include online bill payment services, Internet funds
transfer services as well as stored-value issuers (which sell stored value that can be used online
or offline).

4. MSBs and money laundering

There has been concern about the role of MSBs with respect to money laundering. As
banks have come under heightened regulation and supervision with respect to money laundering,
criminals have had to turn to other types of financial institutions in order to transport their money
easily and to convert larger amounts of physical currency into smaller more portable payment
instruments. Of course, the majority of MSBs are law-abiding businesses that have anti-money
laundering compliance programs and who cooperate with regulatory and law enforcement
officials to prevent and detect money laundering.

Customers often have different relationships with MSBs than customers do with
depository institutions. Typically, a customer has an ongoing relationship with a financial
institution (i.e., his or her bank). This enables a bank to know its customer and to identify a
pattern or behavior that may suggest illegal activity. By contrast, customers who utilize MSBs
may do so because of the greater anonymity the services provide. One does not need to be an
existing “customer” of an MSB as is the case with a bank. A customer can repeatedly use
different MSBs to transact business.

Additionally, MSBs are not always subject to the same level of licensing, regulation and
state oversight as are depository institutions. Money services are provided a bit differently than
financial services in depository institutions. Many money transmitters and payment instrument
sellers use networks of independent sales outlets (i.e., authorized delegates) as the sites where
business is transacted. These sales outlets are operated under contract with a money transmitter
and hence are not directly supervised by the money transmitter. The role of the authorized
delegates with respect to money laundering has come under heightened scrutiny. State oversight
of these delegates varies greatly, especially with respect to law enforcement. This Act attempts
to clarify the relationship of a money transmitter licensee with the various delegates with which it
contracts. This Act also provides regulators with greater enforcement powers with respect to the
delegates.

How do MSBs serve as vehicles for money laundering? In some instances MSBs may
assist clients to evade federally mandated reporting requirements with respect to currency
transactions in excess of a certain dollar amount. For example, delegates of money transmitters
might accept illicit funds from a customer and then transfer the funds overseas in smaller
amounts in order to evade federal currency reporting requirements.

Additionally, MSBs may serve as another "layer" in a chain of funds transfer. In other
words, a customer may use an MSB in order to mask his or her identity. A currency exchange
house, for example, might accept cash from a customer, which it will then deposit in its own
bank account at a commercial banking institution. The origin or source of the funds would be
"disguised" because the bank will attribute ownership to the currency exchange business.
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Similarly, a wire transfer service may accept funds from a customer and wire them through its
own commercial bank for a small commission. Again the source of funds can be masked. The
use by money launderers of money orders, whether issued by the United States Postal Service or
by private companies, and traveler’s checks, has also been documented. The ease with which
these payment instruments can be redeemed or negotiated may make them attractive tools for
money laundering. For example, money orders are negotiable, may be made out to "cash," and
operate as a cash substitute.

While new or emerging payment systems may not yet pose a money laundering threat,
such technologies pose potential risks. As the Financial Action Task Force (FATF) has noted:
"[e]lectronic purse systems would present a laundering risk in the future if their upper limits were
to be raised substantially or removed altogether."> FATF has also noted that electronic purse
systems such as stored-value cards pose increased risks for money laundering when they are
utilized for cross border purposes. Electronic currency or cyberpayments also may create risks, if
they do not include mechanisms for leaving an audit trail when value is changed from one holder
to another. Additionally, FATF has noted that the new payment technologies have features
similar to traditional systems of electronic funds transfer: rapidity of execution,
dematerialization, and the potential magnitude of the transactions.

5. Existing regulation of MSBs

In 1994, Congress enacted the Money Laundering Suppression Act of 1994 ("MLSA").
The MLSA is Title IV of the Riegle Community Development and Regulatory Improvement Act
of 1994 (Pub. L. No. 103-325, 108 Stat. 2160, 2243). The MLSA recommended that States enact
uniform laws to regulate MSBs. The MLSA also called upon the Treasury to promulgate a
registration rule for MSBs. The registration requirement is also meant to educate MSBs about
their requirements under the federal Bank Secrecy Act ("BSA")’.

