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Introduction

In the course of the entire process of economic integra-
tion which began in Europe half a century ago, several
steps have been taken with the aim of unifying the vari-
ous national financial markets and creating a genuinely
integrated market. Undeniably the most dramatic stage
was the advent of the euro on 1 January 1999 and the
launch of the euro notes and coins three years later. At
the same time, Target — the real time gross settlement
system for large payments in euro — was established in
1999, creating a vital instrument for the implementation
of the single monetary policy.

Today, all consumers can easily effect [cash] payments
anywhere in the euro area, using the same unit of
account. However, in the case of small cashless payments
(retail payments), each country still has its own specific
features (infrastructures, instruments and regulations)
so that cross-border payments are more complex than
domestic payments, and economic transactions between
countries are more complex than those within national
borders.

As part of the Lisbon Agenda, which aims to boost the
competitiveness of the European economy, the SEPA
(Single Euro Payments Area) project represents a major
new step forward. It is intended to enable the economic
players to effect cashless payments throughout Europe
via a harmonised set of instruments, so that there is no
longer any difference between a national payment and a
cross-border payment. Thus, the establishment of SEPA
will create an innovative, efficient and competitive retail
payments market, giving the euro its true dimension as a
single currency and permitting full use to be made of the

opportunities offered by the single market, since the pay-
ment systems work by “oiling the wheels” of the single
market.

In the coming years, the traditional Belgian instruments
— credit transfers, direct debits and card payments — will
be replaced by European payment instruments. This revo-
lutionary development requires the implementation of a
complex process of harmonisation aimed at abolishing all
the legal, technical and practical obstacles, and entailing
the commitment of all the players concerned, ranging
from the financial sector to the consumer and including
businesses and public authorities.

In this article we describe the various phases in the creation
of the single euro payments area, the European context in
which it is taking place and the Belgian approach to the
migration to the new payment instruments.

1. The concept of the Single Euro
Payments Area (SEPA)

1.1 SEPA: definition and objectives

SEPA is “an area in which consumers, companies and
other economic actors will be able to make and receive
payments in euro, whether within or between national
boundaries, under the same basic conditions, rights and
obligations, regardless of their location” ™.

(1) Towards a Single Euro Payments Area, the ECB’s 4th SEPA progress report,
February 2006.
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Starting from a fragmented framework in which each
country has developed a national payments system with
its own characteristics (legal framework, consumer pro-
tection, payment practices, infrastructure, charging policy,
etc.), SEPA aims to foster European integration via a com-
petitive and innovative retail payments market in the euro
area, capable of providing better services, more efficient
products and less expensive payment solutions.

Once SEPA is in place, the advantages will be as follows:

— everyone will have the use of a set of common
European payment instruments which will operate
in the same legal framework and according to the
same technical and operational standards. A Belgian
consumer will thus pay his water bill for his home in
Belgium in the same way as he pays for his holiday
apartment on the Spanish coast, via the new European
direct debit system. Similarly, a company will be able to
pay its expatriate employees via one and the same bank
regardless of the SEPA country in which it is based;

— competition between payment system suppliers will
develop at all levels, which should, in principle augment
their efficiency and lead to more advantageous pricing;

— firms operating at European level will be able to achieve
substantial economies of scale by rationalising their
payments: they will be able to handle all their payments
via a single European centre for the entire group;

— SEPA will also help to eliminate some major obstacles
to the free movement of products and services in the
single market.

1.2 The SEPA area

The document “SEPA Countries and SEPA Transactions”
(EPC™ — 27 February 2007) identifies the countries which
make up SEPA, namely:

— the thirteen countries which have adopted the euro;

— the fourteen other European Union (EU) countries;

— the three other countries in the European Economic
Area (Iceland, Liechtenstein and Norway);

— Switzerland: even though EU legislation has not been
transposed into Swiss law, the Swiss banks can join
in the SEPA project by taking the necessary measures
(Resolution EPC 040/06).

A number of territories are considered to form part of the
EU (under Article 299 of the Treaty of Rome). They are the
French overseas departments (Martinique, Guadeloupe,

(1) EPC is the abbreviation for the European Payments Council, see 1.3.3.

(2) Regulation (EC) No 2560/2001 of the European Parliament and of the Council of
19 December 2001 on cross-border payments in euro.

(3) Directive of the European Parliament and of the Council on payment services
in the internal market and amending Directives 97/7/EC, 2000/12/EC and
2002/65/EC.
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Guyana and Réunion), Gibraltar (United Kingdom), the
Azores and Madeira (Portugal), the Canary Islands (Spain)
and the Aland islands (Finland).

Five of these territories have their own ISO country code.
Altogether, therefore, thirty-six ISO country codes are pos-
sible in SEPA.

A transaction is only regarded as a SEPA transaction if
it takes place between two banks with a Bank Identifier
Code (BIC) comprising one of these thirty-six ISO country
codes.

1.3 The European actors in SEPA
1.3.1 The Council and the European Parliament

Ever since the early 1990s, the European Commission has
been examining the question of cross-border payments in
the EU, in the light of the high charges, lengthy execution
times and lack of transparency associated with this type
of transaction. It therefore set the tone with Regulation
2560/2001@ which obliged banks to cease differenti-
ating at European level between charges for cross-border
payments and charges for national payments.

SEPA aims to improve the operation of the single market
and meet the targets defined by the Lisbon Agenda. The
existing legal frameworks relating to payments are largely
based on national regulations, causing fragmentation of
the single market.

