FM THE FOOD
INDUSTRY
ASSOCIATION

May 10, 2024

Federal Reserve Board of Governors
20th Street and Constitution Avenue, NW
Washington, D.C. 20551

RE: Docket No. R-1818, RIN 7100-AG-67
Dear Governors:

We are writing as members of the leadership of FMI — The Food Industry Association’ to
comment on the notice of proposed rulemaking (NPRM) regarding Debit Card Interchange Fees
and Routing, Regulation II. Grocers and other main street merchants serving every community
around the country appreciate that the Board has taken a step to revise the debit regulated rate
and establish a process for every other year rate adjustments.

We appreciate that you heeded the request in FMI's December 22, 2022, petition? to initiate a
public rulemaking to adjust the debit regulated rate. We welcome this opportunity to
recommend policy modifications to the NPRM on behalf of grocery customers and food
retailers.

The grocery industry is among the most competitive in our economy. Grocers negotiate prices
on every product they sell and every service they use with vendors and operate on razor thin
profit margins — about 1-2% on average. Grocers are doing everything possible to avoid passing
inflationary costs onto shoppers. Competition in the grocery sector is fierce, and the battle for
market share helps keep prices down for shoppers.

As more grocery customers have progressively increased their use of credit and debit cards over
this time, our operations costs have been squeezed. A “reasonable and proportional” debit
regulated rate is keenly important to the slim-margined grocery industry in keeping consumer
prices low and accessibility to food in underserved communities.

Since the current Regulation II rate went into effect in 2011, banks’ costs to process payments
have gone down dramatically, while the regulated capped rates charged to merchants for the
same debit payments have never been adjusted until this NPRM. As the law makes clear,

1 As the food industry association, FMI works with and on behalf of the entire industry to advance a safer,
healthier and more efficient consumer food supply chain. FMI brings together a wide range of members
across the value chain — from retailers that sell to consumers, to producers that supply food and other
products, as well as the wide variety of companies providing critical services — to amplify the collective
work of the industry. www.FMLorg

2 https://www.federalreserve.gov/regreform/rr-commpublic/trade-association-letter-20221222.pdf
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collectively set debit rates charged to merchants must be “reasonable and proportional” in
relation to the costs incurred by the card issuers and must be adjusted as the costs to banks fall.

The three components that comprise the rate — base component, ad valorem loss fee
component, fraud prevention adjustment — and the methodologies must be modified before
every other year rate adjustments are set, and careful oversight and auditing of issuer reported
data by the Federal Reserve must be implemented to ensure that issuer costs are not
misrepresented or inflated.

e The NPRM's proposed rate does not reflect the nearly 50% actual decline in issuer costs.
The formula for calculating the base interchange fee component must have a fixed
multiplier of no higher than 2.7.

e The proposed four basis point ad valorem fee is not sufficiently “reasonable and
proportional” given the reduced number of covered issuer fraud losses, and the
component should be awarded on an issuer-by-issuer basis.

e The fraud prevention adjustment must be meaningfully evaluated on an issuer-by-issuer
basis, and the eligibility for both the fraud prevention adjustment and fraud loss
component should be rewarded to only those covered issuers that take effective steps to
reduce debit fraud rather than being systematically awarded to all issuers.

e The NPRM's proposal for every other year rate adjustments should include the above
methodology changes. The Federal Reserve Board should also implement oversight and
auditing of reported data to ensure that issuer costs are not misrepresented or inflated.

Thank you again for initiating the debit regulated rate rulemaking. It is imperative for our
customers and our ability to continue to provide access to safe and affordable food in
communities across our nation that a final rule establishes a "reasonable and proportional” level
and methodologies for regular adjustments.

Sincerely,

Bill Artman Maria Ayres

Chief Executive Officer Chief Customer Officer of North America
Giant Eagle, Inc. RB Health US LLC

Pittsburgh, PA Parsippany, NJ

Mitchell Avery Robert Baesler

Chief Real Estate Officer President and Owner

Lund Food Holdings, Inc. Baesler's Market

Edina, MN Terre Haute, IN

FMI 2345 Crystal Drive  Suite 800 Arlington, VA 22202-4801 202 452 8444 fmi.org



FMI

Twyla Bailey

Senior Vice President, Food & Mass
Mondelez International

East Hanover, NJ

David Ball

Chairman, President & Chief Executive
Officer

Ball's Price Chopper/Hen House Markets
Kansas City, KS

Dennis Belcastro

Vice President, Industry Affairs and
Consumer Development
Kimberly-Clark Corporation
Chicago, IL

Michael Bozzuto

Chairman, President & Chief Executive
Officer

Bozzuto's Inc.

Cheshire, CT

Brad Brookshire

Chairman & Chief Executive Officer
Brookshire Grocery Company
Tyler, TX

Bruce Brown

Chief Customer Officer
WK Kellogg Co.

Battle Creek, MI

Joseph S. Colalillo

President

ShopRite of Hunterdon County, Inc.
Flemington, NJ

Christopher M. Coborn

Chairman & Chief Executive Officer
Coborn's, Inc.

St. Cloud, MN

Reynolds Cramer
Chief Executive Officer
Fareway Stores, Inc.
Boone, IA

Charles D'Amour

Executive Chairman of the Board
Big Y Foods, Inc.

Springfield, MA

Gerry R. Dory

Chairman

Newport Avenue Market/Rudy's Markets
Inc.

Bend, OR

J. Alexander M. Douglas, Jr.

Chief Executive Officer & President
UNFI

Providence, RI

Randy Edeker

Executive Chairman of the Board
Hy-Vee, Inc.

