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VALUE PROCESSING NETWORK AND METHODS

CROSS-REFERENCES TO RELATED APPLICATIONS
[0001] This application is a non-provisional of and claims the benefit of co-pending,
commonly assigned U.S. Provisional Patent Application No. 60/388,047 entitled “CLOSED
LOOP FINANCIAL PROCESSING SYSTEMS AND METHODS” (Attorney Docket No.
020375-027300), filed on June 11, 2002, by Nauman, et al., the entire disclosure of which 1s

herein incorporated by reference for all purposes.

BACKGROUND OF THE INVENTION
[0002] This invention relates generally to the field of computing systems and methods for
using them. More specifically, the invention relates to computing systems programmed to

process value transactions through one or more processing networks in a selectable manner.

[0003] A merchant who accepts electronic forms of payment in exchange for goods or
services generally has an agreement with a bank, or other entity, for processing transactions.
As part of the agreement, the merchant maintains an account at the bank for deposit and

withdrawal of funds associated with the merchant’s electronic payment transactions.

[0004] Account identifiers, in the form of a card or other token such as a paper check or RF
fob, are issued to accountholders by a variety of account issuers, including banks, retailers,
or other financial service providers. In the case of “interchange” accounts, e.g., VISA® or
MASTERCARD® card products, ACH, or bank issued debit cards, there is a third party
brand owner (card association or debit network or Federal Reserve) that acts as an
intermediary between the merchant’s bank and the account issuer to complete the transaction.
(Rather than issuing accounts and account identifier tokens itself, a brand owner generally
licenses other entities to issue accounts under its brand name.) This intermediary not only
licenses its brand and sets rules for use of the account, but operates a computer processing
system, generally called a branded network, which routes and settles its own brand of
transactions. In the case of “private label” credit cards, e.g., credit cards issued by a retailer,
there is generally no intermediary; hence, such cards are generally accepted only by the

issuing entity (or in some cases its subsidiaries).
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[0005] A typical electronic payment sales transaction begins when an accountholder
presents an account identifier token to purchase goods or services from a merchant. The
merchant transmits an authorization request to its bank. In the case of interchange accounts,
the merchant’s bank typically does not have direct access to information regarding account
status, so the merchant’s bank forwards the request to the appropriate network for

authorization.

[0006] If the transaction is authorized, an authorization code is returned to the merchant.
The merchant completes the sales transaction by delivering the goods or services and
obtaining in exchange a ticket representing the cardholder’s agreement to pay the card issuer.
The ticket is typically a piece of paper (usually signed by the cardholder) or an electronic
equivalent. The ticket pro{fides sufficient information to identify the accountholder, the

account identifier token used, the merchant, and the amount of the sales transaction.

[0007] Next, the merchant collects payment for the sales transaction by presenting the
ticket to his bank. Typically, the merchant accumulates tickets from a number of sales
transactions (e.g., all transactions from one day) and presents a batch of tickets together to the
bank. The merchant’s bank buys the ticket and deposits funds into the merchant’s account.

In general, the amount of funds deposited into the merchant’s account is less than the amount
of the sales transaction by a percentage (the “discount rate’’) established between the
merchant and his bank. The merchant’s bank may also maintain a reserve against the
merchant account by temporarily withholding part of the funds in order to cover the risk that
the bank 1s not subsequently repaid by an account issuer for any of the merchant’s
transactions. Funds held in reserve are usually released to the merchant account after some

period of time.

[0008] The merchant’s bank presents the ticket to the account 1ssuer for settlement.
Settlement requests may be processed in batches and are usually routed through a branded
network rather than being sent directly to the account i1ssuer. The account issuer transfers
funds to the merchant’s bank 1mn exchange for the ticket. The amount of funds transferred is,
in general, less than the amount of the sales transaction because the account issuer deducts an
“Interchange fee” reflecting the delay between the account issuer’s payment of funds to the
merchant and the accountholder’s payment to the issuer, as well as merchant fraud losses and

costs associated with use of a brand’s interchange services. At some point after settlement,
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the account issuer bills the accountholder for the full amount of the transaction, or deducts the

amount from the accountholder’s account.

[0009] In atransaction where a retail or non-branded account 1s used, the processing 1s
similar, except that the merchant’s bank and the account issuer are generally the same entity.
Thus, the account issuer directly authorizes the transaction, and a settlement between the
issuer and the merchant’s bank is not required. As is generally known, acquisition and
settlement processing may have many other variations, depending on the product used and
the terms of settlement agreements adopted by various account issuers and associations (e.g.,

some associations settle directly with the merchant and do not transfer funds via an

intermediary).

[0010] Merchant banks are thus confronted vs‘zith considerable complexity in managing
payment processing operations, particularly when the bank provides processing services for a
large number of merchants who accept a variety of payment types of different brands and/or
issuers. Transactions must be received and routed, and accounting of debits and credits of
funds during acquisition and settlement must be maintained. Information for each merchant
must be kept up-to-date. Periodic account statements and other activity reports must be
generated and sent to each merchant. Further, a merchant’s bank may outsource some or all
of its payment processing operations to a thifd-party provider of processing services. These

third-party providers confront an added level of complexity because of the need to manage

data and transactions for multiple banks.

[0011] Electronic payment processing rules, and the business relationships which the rules
represent, are defined by the payment type and network over which the payment processing
flows, rather than by the parties involved in the transaction. Thus, it is not possible for

merchants and account issuers to easily define and implement new sets of rules representing

individual business relationships.