For some years now, the European Commission has
been working on a draft European Payment Services
Directive — PSD®. Adopted by the European Parliament
on 24 April 2007, the PSD is to be transposed by no later
than November 2009 into the law of each country making
up the SEPA area. The European authorities thus wish to
establish a single European legal framework, an essential
prerequisite for implementing SEPA.

The directive is based on three main pillars:

— first, to permit stronger competition on the national
markets, it regulates the right to provide payment ser-
vices for the public by harmonising the market access
conditions applicable to payment service providers
other than credit institutions. A stumbling block which
held up the directive for a long time was market access
for payments institutions, new players offering payment
services, and the status to be accorded to them;

— in order to strengthen consumer protection, the direc-
tive aims to improve transparency and to guarantee
efficient payment systems. New information obligations



will be imposed on payment service providers™: for
instance, the payer will have to receive information on
the charges payable, if any, on the payment transaction,
and on their breakdown, the debit value date or the
date of receipt of the payment instruction. The payee
will have to be informed of all the charges applied to
the payment transaction and their breakdown, and the
credit value date;

— definition of the rights and duties of all the parties
involved, be they consumers or payment service pro-
viders.

Finally, the scope of this directive is not confined to the
new payment instruments defined by the SEPA project,
and the directive will therefore apply in the same way
to existing national payment instruments, both those
for euro payments and those in any other national cur-
rency.

1.3.2 The European Central Bank and the Eurosystem

The European Central Bank (ECB) and the Eurosystem play
a key role in the implementation of the SEPA project. The
tasks of the Eurosystem include promoting the smooth
operation of payment systems while ensuring their effi-
ciency and security. In that context the Eurosystem there-
fore has to be an important player in the process, fulfilling
the role of a catalyst.

The Eurosystem took the introduction of the euro as an
opportunity for highlighting the need for a European pay-
ments area. It was invited to participate in the meetings
of the EPC (European Payments Council) and most of the
working groups as an observer, in order to put its own
point of view on the strategy of the banks. That role also
enables it to express the expectations of all the economic
actors. It keeps a close eye on the progress of the work
of defining the components of the future single payments
area at European level.

The Eurosystem formulates recommendations for a retail
payments system meeting the needs of a unified market,
encourages governments to adopt the SEPA products
as soon as possible in order to act as a driving force in
putting SEPA in place, and collaborates in publicity mea-
sures at both European and national level, via the national
central banks.

Having presented its vision of an international retail pay-
ments system in September 1999, the ECB published a
number of progress reports® in September 2000, June
2003, December 2004 and February 2006 on progress
towards the establishment of SEPA. The fifth version of
that report is currently in preparation.
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The national central banks of the euro area are closely
involved in the preparation of European policy within
the Eurosystem. At national level, each of them provides
active support for the country’s financial community, and
assists its migration in order to foster the successful local
implementation of the SEPA objectives.

1.3.3 The European Payments Council

The European banking community understood the signal
sent out by the authorities, and in June 2002 it decided to
set up a new pan-European body, the European Payments
Council (EPC), with representatives from banks and
associations of financial institutions from the thirty-one
SEPA countries.

Via the EPC, which is based in Brussels, the European
banking sector unequivocally affirmed its intention to
create a single payments area by 2010, and to do so
primarily by a process of self-regulation (interbank agree-
ments concluded at European level).

The EPC is an international non-profit organisation go-
verned by the Belgian legislation on international non-
profit organisations (law of 2 May 2002). It currently
comprises 67 members and encompasses the banks
and European credit sector associations, namely the
European Banking Federation (EBF), the European Savings
Banks Group (ESBG) and the European Association of
Cooperative Banks (EACB).

The EPC Plenary®, comprising representatives of all types
of European banks, takes decisions on strategic questions
prepared by a number of working groups dealing with key
topics relating to the establishment of SEPA.

1.4 The SEPA components

Apart from the legal framework mentioned earlier, the
project is based on a number of components intended to
permit the eventual establishment of a totally automated
chain for processing all euro payment transactions in
accordance with SEPA.

Definition of the standards is an essential prerequisite for
establishing an efficient payments system: the existence
of common standards is the only means of achieving the
automation of the entire payment processing chain. In

(1) Articles 36 and 37 of the Directive on payment services in the internal market.
(2) Towards a single euro payments area — Objectives and deadlines — Progress report.

(3) The current governance structure dates from 2004. The Plenary is the EPC
decision-making body. It is assisted by the Coordination Committee.
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SEPA, interoperability can therefore only be ensured if all
the actors adopt common standards so that payments can
be automated.

The EPC thus defined an interoperability framework for
card payment systems (SEPA Cards Framework) and drew
up practical rules (Rulebooks) for the new payment instru-
ments (credit transfer and direct debit), namely the SEPA
Credit Transfer (SCT) and the SEPA Direct Debit (SDD).
The EPC defined these schemes, the rules applicable to
the processing of payment orders, and the data necessary
for their exchange. The aim is to establish end-to-end
automation of the processing of payment instructions
in order to execute them more speedily while also redu-
cing the costs. All the schemes and the Rulebooks will be
implemented on the basis of technical standardisation of
the data exchange (XML language — ISO 20022 interna-
tional standards).