The MLSA urged States to enact uniform laws to "license and regulate" MSBs including
"businesses which provide check cashing, currency exchange or money transmitting or
remittance services, or issue or redeem money orders, traveler's checks and other similar
instruments."* Congress specifically requested that the States develop uniform legislation under
the auspices of either NCCUSL or the American Law Institute. Section 407 of the MLSA also

2 FATF is an “inter-governmental body which develops and promotes policies, both nationally and internationally, to
combat money laundering.” <http://

www.oecd.org/fatf/> (visited June 15, 2001). See also

<http.//www.oecd.org/fatf/FATDocs en.htm#Trends>.

3 The federal Bank Secrecy Act is a short name for The Financial Recordkeeping and Reporting of Currency and
Foreign Transactions Act of 1970. Title II of the BSA, Records and Reports on Monetary Instruments Transactions
is codified at 31 U.S.C. Section 5311 — 5322. See also 31 C.F.R. Part 103.11 et. seq.

4 Congress recommended that a proposed Uniform Act would include:

(1) licensing requirements for MSBs;
(2) licensing standards for MSBs that focus on:
(a) the business records and capital adequacy of the MSB; and
(b) the competence and experience of the directors and officers of the MSB;
(3) reporting requirements concerning disclosure of fees for services offered to consumers;
(4) procedures to comply with federal currency transaction reporting requirements; and

(5) criminal penalties for the operation of an MSB business without a license.
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called for the States to enact civil or criminal penalties for MSBs who fail to comply with the
currency reporting requirements of the federal BSA.

Direct oversight of MSBs occurs at the state level through state licensing laws. State
licensing, regulation and oversight of MSBs vary greatly from State to State. Because state
legislation focuses on licensing and safety and soundness, the UMSA also focuses on these
issues. The sale of payment instruments and money transmission is the most regulated activity
with more than 44 States having some form of law that regulates the sale of checks and other
payment instruments and/or money transmission. States vary to the extent in which they regulate
both payment instrument sellers and money transmission — with some States regulating money
transmission, others the sale of payment instruments and still others a combination of the two
activities.

Far fewer States regulate the check cashing industry. Approximately 24 States currently
have specific check cashing legislation. Check cashers are often licensed but are subject to less
oversight than check sellers. This is due, in part, to a perception that check selling poses a
greater risk to consumers that check cashing. Check cashers also offer services such as wire
transfers or the sale of money orders as authorized delegates. Net worth requirements are
typically less stringent for check cashers. These businesses are also examined less frequently (if
at all) by the state banking authority or other supervisory body. Currency exchange is the least
regulated with approximately 8 States regulating this activity.

The existing state laws vary in terms of detail and the requirements imposed on MSBs,
the type of enforcement mechanisms and records available to regulators, and the nature of
penalties for non-compliance with relevant state laws. The Money Transmitters Regulators
Association (“MTRA”), an association of state regulators that deal with certain aspects of money
services, has developed a model legislation outline that lists some of the core elements of a state
licensing law. Some of the common elements of existing state law include:

. licensing and registration of MSBs (with more detailed requirements for payment
instrument sellers and money transmitters than for check cashers or currency
exchangers);

bonding, collateral, and net worth requirements;

examination of MSBs;

record keeping requirements;

reporting requirements;

enforcement powers; and

civil and/or criminal penalties.

C. SCOPE OF THE LICENSING PROVISIONS WITHIN THE UMSA

The Act has two separate licensing regimes. The first is for money transmitters
(consisting of money transmitters, payment instrument sellers, and certain types of Internet
payment services). The second is for check cashers and currency exchangers. The difference in
licensing regimes is due to the fact that check cashers and currency exchangers do not pose the
same type of safety and soundness concerns for state regulators as other types of MSBs. This is
because check cashers and currency exchangers do not accept funds from consumers for
obligations that might remain unpaid. Rather, both check cashers and currency exchangers
immediately provide customers with funds. There is no risk that customers may lose their money
(unlike the risk posed by purchasing a money order that might not be redeemed). Therefore,



check cashers and currency exchangers are subject to different types of reporting and record-
keeping requirements and similarly are exempt from bond and net worth requirements.