[0012] Many types of electronic value exchange transactions involve processing methods
having similar levels of complexity. For example, money transfers, discount certificate
exchanges, loyalty point transactions, “pre-paid” commodity purchases, person-to-person |
barter, and the like, all involve some number of transaction steps. As a result, systems are
needed, along with methods for using such systems, that improve the processing of such
transactions, can be expanded to process an ever-increasing number of transaction types, and

enable the establishment of a variety of business relationships governing said transactions.
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BRIEF SUMMARY OF THE INVENTION
[0013] Embodiments of the invention thus provide a method of processing a transaction
involving at least two parties. The method includes establishing rules that define transaction
processing between combinations of a plurality of origination entities and a plurality of
destination entities and storing the rules at a storage arrangement associated with a host
computer system. The method also includes receiving at the host computer system
transaction information relating to the transaction between the two parties. One of the parties
is a particular one of the origination entities and one of the parties is a particular one of the
destination entities. The transaction information contains at least an identifier from which at
least one of the parties may be identified. The method also includes using the transaction
information at the host computer system to identify at least one of the parties and consulting
the storage arrangement to determine the rules that define transaction processing for the at

least one party. The method also includes processing the transaction based, at least in part,

on the rules.

[0014] In some embodiments, the rules define routing of the transaction, fees associated
with the transaction, timing of settlement, method of settlement, aggregation and reporting,
dispute resolution, compliance, fraud detection, and/or risk sharing. In some examples, the
transaction may relate to a credit card transaction, retail card transaction, debit card
transaction, account withdrawal, money transfer, gift card, negotiable instrument, loyalty or
reward points, pre-paid commodities, insurance benefits, cell-phone minutes, stored value
card, discount certificate or the like. Receilving transaction information may include
recetving an electronic message or transmission from a transaction processing device. The
transaction processing device may be an automated teller machine, a merchandise scanner, a
point-of-sale device, a data entry device, a Radio Frequency (RF) fob, a point-of-sale
computer, a money transfer device, a telephone, a PDA and/or the like. Processing the
transaction may include forwarding information representing at least a portion of the
transaction to a network or a destination processing system. The network may include the
Automatefl Clearing House network, the Federal Reserve network, a branded network, a
banking network, an international banking network, a money transfer network, a loyalty
network, a health care benefits network, a discount certificate clearinghouse, the Internet,

and/or the like.

[0015] In other embodiments of the invention, a system for processing a transaction

involving at least two parties includes a host computer system and a storage arrangement.

4
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The storage arrangement may be configured to store rules that define transaction processing
between combinations of a plurality of origination entities and a plurality of settlement
entities. The host computer 1s programmed to receive transaction information relating to the
transaction between the two parties. One of the parties is a particular one of the origination
entities and one of the parties is a particular one of the destination entities. The transaction
information contains at least an identifier from which at least one of the parties may be
identified. The host computer system is further programmed to use the transaction
information to identify at least one of the parties and consult the storage arrangement to
determine the rules that define transaction processing for the at least one party. The host

computer system 1is also programmed to cause the transaction to be processed based, at least

in part, on the rules.

[0016] In some embodiments of a system according to the invention the host computer

- system is further programmed to receive an electronic message or transmission from a
transaction initiation device. The transaction initiation device may be an automated teller
machine, a merchandise scanner, a point-of-sale device, a point-of-sale computer, a data entry
device, a Radio Frequency (RF) fob, a money transfer device, a telephone, a PDA, and/or the
like. The host computer system also may be programmed to forward information
representing at least a portion of the transaction to a destination computer processing system.
The destination computer processing system may be the Automated Clearing House network,
the Federal Reserve network, a branded network, a banking network, a money transfer
network, an international banking network, a loyalty network, a health care benefits network,

a discount certificate clearinghouse, the Internet, and/or the like.

[0017] In other embodiments of the invention, a network for processing transactions,
includes means for receiving transaction information from a transaction initiation device.
The transaction information relates to a transaction involving at least two parties, an
origination entity and a destination entity. The parties have a pre-established relationship
embodied in transaction processing rules. The transaction information comprises at least an
identifier for determining at least one party to the transaction. The network also includes
means for determining the rules relating to the transaction and means for processing, at least

in part, the transaction.

[0018] In still other embodiments, a method of processing a transaction involving two

parties, an origination entity and a destination entity, having a pre-established relationship
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embodied in rules relating to the relationship includes receiving transaction information
relating to the transaction and identifying the origination entity and the destination entity at
least 1n part from the transaction information. The method also includes consulting the rules

to determine how the transaction should be processed and processing the transaction based at

least 1n part on the rules.

[0019] In such embodiments, the destination entity may be an issuing financial institution,
money transfer service provider, telephone company, airline, loyalty or rewards provider,
manufacturer, insurance company, retailer bank, and/or the like. The transaction may involve
value, which may be represented by a bank card account number, credit card account number,
discount certificate, bank account number, debit card account number, stored value account
number, insurance coverage identifier, money transfer identifier, loyalty account identifier,
telephone account number, airline ticket PNR identifier, gift card identifier, and/or the like.
The value may be money, credits, loyalty points, minutes, miles, and insurance benefits. The
method may include receiving additional rules from a second destination entity and
processing a second transaction according to the additional rules. The method also may
include identifying processing rules relating to the destination entity. Identifying processing
rules may include consulting a table having rules information relating to a plurality of
destination entities. Processing the transaction may include aggregating a plurality of
transactions having a common destination entity and sending a request for reimbursement to
the destination entity. Processing the transaction also may include aggregating a plurality of
transactions having a common origination entity and sending a reimbursement to the

origination entity:.

[0020] In still other embodiments, a system for processing a value transaction between an
origination entity and a destination entity includes an input transaction handler that
determines a transaction type and accesses an appropriate format and data and transaction
validation according to a ruleset obtained from a rules service based on the origination entity.
The system also includes a routing service that identifies the destination entity using rules for
the particular transaction type and a fee calculation service that determines a fee to apply and
any calculations to perform based on rules identified by a relationship between the
origination entity and the destination entity. The fee service also performs the calculations
and attaches fee information to the transaction. The system also includes an output
transaction handler that formats, validates, and sends the transaction based on rules

determined by the identity of the destination entity. The system may include a transaction

6
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aggregation service that uses rules to determine how the origination entity and the destination
entity require transaction information to be combined for their businesses. This may include
both transaction grouping and transaction summarization. The system also may include a
reconciliation service that uses information from the transaction aggregation service to
balance multiple transactions according to rules for the transaction types. The system also
may include a funds movement service that generates instructions based upon the rules

defined by origination and destination entities for an actual value-exchange represented by a

particular group of transactions.