In an initial phase which is currently nearing completion,
the EPC concentrated on defining the basic components
necessary for the creation of a genuinely unified market.
Subsequently, the work will probably focus on the crea-
tion of added value services (AOS — additional optional
services) permitting the progressive automation of the
processing of payment transactions, e.g. via the demate-
rialisation of certain stages in the process. Thus, electronic
invoicing (e-invoicing), the electronic reconciliation of
invoices (e-reconciliation) and the European electronic
direct debit mandate (e-mandate) are subjects to be
addressed in more detail.

1.4.1 Payment instruments

The EPC is using three main categories of instruments
to provide payment solutions for future SEPA users: the
European credit transfer, the European direct debit and
the card payment.

These instruments have been developed to meet the
everyday needs of European users by providing them
with payment instruments which are both simple and
economical. For more specific payment transactions, the
market players will be able to develop additional optional
services, based in particular on the specifications relating
to the European credit transfer and the European direct
debit. These “enhanced services” must not under any
circumstances hamper the smooth operation of the basic
service, restrict competition or cause renewed fragmenta-
tion of the market.

During the design phase of the various SEPA payment

instruments, the EPC adopted two different but comple-
mentary approaches:
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— a strategy for replacing the European credit transfer and
the European direct debit by offering totally new instru-
ments: it soon became apparent that it was unrealistic
to try to harmonise the various different but similar
existing payment instruments, in view of their great
diversity. The EPC therefore opted for the definition of
new instruments developed from the start for cross-
border use. This resulted in two Rulebooks describing
the schemes (rules, practices and standards) ensuring
interoperability for the processing of SEPA payment
transactions at interbank level;

— a strategy for adapting card payments. Since this type
of payment is far more complex than the other two
means of payment adopted, the EPC considered it
preferable to adapt the existing schemes in line with a
new series of technical and commercial processes and
standards. For cards, the EPC produced a reference
framework (Framework) setting out the main principles
which card systems must satisfy in order to eliminate
the technical, legal and commercial barriers impeding
the interoperability of card transactions.

The “Rulebooks” define the standards to be respected for
interbank exchanges, but the EPC also issues recommen-
dations for relations between banks and their customers
(bank to customer B2C and customer to bank C2B).

1.4.1.1 The European credit transfer

The credit transfer is a payment order issued by a debtor
to his bank instructing the bank to transfer funds to the
payee’s bank.

The new European credit transfer operates according to
basic principles similar to those of the current Belgian
credit transfer, the work of the EPC having focused mainly
on greater standardisation in order to automate the inter-
bank payments (UNIFI (ISO 20022) XML).

The main innovations introduced by the EPC are:

— reachability throughout the SEPA area: it must be pos-
sible to arrange a payment in favour of any payee;

— compulsory use of the BIC® and the IBAN®, as is
already normal practice for cross-border transfers;

— extended message information.

(1) The European credit transfer and the European direct debit are the terms
adopted by the Belgian financial community to designate the two new payment
instruments, the SEPA Credit Transfer and the SEPA Direct Debit. Their names
may vary from one country to another: thus, in France, the preferred term is
prélévement (take out) rather than direct debit. In the rest of this text we shall
use only the terms adopted in Belgium.

BIC (Bank Identifier Code) — this code permits identification of the financial
institution operating an account.

S

©

The IBAN (International Bank Account Number) is an account number with a
uniform, international structure. It is made up of the code for the country in
which the account is held, a two-number check digit and the national account
number (the traditional account number).



The EPC will probably adapt the content of its “Rulebook”
to the more stringent requirements defined by the PSD
when it becomes officially applicable, particularly as
regards the time allowed for executing a payment®.

1.4.1.2 The European direct debit

The direct debit is a transfer initiated by the creditor via his
bank under an agreement concluded between the credi-
tor and the debtor by means of a mandate.

For this instrument, too, the EPC has defined a set of
common rules and procedures and specified a common
service level, and processing times to be respected. Here,
too, the use of the UNIFI standards (ISO 20022) XML is
intended to standardise the messages exchanged.

The EPC opted for a European direct debit system based
on the CMF model (Creditor Mandate Flow — the man-
date is administered by the creditor), different from the
current Belgian system which is based on the DMF model
(Debtor Mandate Flow — the mandate is administered by
the debtor’s bank)@.

The main characteristics of the European direct debit
are:
— reachability throughout the SEPA area: a European
direct debit can be effected in favour of any payee;
the mandate can be issued in paper form or electroni-
cally;
compulsory use of the BIC and the IBAN;
as well as the recurring direct debit, there is now the
option of a one-off direct debit (which did not previ-
ously exist in Belgium);
— the debtor can ask his bank© to reverse a debit which
has already been effected:
— within eight weeks;
— within 13 months if the mandate was invalid or had
expired;

(1) The PSD sets a deadline of three working days. That will be cut to one day from
1 January 2010. For a payment between a Belgian payer and a Belgian payee, the
deadline is still fixed by the Poty law at one working day.

(2) The current Belgian system of direct debits (DOM 80) is based on the DMF
model: the debtor sends the mandate to his bank or to his creditor, but it is
the debtor’s bank that keeps the mandate and pays the creditor’s request for
payment after checking the mandate. The SEPA Direct Debit is based on the
CMF model in which the creditor keeps the mandate and requests payment on
that basis from the debtor’s bank. The main difference between the two systems
therefore concerns the party keeping and administering the mandate.

(3) The bank is then obliged to make the refund; the validity of the request has to
be examined in the context of the debtor/creditor relationship.

(4) This concerns both credit cards and debit cards. However, special cards are
excluded, e.g. cards issued by private companies, fuel cards, “Proton” type
electronic purses, etc.