1. Money transmission under the UMSA

In order to engage in money transmission, a person must first obtain a license under
Article 2 of this Act. Money transmitters that obtain a license pursuant to Article 2 of this Act
are also permitted to engage in check cashing and currency exchange without obtaining a
separate license for those activities. The licensing requirements for money transmission are
greater than for check cashing or currency exchange. Therefore, it is possible for an Article 2
money transmitter to engage in check cashing and currency exchange without obtaining a
separate license. This is because the regulator will have obtained sufficient information under
Article 2 to satisfy the requirements for check cashing and currency exchange licenses. The
reverse is not true. A licensed check casher or currency exchanger may not engage in money
transmission on its own behalf without first obtaining an Article 2 license.

Entities that serve as authorized delegates (i.e., sales agents) for money transmitters are
allowed to engage in money transmission without obtaining a separate money transmission
license so long as they do not engage in money transmission outside of the scope of their contract
with the principal transmitter. In other words, if the authorized delegate starts to offer money
transmission on its own behalf, then it needs to obtain its own license.

2. Check cashing under the UMSA

Normally, a person who wishes to engage in check cashing will have to obtain a license
under Article 3 of the Act. There are several exceptions to the licensing requirement. First,
check cashers that are authorized delegates of money transmitters are not required to obtain a
separate license for check cashing so long as they remain authorized delegates of a money
transmitter licensed under Article 2. Some States may opt to amend this requirement so that all
check cashers need to be licensed under Article 3. Persons that engage in a small amount of
check cashing that is incidental to their primary line of business are also excluded. This is
achieved by stating that only persons that receive at least $500 within a 30-day period from check
cashing activity, must obtain a license.

Money transmitters who are licensed under Article 2 are also permitted to engage in
check cashing and currency exchange without an additional license. As noted above, by
satisfying the greater licensing requirements imposed by Article 2, the regulator will have
sufficient information about money transmitters to allow them to also engage in currency
exchange and check cashing. Similarly, a currency exchanger who has an Article 4 license may
also engage in check cashing. The information required of both an Article 3 licensee and an
Article 4 licensee is virtually identical. Therefore, one application under either Article 3 or 4 will
provide the regulator with sufficient information about the applicant.

3. Currency exchange under the UMSA

Normally, a person who wishes to engage in currency exchange will have to obtain a
license under Article 4 of the Act. There are several exceptions to the licensing requirement.
First, currency exchangers that are authorized delegates of money transmitters are not required to
obtain a separate license for currency exchange so long as they remain authorized delegates of a
money transmitter licensed under Article 2. Some States may opt to amend this requirement so
that all currency exchangers need to be licensed under Article 4. Persons that engage in a small



amount of currency exchange, which is incidental to their primary line of business, are also
excluded. This is achieved by requiring only those persons that receive revenues equal or greater
than five percent of total revenues from check cashing to obtain an Article 4 license.

Money transmitters who are licensed under Article 2 are also permitted to engage in
check cashing and currency exchange without an additional license. As noted above, by
satisfying the greater requirements imposed by Article 2, the regulator will have sufficient
information about money transmitters to allow them to also engage in currency exchange and
check cashing. Similarly, a check casher who has an Article 3 license may also engage in
currency exchange. The information required of both an Article 3 licensee and an Article 4
licensee is virtually identical. Therefore, one application under either Article 3 or 4 will provide
the regulator with sufficient information about the applicant.

4. Specific features of the UMSA licensing requirements

The UMSA does not deal with issues such as consumer rate and fee regulation for check
cashing. The scope of this Act pertains solely to safety and soundness as that relates to the
prevention of money laundering. Nonetheless, the UMSA is not meant to replace or supplant
existing consumer protection laws relating to check cashing. Instead, the UMSA is meant to
coexist with existing state consumer protection laws.

Additionally, the licensing provisions for check cashing are separable to the extent that
States have existing laws that combine licensing provisions with consumer protection provisions.
As noted above, the UMSA requires only those check cashers that are not authorized delegates to
become licensed. Relatively few check cashers offer check cashing exclusively without offering
an ancillary service of money transmission on behalf of another licensed money transmitter.
Thus, the majority of check cashers will be authorized delegates under this Act and subject to
certain enforcement measures rather than a full fledged licensing scheme.

