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Objectives and structure of this presentation

* To set out our preliminary view on governance of the Strategy
implementation, including:
* on the role of Forum ‘phase 2"* until December 2017
* ahigh level view of what happens after 2017

. this is a “straw man’, and should not be taken as indication of what will actually
happen after 2017. EY is working on the implementation sequencing for the final
strategy, and one of the outputs from Forum phase 2 should be a detailed
implementation plan for after 2017

* the FCA’s view on liability in indirect access models

*  This is to help move things forward and can be finalised only once
the Final Strategy is agreed by the Forum

* In this slide pack, any references to ‘Forum’ should be taken to mean the current Payments Strategy

PAYMENT SYSTEMS Forum up until publication of the Final Strategy, while ‘Forum phase 2’ refers to the body after

REGULATOR publication of the Final Strategy




Context

. The Forum has developed some strong ideas that have the potential to make a real difference in
the payments industry. The PSR continues to support the work of the Forum. It is important
that momentum is maintained as the Strategy progresses into its implementation phase.

. The Forum and stakeholders more generally have asked the PSR to provide some indication
about the framework within which the final strategy of the Forum would be implemented.
These slides set out the PSR’s initial views about the framework for imEIementing the Forum's
strategy based on the initiatives identified in the draft strategy. The PSR recognises that the final
strategy may differ from the draft strategy once the Forum has considered the responses to its
consultation. The framework focuses on the initiatives identified by the Forum, which are
intended to achieve the overall objectives of the Forum, including improving outcomes for
service users.

i The PSR has considered the continued role of the Forum in implementing the Strategy. Forum
Phase 2 will lead the next stage of work to develop key solutions, including the New Payments
Architecture (NPA). This interim view is subject to change on the basis of the Final
Strategy and/or the PSR IMR remedies.

. EY is tasked with producing a sequencing plan. We expect our thinking in this area to be
informed by EY’s work as it considers the consultation responses and helps develop the Final
Strategy.
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The PSR’s interim view on the role of Forum “phase 2’
Note: Subject to change on the basis of the Final Strategy

Forum phase 2 has delivery role

Responding to consumer and business needs

* Request to Pay

* Assurance Data

* Enhanced Data

New Payments Architecture (NPA) (slide 5):

« Simplified Delivery Mechanism

« ISO 20022 messaging standards

*  Open access APIs for NPA

Financial crime (slide 6):

« Transaction data sharing and data
analytics

* Centralised KYC utility

« Enhancement of sanctions data quality

PAYMENT SYSTEMS

Forum phase 2 has role
in monitoring progress

Simplifying access (slide 7):

Forum phase 2 has
limited role

Simplifying access:

* Aggregator access
models

¢ Common participation
model and rules

Financial crime (slide 7):

* Financial crime
intelligence sharing

* Guidelines for identity
verification,
authentication, and risk
assessment

* Access to sort
codes (slide 8)

* Accessible
settlement
accounts (slide 8)

* TPSO consolidation
(slide 9)

mnanciaLconouct authorry N Ote: our views on implementation of financial crime solutions have been reached in discussion with the
REGULATOR FCA. Liability in indirect access models is not included above, but discussed in slide 12 4



The PSR’s interim view on the role of Forum “phase 2" - NPA
Note: Subject to change on the basis of the Final Strategy

Sept 2016 onwards i 2017
. I i I
Stage 1: Detailed design and implementation plan Stage 3: Detailed development
i Stage 2:
i consultation
i Forum phase 2 designs the “Blueprint” for New
" Payments Architecture (NPA) to respond to
= z consumer and business needs, which includes: Forum phase 2
% @ || - detailed design of NPA and all of its creates Working
S5 components Groups
3 g » detailed Implementation Plan for the
x5 transition towards the NPA, including e
a4 funding arrangements and pricing models
g © IRl eest BEME a7 1 Sy WG identifies user requirements to enable
! implementatonplen |} procurementof SDM
1
e le—————_—_— e
: : : — |7 WG designs 1SO 20022 schemas for NPA
Bacs and FPS continue standards mapping of existing scheme products to P ittt ittt el
e (5 o —
SO cands -7 WG designs open access APIs for NPA

*Forum solution document says this can be completed by end-2017 at the latest

CMA mandated Implementation Entity — development of an open API standard

—————————————————
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https://www.paymentsforum.uk/sites/default/files/documents/PSF14042016 - (4b) Simplifying Access to Markets WG Executive Summary & Solutions Description.pdf

The PSR’s interim view on the role of Forum “phase 2’ -
financial crime solutions

« Transaction data sharing and data analytics

*  Forum, before Final Strategy publication, should consider how this interacts with NPA, and
conduct a high-level business case assessment for it. Forum should also engage a government-
sponsored body (e.g. Joint Fraud Taskforce) to undertake the detailed design of this solution.