(5) EMV (Europay, MasterCard, Visa) is an international standard for chip cards.
The abandonment of magnetic strips in favour of chips is justified by the
ever-increasing security requirements. Interoperability was also at the centre of
the development of the EMV card, which offers other functions in addition to
cash withdrawals and payments.

(6) Framework for the evolution of the clearing and settlement of payments in Sepa,
EPC, January 2007.
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— The EPC is currently working on the preparation of a
special European instrument for direct debits between
businesses (B2B).

Meanwhile, these specifications are no longer entirely in
line with the requirements of the European authorities. As
in the case of the European credit transfer, the EPC will
have to adapt the content of the “Rulebook” according to
the obligations defined in the PSD, particularly as regards
the deadlines for requesting reversal.

1.4.1.3 The SEPA card payment

In the case of card payments, the EPC has been far less
radical: it has confined itself to defining the SEPA Card
Framework (SCF), setting out the general principles which
issuers, holders, card systems and operators must satisfy.

The main characteristics of a SEPA card payment are:

— every card® issued by a credit institution must be
capable of being used on any terminal throughout the
SEPA area;

— competition is possible between payment card proces-
sing service providers: the opening up of the entire
SEPA market will make the market competitive and
reduce the costs to users;

— technical interoperability based on the use of chip cards
meeting the EMV standard ®.

1.4.2 The infrastructures

The SEPA clearing and settlement framework © is intended
to guarantee access for all banks in the SEPA area (“reach-
ability”). One of the basic principles is the clear segrega-
tion (unbundling) of roles and responsibilities between the
payment instruments and the infrastructures (the whole
set of procedures and systems used by financial interme-
diaries to clear and settle payment orders).

The infrastructures will play a key role in the success of
SEPA by permitting efficient and secure transfers between
debtors and creditors via the financial intermediaries. They
will have to be capable of managing the migration of a
critical mass of retail transactions to the new European
payment instruments.

At present, the infrastructures are fragmented at European
level: each country has developed its own (in some cases
multiple) clearing systems, which may or may not be
automated (ACH — Automated Clearing House) to meet
national requirements. This has led to the coexistence of
dozens of different infrastructures operating primarily at
national level, generally with their own specific standards.
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It is these national systems that exchange the very great
majority of payments, which are predominantly domestic.
The diversity of systems also engenders wide variations
in service levels, not only between different countries but
also between national and cross-border payments.

The clearing of cross-border transactions is currently
based mainly on two types of solutions: multilateral
systems or bilateral mechanisms in the form of cor-
respondent banking. The future will decide whether these
two types of solutions continue to operate in parallel,
or whether one will come to dominate on the European
payments market.

The SEPA project sets ambitious goals for infrastructures:
they will have to ensure the interoperability required for
the project to work, while respecting the constraints set
by the SEPA framework for infrastructures and the PSD;
in particular, it will be necessary to make major reductions
not only in costs but also in the time taken to process
international transactions in the SEPA area.

Interoperability will probably lead to consolidation of the
payment infrastructures at European level, certainly in the
case of multilateral systems, via one or more central struc-
tures managing all national and cross-border transactions
(a central PE-ACH — Pan-European ACH).

So far, the EBA (Euro Banking Association) has developed
STEP2, the first pan-European automated clearing house,
which can clear both domestic and cross-border retail pay-
ments in euro. This is the first infrastructure to satisfy the
criteria for a PE-ACH as defined by the EPC. However, up
to now the volumes handled have been fairly marginal,
and few national transactions are transferred to this
European system. Other companies (Equens/Netherlands,
STET/France, Voca/Britain, etc.) have announced that,
in the future, they intend to offer a solution for clearing
transactions in SEPA.

Another route is that followed by the EACHA (European
Automated Clearing House Association) which links
together the national clearing houses. This associa-
tion is examining the possibility of interconnecting the
national infrastructures within a vast payment exchange
system.

By the end of 2010, all infrastructures will have to be
capable of handling the critical mass of euro payments
in the SEPA format, while ensuring that, until that time,
the current payment operations exist alongside the SEPA
instruments. Another challenge is to increase transparency
in regard to the services offered and the rates charged by
the infrastructure providers.
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1.5 The European timetable for SEPA®

The preparations for SEPA are divided into a number of
phases, most of them determined by the EPC. In 2002,
the EPC proposed a timetable for SEPA, and so far that
has been the guideline for the project. We can now
present the progress of the SEPA project in the form of
this diagram.

During an initial design phase (2004-2006), the EPC
defined the general standards which lay down the rules and
the main characteristics of the new payment instruments,
also referred to as payment schemes. Between mid 2006
and the end of 2007, more detailed standards were derived
from these general standards, defining the interpretation of
the general standards and the concrete data formats in pre-
cise instructions for implementation and IT development.

At the same time, the European Commission, the
European Parliament and the Council were working on
a new directive.

The next stage in the transition to SEPA will begin in
September 2007. From then on, all banks are expected to
undertake to use the new European payment schemes for
their customers’ payment transactions. For that purpose,
each bank is expected to sign an “adherence agreement”
with the EPC. These are statements of intent in line with
the self-requlatory character of the EPC, without any
legally binding measures. It is hoped that the maximum
number of banks will sign these adherence agreements
on a voluntary basis, so that the new payment instru-
ments can be launched on time, namely on 28 January
2008. On that date, the banks are to offer their customers
the European credit transfer as a new payment instru-
ment. The old national credit transfers will, of course, con-
tinue to be processed. The aim is to discourage the use of
national credit transfers gradually between now and the
end of 2010. No specific plan for abandoning them has
yet been drawn up in most countries, which suggests that
they will not actually be dropped until after 2010.