The UMSA offers States some flexibility with respect to their regulatory and supervisory
practices. For example, the requirements that a licensee file an annual renewal form have been
bracketed. This is because some States examine a licensee annually rather than require the filing
of an annual report. Other States by contrast, prefer to utilize annual reports in lieu of
examinations. States thus have a menu of options presented within the uniform framework
of this Act. Similarly, States will retain discretion with respect to important issues such as
licensing fees and bonding and net worth requirements.

D. INTERNET PAYMENT MECHANISMS AND STORED VALUE

The UMSA takes the approach that certain cyberpayment mechanisms pose the
same safety and soundness concerns as their brick and mortar counterparts. The UMSA
incorporates certain Internet payment mechanisms into the statute’s licensing framework.
However, the Act does not include new or different licensing regimes for such payment
mechanisms. The cyberpayment licensing requirements set forth in this Act are not complex and
cumbersome. Rather, they are simple and meant to apply the existing licensing frameworks to
new technologies. Existing definitions have been expanded slightly to take into account the fact
that (1) Internet payment mechanisms and are in many respects the functional equivalent of
traditional money transmission, and (2) that the sale of stored value is in many respects
analogous to the sale of traditional payment instruments such as money orders.

This Act expands upon our traditional concept of “money”. With the advent of the



Internet and new microchip technology it is possible to exchange value that is not “money” in the
traditional sense. The UMSA consequently provides a new definition of “monetary value”. Like
money, monetary value can be transmitted. Similarly issuers need not sell a physical tangible
payment instrument in order to issue value to consumers. It is possible for consumers to
purchase redeemable value that may only exist in a computerized format. Hence, this Act
contains a definition of stored value that is distinct from the traditional payment instrument.
Listed below are examples of some of the new types of payment mechanisms that potentially fall
within the scope of the Act.

1. Stored value

Stored-value products are a recent innovation in payment systems technology. Stored-
value products possess certain basic characteristics. According to the Federal Reserve, stored-
value products share three attributes: “(1) [a] card or other device electronically stores or
provides access to a specified amount of funds selected by the holder of the device and available
for making payments to others; (2) the device is the only means of routine access to the funds;
and (3) the issuer does not record the funds associated with the device as an account in the name
of (or credited to) the holder.”

Stored-value cards are also known as “smart” cards, prepaid cards, or value-added cards.
These cards record a balance on a computer chip that is debited at a point-of-sale terminal when a
consumer or individual makes a purchase. Typically, a consumer will pay a bank or other
provider money in exchange for a card that is loaded with value. The value can evidence the
provider's promise (typically to pay money), or can evidence the promise of a trustworthy third
party. The consumer uses the card rather than paper currency to purchase goods and services.
Merchants who accept smart cards can typically transfer the value of accumulated credits to their
bank accounts. A smart card is not typically used for transactions over the Internet, although this
may be changing with the advent of new credit-card products that include a stored-value
component. Several new services, however, provide for remote payments to be made by
electronic currency that is stored on the hard drive of a person's computer.

Several States have begun to include stored value within their existing money
transmission law. Connecticut, for example, has defined stored value as a form of “electronic
payment instrument.”® This term would also include electronic traveler's checks. West Virginia
defines “currency transmission” or “money transmission” to include “the transmission of funds
through the issuance and sale of stored-value cards which are intended for general acceptance
and use in commercial or consumer transactions.”’ Other States, such as Texas, have included
stored-value providers by interpretation. The Texas Banking Department has explained, for
example, its rationale for requiring nonbank issuers of open system stored-value cards to obtain a
license under the Texas Sale of Checks Act:

Stored-value cards issued by nonbanks for use in “open” systems (i.e., to purchase
goods and services offered by vendors other than the issuer of the card) will
generally be subject to regulation under the Sale of Checks Act because the nonbank
issuer is holding the funds of third parties. Consumers are relying on the nonbank
issuer that the card will be honored when presented by the purchaser of goods and

3 Electronic Funds Transfers (Regulation E), 61 Fed. Reg. 19, 696 (1996).

® CONN. GEN. STAT. ANN. Section 36a-596 (West Supp. 2001). Connecticut defines electronic payment instrument
as stored value, not the reverse.