* Assuming the above is realised, Forum phase 2 should coordinate with the government-sponsored
group to support detailed cost benefit analysis, given the likely link to the NPA.

* Centralised KYC utility

*  Forum, before Final Strategy publication, should carry out high level business case assessment.

* Assuming the above supports the solution being taken forward, Forum phase 2 will further engage

potential users to assess demand, and come to a final decision by end 2017 whether this solution
should be taken forward.

Enhancement of sanctions data quality

*  Forum should carry out business case assessment and liaise with HM Treasury to determine scope
for data changes.

* Assuming HM Treasury has some “appetite’ for change, Forum phase 2 should work with industry
to develop more detailed proposals, including the method of funding, to take to HM Treasury.

Note: We continue to discuss the implementation of financial crime solutions with the FCA. The

role of the Forum in phase 2 is to analyse the demand and/or business case for the solutions (as
PAYMENT SysTems indicated above). If analysis demonstrates that the solution should be taken forward, the
REGULATOR implementation may be undertaken by another body.




The PSR’s interim view on the role of Forum “phase 2 -
role in monitoring progress

* Aggregator access models
*  Monitor progress of PSOs. Also monitored by
the PSR as part of its
Access and
Governance work

«  Common participation model and rules
*  Monitor progress of ISOCC.

«  Financial crime intelligence sharing
*  Forum to find industry body to take this forward
*  Forum phase 2 to monitor progress.

*  Guidelines for identity verification, authentication, and risk
assessment ]
*  Industry working group to take this forward
«  Forum phase 2 to monitor progress.
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The PSR’s interim view on the role of Forum “phase 2’ -
limited role

* Access to sort codes
* Bacs is progressing this work, monitored by the PSR.

* More accessible settlement accounts

« The PSR is working closely with the Bank of England to
progress this solution.
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PSO Consolidation
Note: Subject to change on the basis of the Final Strategy

* The PSR and Bank of England propose a PSO Delivery Group (DG) led by an Independent Chair to develop
recommendation of an implementation option.

* The Forum should nominate three members for the DG - one to represent ‘large” PSPs, one for ‘small” PSPs,
and one consumer representative. They will join the three existing PSO Chairs that will sit on the DG.

* The proposed implementation plan should include both the detailed design of the consolidated PSO (for
example, its nature, role, purpose and objectives, governance) and the process to transition to it. The purpose
of the consolidated PSO should include a focus on meeting the needs of service users. )

* The Chair of the DG will report progress to the PSR and the Bank of England.

* Implementation recommendations should be developed by end-March 2017, and the consolidation process
should be completed so that the scheme operators are operating as one entity by the end of 2017.
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High level view of the NPA development after 2017
Note: Subject to change on the basis of the Final Strategy

*By the end of 2017 there should be a consolidated PSO in operation.

*The consolidated PSO should pick up the work of Forum phase 2, and lead the
transition to a NPA.

*The PSR will consider the need for a multi-stakeholder body (similar to the Forum) to
oversee implementation after 2017.

*Our preliminary expectation is that some PSPs will start using the NPA earlier than
others.

J

*There will be a transitional period during which both the NPA and ‘legacy’ systems will|
be in operation.

J
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High level view of the NPA development after 2017
Note: Subject to change on the basis of the Final Strategy and the PSR
IMR remedies

time
CPSO
undertakes
Start of 2018 procur‘ement Provider that wins the tender
Consolidated PSO commences work: e>(<:eerr(]:t|rs;|for WI”:D | hnical
+  Picks up the detailed development raty evelop technica _
from Forum phase 2 (most likely _ provided specifications for SDM PSPs Users migrate to the All PSPs
APIs) infrastructure « Build, test, and trial the start using NPA over time. As using the
« Designs functional specification for services (if any) SDM the NPA demand for the old NPA after a
the NPA A systems declines, unit | certajn date.
« Identifies market rules for the NPA, costs should increase,
including designing a risk and Contract for thereby encouraging
liability framework any centrally more users to migrate
- Designs procurement process for provided to the NPA.
the NPA services
+ Ensures arrangements are in place signed
to provide existing services in a way
that facilitates transition to NPA | —>| Existing scheme services remain in operation until migration to NPA complete
PSR will consider establishing implementation monitoring body, comprising industry and
user representatives. The consolidated PSO reports progress to this body and the PSR.
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The FCA’s view on liability in indirect access models

«  Draft strategy recommends that enhanced guidance is provided for both Providers
and Indirect PSPs, so that accountability is clearly established and understood
in Indirect Access Models.

* International work on de-risking touching upon liability creates the risk of
duplication.

*  The FCA has done research in to de-risking which suggests liability is only one
amongst many factors driving the issue.

*  Guidance would need to involve many stakeholders both in the UK and
elsewhere to be effective but still not clear if this would help banks risk based
decisions. How would this guidance fit with the existing guidance already
issued by global regulators and bodies?
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