In principle, the scenario for abandoning national direct
debits should be much shorter, since the launch of the
European direct debit is scheduled for 1 November 2009,
the date on which the European directive is to be finally
transposed into national law, even though the initial EPC
project still sets the deadline at 2010. However, there
are still as yet no plans for abandoning national direct
debits. It is therefore even more likely than in the case of
European credit transfers that they will not actually disap-
pear in the majority of countries until after 2010.

(1) The actual plan for Belgium is explained in section 2.2.
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In the case of card payments, the EPC hopes to be a
ble to establish standards by the end of 2010. Each
country has its own card payment infrastructure, accom-
panied by specific protocols and technical solutions, and
harmonising them at European level will be a lengthy
process. From 2011 onwards, the banks will issue SEPA
cards only.

In contrast to the introduction of the euro notes and
coins, where there was a compulsory schedule for the
various phases, the establishment of SEPA is a process
being managed mainly by the market. With the sup-
port of the ECB and the European authorities, the EPC
has defined the general framework. The market (banks,
businesses and public authorities) are now expected to
commit themselves to making the necessary changes to
establish SEPA. The Belgian example, described below,
shows the form which that process may take in practice.

2. SEPA in Belgium

Although SEPA is a project involving 31 countries in a uni-
fied payments area, each of those countries is to organise
its own migration to SEPA starting from its own national
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situation, typified by its own payment practices, instru-
ments and specific infrastructures.

2.1 The Belgian implementation arrangements

SEPA is not just a banking project, but concerns all the eco-
nomic actors. While the banks are the ones most involved
in the preparations, sooner or later the other participants
in economic life, namely companies, public authorities and
consumers, will be confronted by the switch to the new
European payment instruments. This is therefore a project
which affects the community as a whole, and will require a
commitment by all the parties concerned.

In order to ensure that the migration to this new environ-
ment is organised efficiently, a dual structure has been set
up in Belgium:

— an interbank structure, called the SEPA Forum, which
deals with all aspects relating to the banking world;

— a broad community consultation structure which also
involves the non-bank players via the creation of a
third working group called “Implementation of SEPA
in the community”, which comes under the “Steering
Committee on the future of means of payment”.
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2.1.1 The SEPA Forum

The SEPA Forum was set up in 2005 as a platform for
consultation between the Belgian banking sector, the
Post Office and the National Bank of Belgium. It is a con-
sultative body without any legal form. Its organisational
structure is based on that of the EPC and comprises a
number of levels:

— at the lowest level, various working groups and task
forces are examining the impact in Belgium of deci-
sions taken by the EPC. All the financial institutions are
represented in these working groups;

— on the basis of the findings of these working groups,
the Co-ordination Committee (Cocom) coordinates
the work, prepares proposals and monitors the overall
cohesion;

— The Payment Systems Committee (Paysys) is a consulta-
tive body existing at the level of the Belgian financial
community, which defines the policy and the strategy
for all questions relating to payment systems in Belgium.
This body submits proposals to the SEPA Forum which
has to pronounce its opinion on them;

— at the highest level, the Governor of the Bank chairs
the SEPA Forum and, with the top management of the
banks, he endorses the proposals issued by the specific
working groups. The banking sector then undertakes to
implement those decisions.

Belgium is represented in the various European working
groups active at EPC level by the chairmen of the cor-
responding Belgian working groups. They defend the
Belgian viewpoint in the discussions and ensure consis-

tency and direct communication between the Belgian and
European levels.
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2.1.2 The social dialogue

The migration to the SEPA environment affects the whole
community since, ultimately, all the economic actors will
use the new payment instruments. It is therefore clearly
essential to involve all the parties in the implementation
of SEPA in Belgium. The aim is to introduce SEPA in the
optimum way in order to make it a genuine success for
the Belgian economy as a whole. Consultation of all the
parties concerned is therefore an essential pre-condition
for the successful implementation of SEPA.

In 2004, a “Steering Committee on the future of means
of payment” was set up in order to consider the future
of means of payment jointly with the parties involved. It
was therefore logical for a special working group, dealing
with aspects relating to the implementation of SEPA in
Belgium, to be set up under the Steering Committee.

The Steering Committee comprises representatives of
the banks, public authorities, the Post Office, consumers,
corporates, small firms and the self-employed. The NBB
chairs the committee, and provides administrative and
organisational support. Three sub working groups have
been set up to consider the specific questions concerning
consumers, businesses and public authorities.

Initially, the aim is to raise the awareness of the economic
actors, to exchange information on the progress of the
SEPA project in Belgian society and to identify the points
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requiring special consideration. At a later stage, a con-
crete plan for migration to SEPA will have to be drawn up
for each of the main sectors.

In the sub-group on public authorities, the federal autho-
rities — wishing to present themselves as early adopters
— have set up their own Steering Committee. That move
is also entirely in line with the recommendations of the
European authorities”: the adoption of the new payment
instruments by the public authorities will speed up the
attainment of the critical mass of payments necessary for
the SEPA project, and will set an example for the other
actors.

