Application Process for
Payment Systems

Introduction

Payment systems provide channels through whichsfundy be transferred among credit
institutions and other institutions to discharge prayment obligations arising in the financial
markets and across the entire economy. Paymetgnsysallow financial obligations to be
settled securely and efficiently between debtord areditors or between originators and
beneficiaries of payments. This function makes paynsystems critical to the effective
functioning of financial systems worldwide.

When a payment system’s role in the economy is w@ifcal, this is regarded as a
Systemically Important Payment System (SIPS). Anpent system is regarded as
systemically important:

i) if it is the only payment system in the country tloe principal system in terms of the
aggregate value of payments;
i) if it handles mainly payments of high individualwe; or if it is used for settlement of

financial market transactions or for the settlemeibther payment systems in the
same currency.

In order to avoid any disruptions that a paymesstesy or a participant in a payment system
may cause within the financial market, a SIPS nhbessufficiently protected against credit,

legal, operational and other risks. The Core Rplas for Systemically Important Payment

Systems which have been drawn up by the G-10 GovgriBasle-based Committee on

Payment and Settlement Systems serve as a guidetittee design and operation of safe and
efficient SIPS worldwide.

The Main Elements for a Stable, Secure and Efficient Payment System

A stable and secure payment system should opanasewell-defined legal environment,
setting out the rights and obligations, in normaeell as in adverse circumstances, of each
party involved in transmitting a payment througk gystem. The legal environment should
cover payment instruments as well as the systeati @ad all the participants in the payment
system, irrespective of their country of incorpamat thereby eliminating the possibility of
conflicting bankruptcy and insolvency laws.

The legal and regulatory environment for every Sigt®uld ensure the finality and
irrevocability of all payments made through theteys

A payment system promotes social efficiency througdnsiderable, mostly positive,
externalities like the smooth exchange of goodwises and financial assets.



The Role of Central Banks in Oversight of Payment Systems
General

In order to achieve the efficiency and soundnespayment systems, central banks are
entrusted with the function of oversight. The malnjectives pursued are the maintenance of
systemic stability, the promotion of efficiency atlie safeguarding of the transmission
channel for monetary policy.

A payment system should be subject to effectivagbt. The overseer’s role should be to
ensure the development of rules, regulations amdeglures for the system; assess and
enforce compliance with those rules; promote anérdmate individual and collective
action by the participants; ensure the smooth fanirtg of the system and promote its future
development.

The overseer should have arrangements in placensor@ co-operation with relevant
authorities, domestic and foreign, including th@ewising authorities of credit and other
institutions that participate in the system. Thagangements should preferably be based on
Memoranda of Understanding or similar arrangemesiich permit the timely exchange of
information between different authorities.

So as not to compromise whatever discretionaryaaiiyha central bank may have as lender
of last resort, central banks do not guaranteen ewmlicitly, the settlement of payments

through an approved payment system. Nor shoulticgmnts in the system have any
grounds to assume that in the event of a serioolslgm, central banks will automatically

provide sufficient funds to complete the daily ksettent.

The Central Bank of Malta’s Role
Through its oversight function the Central Bankvilta (“the Bank”) seeks:

a) to ensure that payment systems are organised agrateg in such a way so as not to
trigger or spread systemic risk;

b) to guarantee the efficiency of payment systems;

c) to guarantee the safety of payment instruments;

d) to safeguard the essential vehicle for the trarsiomsof monetary policy; and

e) to establish a level playing field between marlatipipants.

By virtue of article 34 of the Central Bank of MalAct, the Bank is legally entrusted with
the responsibility to oversee and regulate payragstems. Furthermore, it is also one of the
Bank’s objectives to promote and patrticipate in éségablishment of a sound and efficient
payment systefn

The Bank must determine whether a system is a paysystem within the meaning of the
Central Bank of Malta Act. In order to fall undérs definition a system:

! Article 5 (1)(d) — Central Bank of Malta Act



i) must have a formal arrangement between three og paticipants; and
i) must have common rules and standardised arrangerf@mnthe execution of transfer
orders between participants or for the settlemépagments relating to securities.