BRIEF DESCRIPTION OF THE DRAWINGS
10021] A further understanding of the nature and advantages of the present invention may
be realized by reference to the remaining portions of the specification and the drawings
wherein like reference numerals are used throughout the several drawings to refer to similar
components. Further, various components of the same type may be distinguished by
following the reference label by a dash and a second label that distinguishes among the
similar components. If only the first reference label is used in the specification, the
description is applicable to any one of the similar components having the same first reference

label irrespective of the second reference label.
[0022] Fig. 1 illustrates a system according to embodiments of the invention.

[0023] Fig. 2A illustrates a method according to embodiments of the invention, which

method may be implemented in the system of Fig. 1.

[0024] Fig. 2B illustrates one example of how transactions are processed according to

embodiments of the present invention.

[0025] Fig. 3 illustrates a specific example of an embodiment of the present invention.

DETAILED DESCRIPTION OF THE INVENTION
[0026] The invention provides for the processing of value transactions through one or more
processing networks in a selectable manner with processing rules determined by the parties
involved in the transaction. Herein “value” will be understood to mean any commodity that
may be expressed in units. For example, value may comprise money, credits, loyalty points

(e.g., miles, as more fully described in co-pending, commonly assigned U.S. Patent
Application No. 10/386,027, entitled, “SYSTEMS AND METHODS FOR REDEEMING

REWARDS ASSOCIATED WITH ACCOUNTS” (Attorney Docket No. 020375-022030)
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filed on March 10, 2003, by Blagg, et al., which application is entirely incorporated herein by
reference), minutes (e.g., pre-paid cell phone minutes), discount certificates (e.g.,
manufacturer’s coupons as more fully described in co-pending, commonly assigned U.S.
Patent Application No. 10/268,040, entitled, “DISCOUNT-INSTRUMENT METHODS
AND SYSTEMS” (Attorney Docket No. 202375-033100) filed on October 8, 2002, by
McGese, et al., which application is entirely incorporated herein by reference), and/or the like.
Although specific examples reference payments for goods or services, value may flow 1n
either direction between the transaction parties. Thus, value may appear to be negative to an
individual party, as might be the case, for example, with respect to credit card refunds, or

chargebacks. Many other examples are possible.

[0027] According to embodiments of the invéntion, a transaction is initiated in any of a
wide variety of ways. In one example, the transaction is a credit card transaction wherein a
customer purchases an item from a merchant. While this example 1s discussed in terms of
credit card transactions, it will be appreciated that the invention may be used with other
transactions as well. For example, the invention may be used with direct deposit transactions,
money transfer transactions, ACH transactions, and the ltke. A credit cardf acquirer or 1ssuer
may have various options on how to route and process financial transactions. For example,
certain accounts may be flagged so that they pass through a card association branded network
while others do not. Further, for transactions that do not utilize the card association network,
such transactions may be transmitted to specific processing platforms. This process happens
in an automated fashion so that authorization and settlement may proceed in an efficient

manmner,

[0028] Initially, a transaction originates at a transaction initiator. This may be from a point
of sale device, through the Internet, from a money transfer system, or the like. The
transaction utilizes some type of account identifier, such as a credit card number, that
1dentifies the account that is to be charged for the transaction. The account identifier, along
with other information on the transaction (such as the purchase amount) is transmitted to a
processing system. In the case of credit card transactions, the processing system may be a
processing platform that accepts transactions from certain merchants. For example, a shoe
store may agree to have its credit card transactions processed by the processing system. Once
the transaction is received, the account identifier, the originating merchant identifier, and the
transaction type are evaluated to determine how the transaction should be routed, cleared, and

settled.
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[0029] The processing system may include a routing table that includes information on how
a transaction should be routed based on the analysis of the aforementioned identifiers. For
example, an 1ssuing bank may decide that certain of its cards are to be processed through a
card association system, such as MASTER CARD®, while others of its cards are to proceed
directly to an 1ssuing organization processing system. This information may be provided to
the processing system and included in the routing tables so that each time a transaction that is
assoclated with a card of the issuer is received at the processing system, it may be

automatically routed to the correct processing system.

[0030] If the processing rules indicate the transaction should proceed to a branded network,
the transaction 1s in turn routed to one of the issuing organization processing systems as
described above for authorization, clearing, and settlement. Otherwise, the transaction is
routed directly to one of the issuing organization processing systems for authorization and
settlement. This scenario permits authorization and settlement to proceed as rapidly as

possible, and also may reduce transaction costs.

[0031] In some cases, the 1ssuer and merchant may be the same entity or may use the same
processing system. In such cases, all processing may occur using the same system. For
example, 1f both the merchant and the issuer used the same processing system, processing
may all occur using that processing system. However, in many cases, the issuer and the
acquirer may be set up to process using different systems or platforms. By using the routing
table, an 1ssuer may be able to receive transactions at the issuer’s processing system directly

from the merchant’s processing system and vice versa.