In the subgroup on businesses, two task forces have also
been set up to coordinate the migration and the transi-
tion, one for the European credit transfer and the other
for European direct debit, the ultimate aim being to avoid
disruption for consumers. The latter task force comprises
the main Belgian issuers of direct debits. The banks are
also largely dealing with the preparations concerning
enterprises. Suppliers of banking solutions such as Isabel
(computerised interfaces between enterprises and banks)
are in the process of developing software dedicated to
SEPA transactions.

(1) In the view of the European authorities, the national public authorities which
originate or receive large volumes of payments (wages, taxes, etc.) should act
as a driving force and set an example in the introduction of the new payment
instruments, by committing themselves to the SEPA project as soon as possible.

Steering Committee on the future
of means of payment

WG on the implementation
of SEPA in the community

Consumers

Businesses

Public authorities

Task force
European credit transfer

European direct debit

Task force
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2.2 The Belgian migration plan

The Belgian financial community has already defined
the main aspects of its migration, despite the continu-
ing uncertainty at both European and Belgian level. The
Belgian banking sector has stated that it fully endorses the
SEPA objectives and wishes to commit itself to introducing
the new payment instruments, abandoning the national
means of payment. The non-SEPA payment products,
mainly the bill of exchange and the cheque, cannot be
abolished in the immediate future, primarily for legal rea-
sons. Efforts will therefore be made to discourage their
use by offering replacement solutions.

The third version of the Belgian migration plan was
published in July 2007. Below we deal with the principal
points of that plan.

2.2.1 The European credit transfer

The Belgian financial community opted for an approach
involving the minimum changes for users of the European
credit transfer in comparison with the Belgian credit trans-
fer. The main adjustments will be as follows:

- in the absence of a common form for the whole of
SEPA, a “Belgian” European credit transfer form was
developed, enabling the user to switch without any
inconvenience to the European credit transfer. Other
channels such as self-banking and PC banking will also
be adapted. In contrast, phone banking is not going to
be adapted,;

— compulsory use of the IBAN and the BIC: identifica-
tion of the basic bank account in SEPA payments will

probably be one of the major changes for the user. The
IBAN structure adopted, already in use for cross-border
credit transfers, will be derived from the BBAN (Belgian
Bank Account Number) and will comprise sixteen char-
acters instead of the present 3-7-2 structure. In addi-
tion, the identification will only be complete if it also
comprises the identifier (BIC) of the financial institution.
At Belgian level, the financial institutions will also be
able to offer their customers automatic derivation of
the IBAN and/or the BIC from the BBAN, even in the
case of foreign account numbers. Conversion tools are
already available for businesses in order to facilitate the
conversion of their databases;

— maintenance of structured message code, essential for
the reconciliation of invoices for Belgian firms and for
which there is not any European standard as yet;

— the execution times currently in force in Belgium for
domestic credit transfers, determined by the Poty law,
will continue to apply. Although initially the PSD pro-
vides for credit transfers to be executed within three
days, the Belgian regulations — more advantageous
for consumers — will still be binding. In the medium
term, the PSD also provides for that time to be reduced
to one day. Special attention will have to focus on
national SEPA payments which could be channelled via
international clearing and settlement infrastructures
and for which Belgian execution times will have to be
respected.

(1) Thus, following conversion to IBAN, account BBAN 201-0005272-81 will become
BE36 2010 0052 7281. A practical conversion guide is available at
www.sepabelgium.be/fr/node/62.

Requested execution date in the future
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Originator account (IBAN)

Name and address of
the originator

Beneficiary’s account (IBAN)

.
Beneficiary’s BIC

{ I ) O O |
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If completed by hand, one single UPPER CASE LETTER in black (or blue) per box
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The timetable for the introduction of the European credit

transfer in Belgium centres on two dates:

- launch of the product on the Belgian market on
28 January 2008;

— migration period with gradual switch to the European
credit transfer®;

— 31 December 2010: abandonment of the current
Belgian credit transfer form.

2.2.2 The European direct debit

The new European direct debit system is fundamentally
different from the current Belgian system. However, the
Belgian banks decided to migrate as swiftly as possible
to the new common standard and abandon the current
system. Maintaining two very different systems in tandem
would entail substantial costs, would probably delay
the conversion and would make it necessary to adapt a
system already destined for abolition to the new rules laid
down by the PSD.

For users, both businesses and individuals, the main

changes will concern the following points:

— bank identification via the combination of the IBAN
and the BIC in the same way as for the European credit
transfer;

— administration of the mandate: all direct debits are
based on the grant of a mandate by the debtor in
favour of the creditor. In the case of the European direct
debit, the mandate will be retained by the creditor and
not by the debtor’s bank, as in the case of the Belgian
direct debit;

DOM-80

Nov. 1st 2009
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Dec. 31st 2010

— the request for repayment by the debtor: subject to
compliance with the conditions laid down in Article 52
of the PSD, the debtor has eight weeks in which he can
reclaim from his own bank the whole of the amount
debited, or even thirteen months if the mandate had
expired or was invalid;

— a new variant of the direct debit will be offered to
users via the introduction of a one-off European direct
debit which enables the debtor to issue a mandate
authorising the creditor to initiate a single debit from
his account.

The Belgian financial community has opted for a scenario
in which the current Belgian system is replaced by the
new European standard. Although direct debits do not
have as large a share of the market in Belgium as in other
countries, the number of direct debits is considerable, as
is the number of mandates currently held by the debtor
banks (around 30 million). In order to avoid the need for
enterprises to get their customers to sign new mandates
when changing their current direct debits to the European
direct debit system, the Belgian banks have developed
a mandate migration process® which will permit their
exchange via a central mandate database containing data
supplied by the banks currently holding the mandates;
creditors will consult the database via their own banks.
This exchange of mandates will be effected by an applica-
tion developed by the NBB.

