Appendix D: Existing Payment Systems





A BIPS production platform must interface correctly with existing payment systems.  This appendix summarizes a number of the existing payment systems, their primary uses, and the extent to which this release of the BIPS specification provides support for them.  This information is intended to assist developers of BIPS production systems by designating which payment systems are supported directly within the BIPS specification and which could be supported by the use of optional elements.


D.1 Client Payment System Support





BIPS protocol support can be implemented in two ways at the client system.  Systems can be developed that are BIPS specific (i.e., an interface is provided that allows for direct entry of data into BIPS for translation into the BIPS protocol).  Another method for accomplishing this is to integrate support for the BIPS specification directly into the client payment system, such as an accounts payable system.  These systems can be either batch-oriented, using E-mail as a transport mechanism, or online-oriented, using the Web as a transport mechanism.  Integrating the BIPS specification into existing in-house systems provides the added advantage of easy integration of the data.  For instance, an accounts payable system could be configured so as to automatically sense which payments need paper checks and which could use the BIPS interface directly to the bank, and route the data appropriately.  From the client perspective, the use of electronic payment mechanisms would allow the client to retain their funds for a longer period of time.


D.2 Legacy Payment System Support





This specification is designed to allow the transmission of payment data for virtually any payment system.  In some cases, such as ACH, BIPS provides direct support for these payment systems by defining all of the data elements needed to successfully create the needed legacy system data.  For other payment systems, BIPS provides a number of optional data areas that can be used to support any payment mechanism that falls outside of BIPS’s direct support.  The optional data areas can be used for any purpose as long as both the client and server systems are synchronized for this use.  Proper implementation of the XML parser and data element edits can protect against the unauthorized use of these optional data elements.  





This specification is designed primarily to support communications between the client system and the BIPS EPH (Section 3.3.2.2).  Secondarily, it is used for communications between the EPH and the PSI (Section 3.3.2.3).  The PSI provides correctly formatted data for transmission to the legacy payment systems.  





Sections D.2.1 and D.2.2 summarize two of the most commonly used United States payment systems: the ACH and Fedwire.  These two systems reflect the thinking of the BIPS Project Team at the time that this specification was developed, but they are recognized to be a restricted universe not representative of all existing payment systems.





Fedwire is one example of a category of payment methods generally referred to as "wire transfer." Such payment methods may include, but are not limited to, Clearing House Automated  Payment System (CHAPS), CHIPS, and SWIFT.  Wire transfer systems are characterized by a high level of security and reliability.  The SWIFT network is largely used to send instructions for cross-border and in-country transfers outside of the United States. A significant number of non-local currency wire transfers in Europe originate as SWIFT instructions.  Each country may also have a local clearing system.  For example, the United Kingdom uses CHAPS to execute high-value, same-day sterling payments.  In the United States, in addition to Fedwire, CHIPS is an independent message-switching system that permits international financial transactions to be settled among New York banks.  CHIPS is operated by the New York Clearing House Association.





The BIPS Project Team expects that support for payment systems beyond those originally included in the specification will be accomplished either through the use of optional data areas or by an update of the specification.  These other payment systems may be domestic US payment systems as well as international payment systems not originally analyzed.


D.2.1 ACH





The ACH is a domestic United States  payment system that is an electronic parallel to the Federal Reserve check clearing system.  An ACH transfer can contain more information than a check and is generally more reliable and cost efficient.� ACH payments offer a wide range of applications to both consumers and corporations. These applications include direct deposit, pre-authorized bill payment, home banking, POS, cash concentration and disbursement, corporate trade payments, and check truncation.�  ACH can be used for individual payments, but economies of processing normally result in batched groups of payments.  ACH payments are essentially file-oriented transactions for which value is typically provided on a next-day basis.





Two types of ACH files can be created:





A “credit” file, in which the originator batches together a number of payments, debits the remitter's account, and then passes the instructions to the various beneficiaries through the ACH clearing system.  One example of a credit ACH application is a company payroll.  In this example, a single debit is generated for the company payroll account as the source of the funds and a number of credits is generated for the employee accounts, resulting in payroll deposits being made (a push transaction).  





A “debit” file, in which the originator receives instructions from its customer to obtain payment from a number of payment remitters for credit to the originator’s customer’s account.  The originator batches the payment requests and passes them through the ACH clearing system for presentment to the various remitting banks.  One example is a utility company that submits a file of payments to be received under previously obtained direct debit agreements.  In this example, a single credit is generated to the account of the customer of the originator for the total amount of payments to be received, and a debits are generated for the individual accounts of the persons being billed (a pull transaction).    





NACHA is a major organizer of ACH activities and can provide up-to-date documentation related to the successful creation of ACH payment transactions.


D.2.2 FedWire





The FedWire is the Federal Reserve funds transfer system.  It is a real-time method of transferring immediate funds and supporting information between two financial institutions using their respective Federal Reserve accounts.  The system is reliable and secure but relatively expensive for companies compared to checks and ACH transactions.�  FedWires are typically used for low-volume, high-dollar-amount activity.  FedWires normally involve the use of specialized software that allows the bank to communicate with the Federal Reserve Systems' Fedwire system to settle the payment.  Wire transfer systems are characterized by a high level of security, reliability, and availability because of the large transaction dollar amounts being processed.  In a BIPS environment, the PSI is responsible for communicating with the bank system that would in turn communicate with the Federal Reserve System by Fedwire.





� Source: Treasury Management Association's "Essentials of Cash Management,” Fifth Edition, page 61.


� Source: NACHA's "1998 ACH Rules, A Complete Guide to Rules & Regulations Governing the ACH Network,” Introduction.


� Source: TMA's “Essentials of Cash Management,” Fifth Edition, pages 65-66.
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