[0032] Another significant advantage of some embodiments is that the issuer has the
tflexibility to indicate different portions of its account portfolio may be directed to process
using different routing mechanisms and networks. Additionally, the account issuer, in
agreement with merchant business partners may also apply other transaction processing rules
regarding discount or processing fees, settlement timeframes, and the like. For example, an
issuer may identify a group of accounts, such as premier cardholders, that are to be processed
by going airectly from one processing system to another processing system while all others
may proceed through the branded network. Further, the issuer and a particular merchant may
agree that no chargebacks other than for reasons of merchant fraud will be allowed, and that
for this consideration, the merchant will apply more stringent fraud detection methods. In

return the 1ssuer additionally agrees to reduce the interchange fee.
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[0033] As another specific example, an issuer may decide to implement a marketing
campaign to increase the usage of its cards. To do so, the 1ssuer may contract with a
merchant, where the merchant agrees that all purchases using the 1ssuer’s card will be
processed by going directly from one particular processing system to another processing
system. A consumer may then be provided with marketing material suggesting the use of the
issuer’s card at the merchant’s store, perhaps to receive a discount on a certain purchase.
When the consumer makes the purchase, the transaction proceeds to the first processing
system which routes the transaction directly to the second processing system for authorization
based on the routing table. If authorized, a reply 1s transmitted back to the merchant so that
the sale may proceed. The transaction is then transmitted directly to the second processing
system for settlement. In so doing, transaction processing fees may be reduced. As such, the
agreement between the 1ssuer and the merchant may provide the merchant with reduced fees,

thereby enabling the merchant to offer better incentives to its customers.

[0034] The foregoing specific examples are provided for illustration purposes only and are
not to be considered limiting since many other examples of the present invention are possible,

as will be understood by those having skill in the art in light of this description.

[0035] Having described one example of an embodiment of the invention generally,
attention is directed to Fig. 1, which illustratés an example of a system 100 according to
embodiments of the present invention. It is to be understood that the system 100 is
exemplary and that those skilled in the art will realize other embodiments in light of the
disclosure herein. The system 100 comprises a host computer system 102 and a network 104
through which the host computer system may communicate with one or more transaction
initiation devices 106. The host computer system 102 may comprise one or more computing
devices 108, storage arrangements 110, internal networks 112, display devices 114, input
devices 116, output devices 118, and the like. In some embodiments, the host computer
system 102 1s distributed throughout a large geographic area, including both terrestrial and
extra-terrestrial locations, as would be the case for embodiments that include, for example,
satellite Imks. In other embodiments, the host computer system 102 exists within a single
facility. In still other embodiments, the host computer system 102 comprises a single

computing device.

[0036] Each computing device 108 may be a work station, a PC, a laptop, a mainframe, a

PDA, or the like, or any other type of computing device. Each storage arrangement 110 may

10
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be a server, a database, or the like, or any other type of storage arrangement, and may include
magnetic, optical, solid state memory, and/or the like, or any other type of stofage medium.
The mternal networks 112 may be wired or wireless, and may include the Intemet, a virtual
private network, a local area network, a wide area network, and/or the like. The display
devices 114 may be any type of device that allows for the display of information. Each input
device 116 may be a keyboard, a mouse, a voice recognition device, a key pad, and/or the
like, or any other type of input device. Each output devices 118 may be a printer, a projector,
and/or the like, or any other type of output device. Other components of the host computer

system 102 may include servers, routers, switches, and/or the like.

[0037] The network 104 may comprise the Internet, or any other wired or wireless network,

including those listed above with respect to the internal network 112.

[0038] [Each transaction initiation device 106 may comprise a point-of-sale (POS) device
(as more fully described in co-pending, commonly assigned U.S. Patent Application No.
09/634,901, entitled, “POINT-OF-SALE PAYMENT TERMINAL” (Attorney Docket No.
020375-002410), filed on August 9, 2000 by Templeton, et al., which application is entirely
incorporated herein by reference), an automated teller machine (ATM), a multi-purpose kiosk
(as more fully described in co-pending, commonly assigned U.S. Patent Application No.
10/225,410, entitled, “MULTI-PURPOSE KIOSK AND METHODS” (Attorney Docket No.
202375-024800),August 20, 2002, by Blair, et al., which application is entirely incorporated
herein by reference), a computing device, a money transfer POS device, a cash register, a

- checkout scanner, a customer service representation (CSR) computer, a cell phone, a PDA,
and/or the like, or any other type of transaction initiation device. The transaction initiation
devices may be located at merchant locations, call centers, money transfer locations, public
gathering places such as shopping malls, post offices, parks, transportation centers, sporting
arenas, and the like. Transaction initiation devices 106 also may comprise devices carried by
or worn by consumers or other transaction initiators. Many other examples are possible. For
example, a POS device at a health insurance service provider may comprise a credit card

transaction terminal and a health insurance eligibility terminal.

[0039] The host computer system 102 may be configured to communicate with other
networks 120, which may comprise, for example, banking networks (such as the Automated
Clearing House network, the Federal Reserve network, BACS®, Swift®, or the like), debit
networks (such as the STAR® network, the NYCE® network, or the like), a branded card
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network (such as the VISA®, MasterCard®, Discover®, American Express®, or EuroPay®
networks, or the like), a money transfer network (such as the WESTERN UNION® network
or the like), health benefits exchange networks (such as ProxyMed®, WebMD®), or the like),
airline ticket exchanges (such as AIRINC® or the like), and/or the like.

[0040] Through the various networks, the host computer system 102 communicates with
origination entities 122 and destination entities 124. Origination entities 122 may comprise
merchants, acquiring banks, individuals, gift card or stored value card processors, health care
providers, airlines, and the like. Destination entities 124 may comprise manufacturers,
issuing banks, individuals, health care payers, employers, airlines, telephone companies, and
the like. In some transactions, parties which are usually destination entities 124 may be

origination entities 122, and origination entities 122 may be destination entities 124.

[0041] Attention is directed to Fig. 2A, which illustrates one embodiment of a method 200
according to the present invention. The method may be implemented in the system 100 of
Fig. 1 or other suitable system. It is to be understood that the method 200 is exemplary, and
those skilled in the art will realize alternative embodiments in light of the disclosure herein.
Further, the steps described herein need not be traversed in the order described. Further still,
alternative methods may include more or fewrer steps than that described herein, as will be

recognized by those having skill in the art.