"W. VA. CODE Section 32A-2-1(6) (West 1999).



services at diverse locations.®

Oregon is another State that has included a provision for the regulation of stored value. Section 2
of the Sale of Checks Act includes a definition of electronic instrument which “means a card or
other tangible object . . . for the storage of information, that is prefunded and for which the value
is decrement upon each use.” The term excludes “a card or other tangible object that is
redeemable by the issuer in the issuer’s goods and services.”"

2. E-money and Internet payment mechanisms

New types of cyberpayments or Internet payment mechanisms have been referred to by
regulators and commentators by a host of different names including electronic cash, digital cash,
electronic currency, and Internet or on-line scrip (“E-money”). E-money refers to money or a
money substitute that is transformed into information stored on a computer chip or a personal
computer so that it can be transferred over information systems such as the Internet. Technology
permits the transmission of electronic value over networks that link personal computers (PCs)
and the storage of electronic cash on the hard drives of personal computers.

The first type is through use of a traditional payment mechanism such as Automated
Clearing House (“ACH”) or a credit card. The Internet serves as a mode of communication only.
The second type of Internet payment mechanisms involves “E-money.” One type of Internet-
based E-money system has been described as a token or notational system. These computer-
based systems involve a customer purchasing electronic tokens, which serve as cash substitutes
for transactions over the Internet. With this type of system, “money” or “value” is purchased
from an issuer (who may be a bank or a nonbank). The value is then stored in a digital form on a
consumer's personal computer and the notational value is transferred over the Internet.

The “coin” is merely a notational series of numbers or other symbols that are transmitted
over the Internet to a merchant. The merchant must then redeem the “coin” with an issuer that
will verify that the coin has not been spent previously. The issuer of the Internet E-money is
obligated to redeem these payments when received from the merchant. For example, Company
A issues a certain type of E-money — Internet “cash” cards with unique personal identification
numbers (“PINs”). These cash cards are purchased from vendors who are sales representatives.
A consumer uses his PIN when transacting with a merchant on-line.

Commentators have noted that state money transmission statutes may, by implication,
include or regulate Internet payment systems such as the notational systems described above.
Others have suggested that in the future might be a source of prudential regulation for nonbank
entities engaged in this activity. For example, the United States Consumer Electronic Payments
Task Force has noted:

Many commentators have informed the Task Force that they were concerned that
e-money issuers would become insolvent, and that consumers would not be
informed of their rights in the event of such an insolvency. ****

¥ See Remarks of Catherine A. Ghiglieri, Texas Department of Banking to the PULSE EFT Assoc. Member
Conference (October 11, 1996) (visited June 15, 2001) located at
<http://'www.banking.state.tx.us/exec/speechl0a.htm>.
?OOR. REV. STAT. Section 717.200(7) (West 1999).
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Other nonbank issuers may be subject to state regulatory oversight; however, the
extent of this supervision is unclear. Clarification by state regulators and
legislatures of the applicability of their laws to e-money could be beneficial."

In addition to token or notational systems, there are also “account-based” E-money
systems. Account-based systems involve a consumer purchasing “E-money” by debiting an
existing bank account or using a credit card to buy “coins”. The value is then stored on the
issuer’s records and the consumer might access the records. The merchant who accepts the
E-money ultimately redeems the account-based E-money with a bank or credit card company.

3. Internet scrip

Stored value cards, token or notational systems as well as account-based systems may all
involve exchange of value that is not redeemable in money. The term “scrip” has been used to
refer to value that may be exchanged over the Internet but which may not be redeemable for
money. Scrip is more analogous to coupons or bonus points that can be exchanged by a
consumer for goods or services but have no cash redemption value. Scrip can be used by
merchants to sell access to value-added web pages on a per-access basis or a subscription basis.
They can also use scrip to provide promotional incentives to users. Scrip can represent any form
of currency, points in a frequent user program, access rights, etc.