(1) The fact that some public authorities intend to use the new European credit
transfer form from 2008 will certainly mean that the critical mass can be attained
quickly during the migration period.

(2) This process allows the mandates to remain legally valid. The need to inform the
parties about their new rights and obligations is under examination.

Dec. 31st 2010

SEPA DD
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The Belgian financial community had initially planned
to introduce the new type of European direct debit on
1 January 2008, in accordance with the recommendations
of the European authorities and keeping to the same
timetable as the European credit transfer. At the end of
2006, owing to the delayed adoption of the PSD it was
decided to postpone the launch date, because harmonisa-
tion of the legal framework throughout the SEPA area is
essential for this product. Otherwise it would be impos-
sible for a firm to administer its direct debits with custo-
mers in different countries, and thus to deal with varying
repayment application times.

The recent adoption of the PSD and its expected transpo-
sition into the various national laws by November 2009 at
the latest prompted a further postponement of the actual
launch date for the European direct debit in Belgium.
Thus, the launch date has been set at 1 November
2009, and the period in which the current system and
the European direct debit coexist will be kept as short as
possible. The probable obligation to apply the PSD to the
current direct debit is likely to encourage enterprises to
migrate to the new system. The choice of one or more
migration scenarios is one of the subjects being discussed
with the main users of this means of payment in the task
force on the European direct debit.

In any case, the main Belgian corporate users of the
product are already making preparations for the migra-
tion.

2.2.3 Card payments

Belgium has always had a pioneering role in the field of
debit card payments. There is currently only one system
in Belgium, namely the Bancontact/Mistercash scheme
applied by Belgian banks. Bancontact/Mistercash has
been managing the whole card payment processing
chain: relations with card issuers, relations with traders,
transaction processing, sale and maintenance of payment
terminals, etc.

In regard to card payments and the planned process of
migration to the SEPA framework, there were four pos-
sible scenarios for the Belgian banks:

— convert the present Bancontact/Mistercash scheme
into a SEPA-compliant scheme enabling any card to be
used on any terminal in the SEPA area: the banks felt
that this scenario was unrealistic for a “small” system
in view of the size of the SEPA area;

— conclude alliances with other systems to cover the
whole of Europe: the banks also considered this option
to be unrealistic, since no other system has ever suc-
ceeded in concluding such an alliance;
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— maintain the national card system and add an interna-
tional card scheme with co-branding: that is already the
case for over 95 p.c. of Bancontact/Mistercash cards
which also have the Maestro international function
(Mastercard). However, that solution is not in line with
the long-term philosophy of the SEPA project since it
maintains the fragmentation of the national markets;

— abandon the Belgian system and adopt an international
scheme which meets the requirements of the SEPA
framework.

The last scenario is the one favoured by the Belgian banks.
In the future, Belgian banks will be able to offer other
card schemes which conform to SEPA. In the view of the
Belgian banks, switching to an international system has
another advantage, namely the possibility of incorpora-
ting new technical developments, which is not feasible in
the case of the Belgian scheme that is reaching the end
of its life.

The chosen solution also offers the opportunity to split
the card payment processing chain, certainly following the
sale of Banksys and Bank Card Company by the Belgian
banks. Competition would thus become possible at every
stage in the chain: choice of the card scheme which
banks offer their customers, choice for traders, choice of
the operator for the card processing, etc.

The solution chosen by the Belgian banks means that, on
Belgian cards, the Bancontact/Mistercash standard will
be replaced by an international standard for domestic
Belgian transactions.

The traders’ representatives were vigorously opposed to

this solution for a number of reasons:

— the Bancontact/Mistercash system has proved to be
not only efficient but also secure, relatively cheap, and
easy to use. Traders fear that the new system will not
achieve the same level of quality as the present system,
and that it will be expensive to update the terminals
and the software;

— the main objection raised by distributors concerns
the charges for payment transactions. The new scale
of charges would lead to a substantial increase in
the cost per transaction for traders. A key element
in the debate is the introduction of an interchange
fee. Under the Belgian Bancontact/Mistercash system,
Banksys is in direct control of relations between the
card holder and the trader via his bank. In contrast,
international schemes are based on four-part models
with the payment of an interchange fee by the trader’s
bank (acquirer) to the card holder’s bank (issuer), to
compensate for the higher costs which the latter incurs
(security, guaranteeing the payment to the trader, etc.).



There is nothing certain as yet about these interchange
fees, so that the various parties still cannot in any case
make the strategic choices which are necessary in the
process of migration to SEPA™.

More generally, there are fears that the predominantly
national card payment systems currently used in the dif-
ferent countries may be replaced by one or two interna-
tional systems owned by Mastercard and/or Visa, reputed
to be more expensive. Establishing a duopoly for this type
of payment is not, in principle, likely to encourage more
competition.

The Eurosystem has drawn the actors’ attention to this

question® and expressed certain fears regarding the SEPA

framework for card payments as adopted by the EPC. The

Eurosystem has listed a number of general policy princi-

ples intended to supplement the framework :

— the existence of consumer choice between the various
competing card payment systems, with no predefined
priority;

— the existence of a competitive, reliable and cost effec-
tive market comprising service providers and infrastruc-
ture suppliers;

— the elimination of all technical, contractual and opera-
tional barriers forming the basis of the existing national
segmentation.