[0042] The method begins at block 202 wherein transaction processing rules are
established. The rules may relate to any aspect of processing transactions. For example, the
rules may relate to how transactions are routed, what fees are charged and by whom, the
schedule for processing transactions, how the risk relating to transactions 1s assigned, how
exceptions relating to transactions are processed, how fraud will be monitored, and/or the
like. The rules may be established such that particular rules apply to: all transactions
processed between two particular parties, (i.e., an origination entity and a destination entity),
only certain transactions between parties, all transactions involving a particular destination
entity, select transactions involving a particular destination entity, all transactions involving a
particular‘ori gination entity, select transactions involving a particular destination entity,

and/or the like. Other examples are possible.

[0043] Additionally, the rules may be imposed by either origination entities or settlement

entities or may arise from mutual agreements between particular settlement and origination
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entities. In some examples, the rules are established by the owner of the brand for a branded

transaction or the operator of a network that embodies an example of the present invention.

[0044] The rules may take many forms. For example, the rules may be as simple as routing
tables configured in a computer-readable medium such as software or firmware. The rules
may comprise software code that specifically implements each aspect of each rule. The rules
may comprise complex logical statements such as might be used with a well known database
management system. The rules may themselves be embodied in data entered into a database
management system. The rules may be implemented by specifically designed electrical
circuitry that “hard-codes’ the rules. The rules may comprise any combination of the

foregoing and/or the like, as 1s apparent to those of skill in the art in light of this disclosure.

[0045] Once the rules are established at block 202, the rules are stored in some manner that
will allow them to be recalled and used for processing transactions. This occurs at block 204.
The medium 1n which the rules are stored may depend on the form the rules take. Ina

specific example, the rules comprise data that may be stored in a database using a well known

database management program or a specially-designed database management program.

[0046] At block 206, transaction information 1s received from a transaction initiation
device. The transaction initiation device may comprise any of the aforementioned transaction
Initiation devices, or any device capable of capturing transaction information and forwarding

it to the host computer system.

[0047] Having received the transaction information at block 206, the host computer system
then uses the transaction information to identify the parties involved in the transaction (e.g.,

the origination entity and the destination entity) at block 208.

[0048] At block 210, the host computer system uses the 1dentity of the origination entity

and the destination entity to consult the rules to determine how transactions between these

two entities are to be processed. The transaction is then processed accordingly at block 212.

[0049] The events that take place in blocks 206, 208, 210, and 212 may take many forms
depending on the specific parties involved in the transaction and the type of transaction
information received. The transaction processing information may comprise a wide variety
of items. In a specific example, the transaction information minimally comprises an
1dentifier from which the origination entity, the destination entity, and the value of the

transaction may be determined. In one example relating to a branded credit card transaction,

13



CA 02488730 2004-12-10
WO 03/104945 PCT/US03/18494

the transaction information comprises a credit card account number, a merchant identification
number, and a charge amount. In this example, the credit card account number identifies the
destination entity, which may be an issuing bank, the brand of the transaction, and the
payment type (e.g., debit, credit, etc.). The merchant identifier either directly or indirectly
identifies the origination entity, which may be a merchant, the merchant’s bank (e.g., an
acquiring bank), or the like. The charge amount identifies the amount that a customer
charged in exchange for goods or services from the merchant. In some embodiments, the
transaction may be a exception resolution (e.g., a chargeback) between the same parties, in
which case the merchant is crediting the customer. In such a case the destination and

origination roles are reversed, although the same transaction information may be used to

identify the parties.

[0050] Further to the aforementioned example, the host computer system evaluates the
credit card account number to identify the entity that 1ssued the credit card. In this example
the entity 1s a member of a branded card association. In such cases, the card association
network may have rules which determine what transactions may be settled outside the
branded network. In this case, the processing rules established by the brand can override the
processing rules determined by the originator and destination agreement. Many other
examples are possible. In some embodiments, multiple transactions are consolidated, which

greatly improves the efficiency with which transaction are settled.

[0051] Further still to this example, a process of settling a credit card transaction between a
customer 250 and a merchant 252 1s illustrated with respect to Fig. 2B. In this example, the
customer 250 uses a credit card to purchase goods from the merchant 252. In doing so, the
merchant requests authorization by sending an electronic transmission (arrow 256) to the
operator 254 of a system according to embodiments of the present invention. The operator
254 responds to the transmission by either authorizing or rejecting the transaction (arrow
258), which may include using rules to identify the destination entity and forward the
authorization to the destination entity and receive authorization from it (arrow 257).
Assuming the transaction is authorized, the merchant and customer complete the transaction.
If necessary, the merchant sends additional transaction information to the operator (arrow

260), to 1ndicate that the transaction was not completed.

[0052] Continuing with this example, the operator 254 used the transaction information to

identify the origination entity (or his designee, in this case, the merchant’s bank 262) and the
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destination entity 264, 1n this case, the bank that issued the customer the credit card used in
the transaction. The operator 254 then consults the rules to determine whether the origination
entity and the destination entity have a pre-arranged agreement embodied in rules. In this
example, the credit card was 1ssued pursuant to a license from a branded network. However,
the branded network allows settlement processing outside its network. Thus, the origination
entity 262 and the destination entity 264 have agreed to rules relating to the processing of
their mutual transaction. The operator identifies these rules and processes the transaction

accordingly.