At present, there are new micropayments systems bemg developed that allow customers
to either earn reward points on line or to purchase points or “value” that is redeemable for goods
and services rather than for money. One such example is Company B, which issues its own gift
“money.” Company B issues what are essentially online gift certificates. A customer opens an
account and purchases a certain amount of Company B's reward “dollars.” Then, the person can
send the dollars to anyone with an email address (along with a card). The recipient, upon receipt,
opens an account and then can spend the gift “dollars” at any participating store that accepts the
“dollars.” What is not apparent from the website is whether Company B's “dollars” are
redeemable in cash or merely in goods and services.

Another company, Company C, offers online points that are billed as web “currency.”
Company C's “points” are units that consumers may earn when visiting various websites, filling
out surveys or engaging in other online activities for which merchants seek to reward consumers.
The pomts accrue and are stored in an online “account” that a customer may access to redeem his
or her “points” for various goods and services. The points are not redeemable for money, and the
company states that it may discontinue the service at any point. Company C is offering an
account-based payment system that issues non-redeemable points.

4. Internet funds transfer

New payment services offered by banks and nonbanks will transfer money over the
Internet. One such service, offered by Company D, will transfer money over the Internet to
anyone who has an email address. Consumers who wish to send money via the Internet must
first establish an online account with Company D. A consumer can fund his or her account with
payments from a credit card, a debit from his bank account, or by sending in a money order or
check. Company D holds the consumer's money until it receives a request to transfer the funds to
a recipient. A transfer is effectuated by sending an email to the recipient. The recipient then has

" United States Consumer Electronic Payments Task Force, 44 (April 1998) (visited June 15, 2001)
<http://'www.occ.treas.gov/emoney/ceptfpap.htm>.
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several options for receiving payment ranging from establishing his or her own online account
with Company D, having the funds transferred to an existing bank account, or, if the customer
has no bank account, receiving a check from Company D.

5. Gold/precious metals transfer and payment

Somewhat similar to an Internet funds transfer system is a system whereby customers
transfer precious metal via accounts on the Internet. For example, with Company E, rather than
having an “account” with E-money denominated in U.S. dollars, a customer sets up an online
account and buys gold, silver, platinum, or palladium. The customer then has “x” grams or troy
ounces of the precious metal. One can only send money to or purchase items from an existing
customer of Company E. The advantage, Company E claims, is the stability of precious metals
relative to currency. Customers can utilize their precious metal accounts to buy goods and

services, to receive payment from third parties, and to pay bills.
6. Internet bill payment services

Banks and nonbank have began to offer Internet bill payment services. For a fee,
electronic bill payment services pay certain bills for consumers, after receiving authorization
from a consumer. The customer accesses the service via the Internet. Bill payments may
subsequently be made for the consumer electronically. Typically, the service provider will use an
automated clearinghouse (ACH) transfer to effectuate payment. However, if the designated
payee does not accept electronic payment, the bill-payment service will print and mail a check on
behalf of its customer. When a nonbank service is involved, the nonbank has no contractual
relationship with the consumer's bank. Instead, the consumer’s bank will transfer money to the
bill-payment service company. The bill-payment service will, in turn, deposit the funds into its
own bank account. The bill-payment service will then issue a payment instrument payable on its
own account to the designated payee.

The Texas Department of Banking has required at least one bill-payment service to obtain
a license under its Sale of Checks Act."” Texas made this decision based on the fact that the bill-
payment service was holding the money of consumers in its own account and issuing payment
instruments to merchants payable on the same account. The Texas Sale of Checks Act defines a
check to include “an instrument for the transmission or payment of money, including a draft,
traveler's check, or money order. The term also includes an instrument for the transmission or
payment of money in which the purchaser or remitter of the instrument appoints or purports to
appoint the seller as its agent for the receipt, transmission, or handling of money, regardless of
who signs the instrument.”"® California has also required an Internet bill-payment service to
obtain a license under its relevant statute.'* By implication, Internet bill-payment services may
already be included within various sale of payment instruments or money transmission statutes.