The major sources of concern for the Eurosystem relate
to a possible increase in usage costs associated with the
replacement of the national systems by international sys-
tems (Visa or Mastercard), which generally involve higher
interbank fees than the national systems. Nor does it
favour co-branding, since — by maintaining the majority of
the existing situations and limiting the use of international
standards to cross-border transactions only — that does
not offer economies of scale or strengthen competition.

The Eurosystem is therefore encouraging the emergence
of a European card system based on the second option
of the “SEPA framework for cards”, namely extension of
a national system to all SEPA countries by the conclusion
of alliances via agreements between systems which con-
tinue to operate independently. That is the Eurosystem’s
preferred way of boosting competition on the market and
making use of the experience of national card systems.

A number of initiatives of this type have apparently been
launched. For instance, the Berlin Group, which held its
first meeting in October 2004 and comprises 22 of the
leading players in the field of card payments, is trying to
develop a solution based on national debit card schemes.
A more recent initiative by eight major European banks
aims to develop® an alternative debit card system which
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will eventually compete with the Mastercard and Visa
systems. However, it is too soon to assess the feasibility
of these initiatives.

2.2.4 The exchange and clearing infrastructures in Belgium

In June 2006 it was decided that the Belgian centre for
exchange and clearing (CEC) would not be converted
into a PE-ACH. Ultimately, therefore, the processing of
national payment transactions will have to be transferred
to a PE-ACH, depending on the offers available on the
market. The reason is the same as in the case of the card
scheme, namely that the Belgian system is too small to
consider developing it at European level.

The Belgian banks did not wish to act as the first mover
in the process of migrating payment exchanges to a
PE-ACH. At present, there is no pan-European system
capable of handling the transactions with the same level
of service and at similar cost. Meanwhile, it was therefore
decided to establish a provisional scenario by making the
CEC SEPA-compliant, i.e. capable of handling the pay-
ment transactions effected between Belgian banks via the
new SEPA payment instruments. Thus, by the beginning
of 2008 when the European credit transfer is expected
to be launched on the Belgian market, the Belgian banks
will already be able to exchange payments in the new
European formats.

For that purpose, the CEC participants and sub-partici-

pants have undertaken to:

— continue exchanging their national transactions in the
current format via the CEC until the abandonment of
the products specific to Belgium (scheduled for the end
of 2010);

— use the new SEPA payment instruments as soon as they
are launched:

— for transactions between Belgian banks: exchange
via the CEC or a PE-ACH;
— for cross-border transactions : exchange via a PE-ACH.

Eventually, when the “Belgian” means of payment are
replaced by SEPA instruments, the CEC will have to ter-
minate its activities. However, that is not expected before
the end of the migration period, namely 2010.

(1) Since the question of charges is a complex one, care should be exercised when
comparing the current situation with the one resulting from SEPA. Thus, the
obligation imposed by SEPA to “uncouple” the services will ensure greater
transparency of pricing and will guarantee competition at the level of each
service. In the future, this uncoupling will prevent the internal “cross-subsidising”
of certain services, a practice which Banksys was previously able to apply. There
also seem to be some signs that this increased competition and transparency
have already led to lower prices, particularly at the level of the terminals.

S

The Eurosystem’s view of a SEPA for cards, European Central Bank,
November 2006.

(3) De Tijd, “Banken werken aan nieuw Europees betaalkaartsysteem”,
12 May 2007.
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Conclusion

SEPA is unquestionably the missing link which will make it
possible to create a genuinely integrated, single payments
market. This project aims to replace a set of national sys-
tems and standards with European ones, to eliminate all
differences between domestic payments and cross-border
payments within an area comprising thirty-one countries.
SEPA will provide the whole of that community with retail
payment instruments which are faster, more efficient,
cheaper and more secure than those currently available
on the national markets.

SEPA is the result of the efforts of various European actors.
The European authorities set up a regulatory framework
for all payment services, providing the essential legal
basis for SEPA. The ECB and the Eurosystem, which
guarantee the smooth operation of the payment systems,
advise, assist and encourage all the parties concerned.
Finally, the banking community coming together in the
EPC is playing a proactive role and — principally via self-
regulation — is working on the definition of a harmonised
payment environment based on three common payment
instruments and on European infrastructures. The
ultimate aim is to establish a fully automated chain for
processing euro payments, with competition possible at
every stage.

60

Between January 2008 and December 2010, users will
gradually have to change their payment practices and
switch to the new pan-European instruments. Each
country will have to organise this migration according
to its own specific situation. Without wishing to act as a
pioneer, Belgium is probably one of the countries which
has made the most progress in organising that migra-
tion. A long tradition of interbank consultation — forming
the basis of the current Belgian payments system which
is universally acknowledged as efficient — permits the
speedy translation of the SEPA standards in accordance
with Belgium’s particular needs and characteristics, and
the definition of a migration plan governing the transi-
tion which will end with the disappearance of the current
Belgian instruments, replacing them with the new SEPA
means of payment. The social dialogue which has been
established will mean that all the players concerned can
be involved in the migration process: if all the needs and
concerns are taken into account, that will facilitate a
smooth and harmonious transition.

In the short term, the switch to SEPA will doubtless entail
considerable efforts for all the parties concerned, but in
the medium and long term it will bring benefits by offe-
ring banks, enterprises, public authorities and consumers
a retail payments market which is innovative, unified,
modern and efficient, enabling the initial objectives to be
achieved.
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