[0053] In doing so, the operator 254 sends funds to the origination entity 262 (arrow 266)
and requests reimbursement from the destination entity 264 (arrow 268). The sending of
funds to the origination entity and the requesting of funds from the destination entity may be
combined with other transaction such that the netting of several transactions may result in
positive or negative amounts. The origination entity then makes the funds available to the
merchant (arrow 269), while the destination entity reimburses the operator (arrow 270).
Although not necessarily included within the operation of this example of the present
invention, the destination entity bills the customer (arrow 272) and receives compensation
from him (arrow 274). These functions, however, may be performed by the operator on
behalf of the destination entity. It is to be understood that this is but one example of how
transactions may be processed according to the present invention. Other examples are

possible.

[0054] In another example, the transaction information comprises a discount certificate
identifier and a merchant identifier. The discount certificate identifier may represent, for
example, a manufacturer’s rebate coupon that a customer presents to a merchant in exchange
for a discount on goods or services. Such discount certificates typically include a UPC label
that a merchant may scan contemporaneously with totaling a customer’s purchases. The
destination entity (i.e., the manufacturer, in this example), may be identified from
information read by the scanner from the UPC label. The same information may be used to
determine-the value of the transaction (i.e., the amount of the discount). This information,
together with the merchant identifier that may either directly or indirectly identify the
origination entity, may be used to ultimately cause value to flow from the manufacturer to the

merchant.
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[0055] In such examples, the processor may combine multiple transactions involving the
same manufacturer. The processor then requests reimbursement from the manufactirer for
the value of the discount certificates. The manufacturer then credits the merchant or the
merchant’s designee (e.g., the merchant’s bank) for the amount of the coupons submitted by
the merchant. In some examples, the manufacturer simply reimburses the processor for the
value of the coupons, and the processor sorts out what portion of the amount goes to any of a
plurality of merchants. The processor may withhold a fee from the reimbursements and/or
recelve additional compensation from the manufacturer and merchant as compensation for
processing the coupons. In addition to directing discount certificate transactions to the
appropriate destination entity, the processor also may verify that the certificates were actually

used in conjunction with a purchase of the product represented by the coupon. Many other

examples are possible.

[0056] In some cases with respect to the processing of discount certificates, the issuing
entity (e.g., the manufacturer) is outside the processor’s network. In such cases, the
processor may consolidate the discount certificates and pass them to another network in

exchange for reimbursement. Other examples are possible.

[0057] In yet another example, the transaction comprises a money transfer identifier. In
this example, the sender of the money transfér deposits money with an operator (e.g. a
merchant) of a money transfer location, or a money transfer service provider (e.g., Western
Union of Englewood, CO), and designates a recipient of the funds. The recipient of the
money transfer receltves money from an operator (e.g., a merchant) of a money transfer
location. The merchant, in this example, dispenses to the recipient funds previously-
deposited by a sender. The money transfer identifier may be used to determine both the
origination entity, the destination entity, and the amount of the wire transfer. In such an
example, the origination entity may be a money transfer service provider (e.g., Western
Union of Englewood, CO), the operator of the money transfer location where the sender
deposited the funds, or the like. The destination entity is, for example, the merchant that
dispensed-the funds to the recipient.

[0058] In such an example, the money transfer service provider receives the money
transfer request at the time the sender deposits the money with the originating money transfer
location. The request is housed in a computer system. When the recipient of the money

transfer requests the funds from the destination money transfer location, the destination
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location requests authorization from the money transfer service provider for the
disbursement. Upon authorization, the money is disbursed to the recipient. The money
transfer service provider performs settlement with both the origination and destination money
transfer location by aggregating each individual location’s deposit and disbursement
transactions for a period of time (e.g., a day) and performing a single funds movement for the
aggregate amount. For an individual transaction, the funds movement for the deposit may
precede the funds movement for the disbursement. The settlement from the money transfer
service provider to the originating and destination location may be the face value of the

money transfer transaction less a processing fee. Many other examples are possible.

[0059] In yet another example, the transaction information may comprise an mnsurance
identifier. In this example, a patient may present a card, such as a health benefits card, to a
healthcare provider. The card may represent a pre-paid benefits account (e.g., a medical
spending account) and/or insurance benefits. The provider may use the card to pre-authorize
treatment for the patient, determine the patient’s level of benefits and/or deductible, obtain
payment from the patient’s pre-paid benefits account, and/or charge the patient for any
remaining balance. Thus, depending on the specific purpose for which the card is presented,
the settlement entity may be one or more different entities. For amounts charged to a pre-
paid benefits account, the destination entity may be a benefits administrator. For amounts
changed to the patient, the destination entity may be an credit account issuing bank. In most
such instances, the origination entity would be the health care provider. The transaction
amount may vary and may only be determinable after consultation of the rules hereinafter.
For example, the rules may determine what amount of the transaction amount 1s allocated to
an issuing bank for settlement and what amount is allocated to a benefits administrator for

settlement. This all may be determined by the health insurance provider of the patient.

[0060] In yet another example, the transaction information comprises a checking account
number, a deposit account identifier, and a transaction amount. In such cases, a merchant
may deposit into his bank a check tendered by a customer. The bank prepares an electronic
transactioh having the transaction information and sends the transaction information to the
host computer system. In this example, the deposit account identifier may be used to identify
the origination entity, the checking account number and the routing number of the bank upon

which the check is drawn may be used to identify the destination entity.
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[0061] In still another example, the transaction information may comprise an electronic
banking number, a host bank number, and a transaction amount. In this example, a customer
uses, for example, an ATM card to withdraw funds from an ATM machine of the host bank
(i.e., not the customer’s bank). Thus, the host bank number identifies the origination entity

and the electronic banking number identifies the destination entity (i.e., the bank that 1ssued

the ATM card to the customer).

[0062] In still another example, the transaction information comprises a source account,
and target account, and an amount of the transaction. In this example, a customer uses a
multi-purpose kiosk (as more fully described in previously-incorporated U.S. Patent
Application No. 10/225,410) to exchange airline miles for pre-paid mobile phone minutes.
The source account identifies the origination entity as the administrator of the customer’s
airline loyalty point program and the target account identifies the customer’s cellular phone
service provider as the destination entity. The transaction amount may be in miles; however,
the rules may determine the exchange rate between airline miles and cellular phone minutes,

at least between these specific entities.