2 TEx. FIN. CODE ANN. Section 152.001-152.508 (West Supp. 2001).
" TEX. FIN. CODE ANN. Section 152.002(1) (West Supp. 2001).
' State of California, Department of Financial Institutions (visited June 15, 2001) <http://www.sbd.ca.gov/>.
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UNIFORM MONEY SERVICES ACT
ARTICLE 1
GENERAL PROVISIONS

SECTION 101. SHORT TITLE. This [Act] may be cited as the Uniform Money Services
Act.

SECTION 102. DEFINITIONS. In this [Act]:

(1) “Applicant” means a person that files an application for a license under this [Act].

(2) “Authorized delegate” means a person a licensee designates to provide money
services on behalf of the licensee.

(3) “Bank” means an institution organized under federal or state law which:

(A) accepts demand deposits or deposits that the depositor may use for payment to
third parties and engages in the business of making commercial loans; or (B) engages in
credit card operations and maintains only one office that accepts deposits, does not accept
demand deposits or deposits that the depositor may use for payments to third parties, does not
accept a savings or time deposit less than $100,000, and does not engage in the business of
making commercial loans.

(4) “Check cashing” means receiving compensation for taking payment instruments or
stored value, other than traveler's checks, in exchange for money, payment instruments, or stored
value delivered to the person delivering the payment instrument or stored value at the time and
place of delivery without an agreement specifying when the person taking the payment
instrument will present it for collection.

(5) “Control” means:

(A) ownership of, or the power to vote, directly or indirectly, at least 25 percent of
a class of voting securities or voting interests of a licensee or person in control of a licensee;

(B) power to elect a majority of executive officers, managers, directors, trustees, or
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other persons exercising managerial authority of a licensee or person in control of a licensee; or
(C) the power to exercise directly or indirectly, a controlling influence over the
management or policies of a licensee or person in control of a licensee.

(6) “Currency exchange” means receipt of revenues from the exchange of money of one
government for money of another government.

(7) “Executive officer” means a president, chairperson of the executive committee,
chief financial officer, responsible individual, or other individual who performs similar functions.

(8) “Licensee” means a person licensed under this [Act].

(9) “Limited station” means private premises where a check casher is authorized to
engage in check cashing solely for the employees of the particular employer or group of
employers specified in the check casher's license application.

(10) “Mobile location” means a vehicle or a movable facility where check cashing
occurs.

(11) “Monetary value” means a medium of exchange, whether or not redeemable in
money.

(12) “Money” means a medium of exchange that is authorized or adopted by the United
States or a foreign government. The term includes a monetary unit of account established by an
intergovernmental organization or by agreement between two or more governments.

(13) “Money services” means money transmission, check cashing, or currency
exchange.

(14) “Money transmission” means selling or issuing payment instruments, stored value,
or receiving money or monetary value for transmission. The term does not include the provision
solely of delivery, online or telecommunications services, or network access.

(15) “Outstanding,” with respect to a payment instrument, means issued or sold by or
for the licensee and reported as sold but not yet paid by or for the licensee.

(16) “Payment instrument” means a check, draft, money order, traveler's check, or other
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instrument for the transmission or payment of money or monetary value, whether or not
negotiable. The term does not include a credit card voucher, letter of credit, or instrument that is
redeemable by the issuer in goods or services.

(17) “Person” means an individual, corporation, business trust, estate, trust, partnership,
limited liability company, association, joint venture, government; governmental subdivision,
agency or instrumentality; public corporation; or any other legal or commercial entity.

(18) “Record” means information that is inscribed on a tangible medium or
that is stored in an electronic or other medium and is retrievable in perceivable form.

(19) “Responsible individual” means an individual who is employed by a licensee and
has principal managerial authority over the provision of money services by the licensee in this
State.

(20) “State” means a State of the United States, the District of Columbia, Puerto Rico,
the United States Virgin Islands, or any territory or insular possession subject to the jurisdiction
of the United States.

(21) “Stored value” means monetary value that is evidenced by an electronic record.

(22) “[Superintendent]” means the [state superintendent of banks or other senior state
regulator].

(23) “Unsafe or unsound practice” means a practice or conduct by a person licensed to
engage in money transmission or an authorized delegate of such a person which creates the