West Des Moines, IA

Greg Edenfield

Chief Executive Officer
Wayfield Foods, Inc.
Lithia Springs, GA

Wesley Eubanks

President & Chief Executive Officer
The Pictsweet Company

Bells, TN

Joseph Fantozzi

President & Chief Operating Officer
Allegiance Retail Services, LLC
Iselin, NJ
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Tim Figge

Chief Executive Officer
Hussmann Corporation
Bridgeton, MO

Donald Fitzgerald
Partner

The Partnering Group
Chicago, IL

Jerry W. Fleeman, Jr.
Chief Executive Officer
Ahold Delhaize USA
Salisbury, NC

Tom Flocco

Chief Executive Officer

Peter and Gerry's Organics LLC
Monroe, NH

Dan Funk

President & Chief Executive Officer
Associated Wholesale Grocers, Inc.
Kansas City, KS

Brian George

President, Chairman & Chief Executive
Officer

Alex Lee, Inc.

Hickory, NC

Jerel Golub

Co-Chairman of the Board
Northeast Grocery, Inc.
Schenectady, NY

Oscar Gonzalez

Co-Chief Executive Officer & President
Northgate Gonzalez Market

Anaheim, CA
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Jeremy Gosch

Chief Executive Officer
Hy-Vee, Inc.

West Des Moines, IA

David Hardiman-Evans
Senior Vice President
Ocado Group Plc

Hatfield, Hertfordshire, UK

Steve Heggelke

Executive Vice President, Merchandising and
Procurement

Bozzuto's Inc.

Cheshire, CT

Anthony Hucker

President & Chief Executive Officer
Southeastern Grocers, Inc.
Jacksonville, FL

Darrell Jones
President

Pattison Food Group
Langley, BC, Canada

Todd Jones

Executive Chairman
Publix Super Markets, Inc.
Lakeland, FL

Omar Jorge Pefa

Chairman

Compare Foods Supermarkets
Charlotte, NC

Noah Katz

President

Foodtown — PSK Supermarkets
Mount Vernon, NY
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Greg Longstreet

Chief Executive Officer
Del Monte Foods, Inc.
Walnut Creek, CA

Russell T. Lund, III

Chairman & Chief Executive Officer
Lund Food Holdings, Inc.

Edina, MN

Pat Maloney

Director, Government and Industry Affairs
Danone North America

Broomfield, CO

Norman Mayne

Chief Executive Officer
Dorthy Lane Market, Inc.
Dayton, OH

Mark McGowan

EVP, Retail & Commercial, Retail Ops
C&S Wholesale Grocers, Inc.

Keene, NH

Sean McMenamin
President

ShopRite McMenamin
Philadelphia, PA

Patrick Meehan

President, IFG Sales
Irresistible Foods Group, Inc.
Gardena, CA

Hank Meijer
Executive Chairman
Meijer, Inc.

Grand Rapids, MI
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David Mitchell
President

Mitchell Grocery Corporation
Albertville, AL

John Najjar

President

Seaside Market, Inc.
Cardiff by the Sea, CA

Michael Needler, Jr.

President & Chief Executive Officer
Fresh Encounter, Inc.

Findlay, OH

David Parry

President & Chief Executive Officer
accelerate 360 LLC.

Smyrna, GA

Vinit Patel

Executive Vice President & CCO, U.S.
Customer Development, Grocery
Unilever

Englewood Cliffs, NJ

Dave Peacock

Chief Executive Officer
Advantage Solutions
Irvine, CA

Arthur Potash

Chief Executive Officer
Potash Markets
Chicago, IL

Jason Potter

Chief Executive Officer
The Fresh Market, Inc.
Greensboro, NC
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Steve Presley

Chief Executive Officer of Nestlé Zone North

America
Nestlé USA, Inc.
Arlington, VA

Karen Reid

Chief Customer Officer
Post Consumer Brands
Lakeville, MN

David Rice

President & Chief Executive Officer
Associated Food Stores, Inc.

Salt Lake City, UT

Shane Sampson

Executive Chairman of the Board
Save Mart Companies

Modesto, CA

Carrie Sander

Chief Customer Officer
Kellanova

Battle Creek, MI

Leslie G. Sarasin

President & Chief Executive Officer
FMI - The Food Industry Association
Arlington, VA

Tony Sarsam

President & Chief Executive Officer
SpartanNash Company

Grand Rapids, MI

Todd R. Schnuck

Chairman & Chief Executive Officer
Schnuck Markets, Inc.

St. Louis, MO

Randy Skoda

President & Chief Executive Officer
Topco Associates LLC

Elk Grove Village, IL

Mark Skogen

President & Chief Executive Officer
Festival Foods

De Pere, WI

Steven C. Smith

President & Chief Executive Officer
K-VA-T Food Stores/Food City
Abingdon, VA

Neil Stern

Chief Executive Officer
Good Food Holdings, LLC
Carson, CA

Pamela Stewart

Chief Customer Officer — Retail, North
America

The Coca-Cola Company

Atlanta, GA

Mike Stigers
President

Wakefern Food Corp.
Keasbey, NJ

Mike Stone

President & Chief Executive Officer
Mollie Stone’s Markets

Mill Valley, CA

Terry Thomas

Chief Growth Officer
Flowers Foods
Thomasville, GA
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Jonathan Weis

President, Chief Executive Officer &
Chairman

Weis Markets, Inc.

Sunbury, PA

Steven Williams

Chief Executive Officer, PepsiCo Foods
North America

PepsiCo, Inc.

Purchase, NY

Christy Wright

Director, Global Food Systems
Corteva Agriscience
Indianapolis, IN

Lauri Youngquist

President & Chief Executive Officer
Knowlan's Super Markets, Inc.

St. Paul, MN
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