[0063] In yet another example, the transaction information comprises a gift card (as more
fully described in co-pending, commonly assigned U.S. Patent Application No. 10/010,068,
entitled, “ELECTRONIC GIFT GREETING” (Attorney Docket No. 202375-000610) filed on
December 6, 2001, by Karas, et al., which application is entirely incorporated herein by
reference) identification number, a merchant identification number, and a transaction amount.
In this example, a customer, having received a gift card purchased by a gift giver from a
seller, presents the gift card for payment. Thus, the destination entity may be identified as the
gift card administrator, and the origination entity may be identified as the merchant or the

merchant’s bank.

[0064] The foregoing examples are intended to highlight the diversity of the present

invention and are in no way intended to limit it. Those skilled in the art will realize many

additional applications for the teachings herein.

[0065] Attention is now directed to Fig. 3, which illustrates a specific exainple 300 of an
embodiment of the invention. The example 300 of Fig. 3 illustrates a basic architecture for
value-exchange transaction processing. Transactions flow from an Origination Entity 302 to
an Input Transaction Handler 304. The Input Transaction Handler 304 determines the

transaction type and accesses the appropriate format and data validation according to a ruleset

18



CA 02488730 2004-12-10
WO 03/104945 PCT/US03/18494

obtained from a Rules Service 306 based on the Origination Entity 302. Data enrichment
(additional value-added data) may also occur in the Input Transaction Handler 304,
depending on the applicable ruleset. The transaction is then passed to a Routing Service 308,
where a Destination Entity 310 is identified using rules for the particular transaction type.

Again, data enrichment may occur within the Routing Service 308.

[0066] The Routing Service 308 sends transaction information to a Fee Calculation Service
312 and a Transaction Aggregation Service 314. The Fee Calculation Service 312 determines
appropriate fee(s) to apply and any calculations to perform. These determinations are based
on rules identified by the relationship between the Origination Entity 302, the Destination
Entity 310, and the electronic transaction type. The Fee Calculation Service 312 also
performs the calculations and attaches fee information to the transaction (This 1s a specific
form of data enrichment). The Transaction Aggregation Service 314 uses rules to determine
how the Origination Entity 302 and the Destination Entity 310 require transaction value
information to be combined for their businesses. This combination encompasses both

transaction grouping (which transaction types are grouped together) and transaction

summarization (how transactions are to be added together to provide various levels of

recapitulation).

[0067] The aggregated transaction information is used by a Reconciliation Service 316 to
balance the system according to rules for the transaction type(s). Balancing assures that all
transactions received are accounted for at various steps in the processing, and that all
transactions are sent to a destination. High level aggregation 1s used by a Funds Movement
Service 318 to generate the desired instructions for the actual value-exchange represented by

a particular group of transactions.

[0068] The Routing Service 308 also sends the transaction to an appropriate Output
Transaction Handler 320, based on the identity of the Destination Entity 310. Additional data
enrichment may occur in the Output Transaction Handler 320 as well. The Output
Transaction Handler 320 formats, validates, and sends the transaction based on rules

determined by the identity of the Destination Entity 310.

[0069] Settlement information 322 is accesses by both the Origination Entity 302 and the
Destination Entity 310 via methods chosen by these entities. These methods include reports,

data files and Internet presentation.
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[0070] This example 300 of an embodiment of the invention includes at least three

advantages that may be shared by other embodiments of the invention. First, the network
does not impose any rules of its own on a transaction, whether based on a brand or
transaction type. The rules for processing a transaction are determined solely by the
relationship between the two entities involved in the transaction (i.e., the network is brand-
agnostic). Second, the network architecture is not restrictive as to the types of transactions
that can be processed, i.e., it does not impose it own rules on the transaction. This network
architecture allows for multiple transaction types to be processed simultaneously. It also
provides the ability to combine any or all payment types for a given entity. Third, the
architecture provides the ability to rapidly deploy highly-customized transaction processing

and value-exchange based on rules established by the entities involved in the exchange.

[0071] Having described several embodiments, it will be recognized by those of skill in the
art that various modifications, alternative constructions, and equivalents may be used without
departing from the spirit of the invention. Additionally, a number of well known processes
and elements have not been described in order to avoid unnecessarily obscuring the present
invention. For example, those skilled in the art know how to arrange computers 1nto a

network and enable communication among the computers. Accordingly, the above

description should not be taken as limiting the scope of the invention, which 1s defined in the

following claims.
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WHAT IS CLAIMED IS:
1. A method of processing a transaction involving at least two parties, the

method comprising:

establishing rules that define transaction processing between combinations of
a plurality of origination entities and a plurality of destination entities;

storing the rules at a storage arrangement associated with a host computer
system;

receiving at the host computer system transaction information relating to the

transaction between the two parties, wherein one of the parties comprises a particular one of
the origination entities and one of the parties comprises a particular one of the destination

entities and wherein the transaction information contains at least an identifier from which at

least one of the parties may be identified;

at the host computer system, using the transaction information to identify at

least one of the parties;

consulting the storage arrangement to determine the rules that define

transaction processing for the at least one party; and

processing the transaction based, at least in part, on the rules.

2. The method according to claim 1, wherein the rules define one or more
of routing of the transaction, fees associated with the transaction, timing of settlement,
method of settlement, aggregation and reporting, dispute resolution, compliance, fraud

detection, and risk sharing.

3. The method according to claim 1, wherein the transaction relates to a
selection from the group consisting of credit card transaction, retail card transaction, debit
card transaction, account withdrawal, money transfer, gift card, negotiable imnstrument, loyalty
or reward points, pre-paid commodities, insurance benefits, cell-phone minutes, stored value

card, and discount certificate.

4. The method according to claim 1, wherein rec eiving transaction

information comprises receiving an electronic message or transmission from a transaction

processing device.

3. The method according to claim 4, wherein the transaction processing

device comprises a selection from the group consisting of an automated teller machine, a
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merchandise scanner, a point-of-sale device, a data entry device, a Radio Frequency (RF) fob,

a point-of-sale computer, a money transfer device, a telephone and a PDA.

6. The method according to claim 1, wherein processing the transaction
COmprises:
forwarding information representing at least a portion of the transaction to a

network or a destination processing system.

7. The method according to claim 6, wherein the network comprises one
or more of the Automated Clearing House network, the Federal Reserve network, a branded
network, a banking network, an international banking network, a money transfer network, a

loyalty network, a health care benefits network; a discount certificate clearinghouse, and the

Internet.

8. A system for processing a transaction involving at least two parties, the
system comprising:

a host computer system; and

a storage arrangement, wherein the storage arrangement 1s configured to store
rules that define transaction processing between combinations of a plurality of origination
entities and a plurality of settlement entities; ‘

wherein the host computer 1s programmed to:

receive transaction information relating to the transaction between the
two parties, wherein one of the parties comprises a particular one of the origination entities
and one of the parties comprises a particular one of the destination entities and wherein the

transaction information contains at least an identifier from which at least one of the parties

may be 1dentified;

use the transaction information to identify at least one of the parties;
consult the storage arrangement to determine the rules that define

transaction processing for the at least one party; and

cause the transaction to be processed based, at least in part, on the

rules.

0. The system according to claim 8, wherein, 1n receiving transaction
information, the host computer system is further programmed to receive an electronic

message or transmission from a transaction initiation device.
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10.  The system according to claim 9, wherein the transaction initiation
device comprises a selection from the group consisting of an automated teller machine, a
merchandise scanner, a point-of-sale device, a point-of-sale computer, a data entry device, a

Radio Frequency (RF) fob, a money transfer device, a telephone and a PDA.

11.  The system according to claim 8, wherein, in causing the transaction to
be processed, the host computer system is further programmed to forward information

representing at least a portion of the transaction to a destination computer processing system.

12.  The system according to claim 11, wherein the destination computer
processing system comprises one or more of the Automated Clearing House network, the
Federal Reserve network, a branded network, a banking network, a money transfer network,

an international banking network, a loyalty network, a health care benefits network, a

discount certificate clearinghouse, and the Internet.

13. A network for processing transactions, comprising:

means for receiving transaction information from a transaction initiation
device, wherein the transaction information relates to a transaction involving at least two
parties, an origination entity and a destination entity, wherein the parties have a pre-
established relationship embodied in transaction processing rules, wherein the transaction
information comprises at least an identifier for determining at least one party to the
transaction;

means for determining the rules relating to the transaction; and

means for processing, at least in part, the transaction.

14. A method of processing a transaction involving two parties, an
origination entity and a destination entity, wherein the parties have a pre-established
relationship embodied in rules relating to the relationship, the method comprising:

receiving transaction information relating to the transaction;

identifying the origination entity and the destination entity at least in part from

the transaction information;

consulting the rules to determine how the transaction should be processed; and

processing the transaction based at least in part on the rules.
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15. The method of claim 14, wherein the destination entity comprises a
selection from the group consisting of issuing financial institution, money transfer service
provider, telephone company, airline, loyalty or rewards provider, manufacturer, insurance

company, and retailer bank.

16. The method of claim 14, wherein the transaction involves value, and
wherein the value is represented by a selection from the group consisting of bank card
account number, credit card account number, discount certificate, bank account number, debit
card account number, stored value account number, insurance coverage identifier, money
transfer identifier, loyalty account identifier, telephone account number, airline ticket PNR

identifier, and gift card identifier.

17.  The method of claim 16, wherein the value comprises a selection from

the group consisting of money, credits, loyalty points, minutes, miles, and insurance benefits.

18.  The method of claim 14, further comprising;:
recerving additional rules from a second destination entity; and

processing a second transaction according to the additional rules.

19.  The method of claim 14, further comprising identifying processing

rules relating to the destination entity.

20.  The method of claim 19, wherein identifying processing rules
comprises consulting a table having rules information relating to a plurality of destination

entities.

21.  The method of claim 14, wherein processing the transaction comprises
aggregating a plurality of transactions having a common destination entity and sending a

request for reimbursement to the destination entity.

22.  The method of claim 14, wherein processing the transaction comprises
aggregating a plurality of transactions having a common origination entity and sending a

reimbursement to the origination entity.

23. A system for processing a value transaction between an origination

entity and a destination entity, the system comprising:
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an 1nput transaction handler that determines a transaction type and accesses an

appropriate format and data and transaction validation according to a ruleset obtained from a

rules service based on the origination entity;

a routing service that identifies the destination entity using rules for the

particular transaction type;

a fee calculation service that determines a fee to apply and any calculations to
perform based on rules identified by a relationship between the origination entity and the

destination entity and performs the calculations and attaches fee information to the

transaction; and

an output transaction handler that formats, validates, and sends the transaction

based on rules determined by the identity of the destination entity.

24.  The system of claim 23, further comprising: a transaction aggregation
service that uses rules to determine how the origination entity and the destination entity

require transaction information to be combined for their businesses, which includes both

transaction grouping and transaction summarization.

25.  The system of claim 24, further comprising a reconciliation service
that uses information from the transaction aggregation service to balance multiple

transactions according to rules for the transaction types.

26.  The system of claim 235, further comprising a funds movement service
that generates instructions based upon the rules defined by origination and destination entities

for an actual value-exchange represented by a particular group of transactions.
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Establish Rules
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Store Rules
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Receive Transaction
Information
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Identify Origination and
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Consult Rules to
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