The Bank will assess an applicant for a paymertesysgainst a set of criteria. The Bank
would require the applicant to have:

i) adequate financial resources;

i) appropriate default arrangements;

iii) operating rules of the systénand

iv) adequate arrangements for monitoring and enfor@amgpliance with its rules.

Payment systems which are not deemed to be systymimportant will be required to
supply information on an annual basis for the Banke able to monitor whether their status
has changed.

In order to determine whether a payment system tmayclassified as a systemically
important payment system, the Bank requires inféionaand documentation which will
enable it to assess whether that system may bategen such a manner as to pose systemic
risk. Particular attention will be given to systemich process significant volumes of large-
value payments such that the failure of a parti®uld have substantial implications for
the whole system or for the financial markets.

The Bank considers that there is systemic risk e/tiee inability of a participant to meet its
obligations in a payment system could cause:

a) other participants in the payment system to be lentbomeet their obligations as they
become due;

b) financial institutions in other parts of the fingcsystem to be unable to meet their
obligations as they become due; or

c) the system’s clearing house to become unable t¢ itsesbligations as they become due.

Relying upon the Core Principles for Systemicallypbrtant Payment Systefnghe Bank
intends to apply the following minimum standards ttee design and operations of
systemically important payment systems:

I.  The system should have a well-founded legal basigall relevant jurisdictions.

. The system’s rules and procedures should enablécipants to have a clear
understanding of the system’s impact on each ofittancial risks they incur through
participation in it.

Ill.  The system should have clearly defined procedwethE management of credit risks
and liquidity risks, which specify the respectiwsponsibilities of the system operator
and the participants and which provide appropnatentives to manage and contain
those risks.

IV. The system should provide prompt final settlememttioe day of value, preferably
during the day and at a minimum at the end of the d

2 These rules should make clear certain aspects ofshens, including the point of entry of a paymennsfer
order into the system and the point after whiclaitrot be revoked, entry and exit criteria, etc.
3 Bank of International Settlement, Committee on Paynand Settlement Systems, January, 2001



VI.

VII.

VIII.

A system in which multilateral netting takes plat®uld, at a minimum, be capable of
ensuring the timely completion of daily settlementshe event of an inability to settle
by the participant with the largest single settlat@bligation.

Assets used for settlement should preferably Haim®n the central bank; where other
assets are used, they should carry little or nditcrisk and little or no liquidity risk.

The system should ensure a high degree of secanity operational reliability and
should have contingency arrangements for timelypietion of daily processing.

The system should provide a means of making paysneutitich is practical for its users
and efficient for the economy.

The system should have objective and publicly dssil criteria for participation,
which permit fair and open access.

The system’s governance arrangements should bectieéfe accountable and
transparent.

Payment systems that do not qualify as SIPS will b required to comply with all the
above-mentioned Core Principles.

The

Bank will provide a brief summary on its paymepstems’ oversight activities in its

Annual Report.
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Application Form

Introduction

Before a payment system may begin to operate inaVialich a systemmust be authorised

by the Bank. When reviewing a request to approve a paymestesyto operate in Malta,
the Bank shall focus on the safety, efficiency andessibility of that system and on whether
or not that system meets the international requéremfor payment systefns

When applying to the Bank for approval and autladias to operate a payment system, a
person shall submit the attached Application Fouly dompleted. Please read the questions
carefully before completing this form. All quesi®should be answered and the completed
form should be signed prior to submission.

Together with the Application Form, the applicagstrequired to submit to the Bank the
following documentation:

1. A detailed contingency plan;

2. Detailed information regarding the managementsKsiassociated with all aspects of the
payment system;

3. The operational safety of the products being used;

4. For an existing payment system, any statisticalrmation related to the turnover of the
payment system, and also the level of participation

5. For new systems, a business plan outlining antiegpaurnover, expected level of
participation and anticipated growth is required.

6. Operating rules of the payment system.

The Bank reserves the right to seek further infadlmnaand clarifications. If the applicant is
in doubt about how any of the questions should bswared, he should contact The
Manager, Payment Systems office on telephone nuni#s0 3601

! Bank for International Settlement, Core PrincigtasSystemically Important Payment Systems



1. Details of the Payment System

1.1 | Name of the Payment System

1.2 | Registered / business address of the Paymest#rSy

Telephone Number Fax Number E-Mail

1.3 | Details of person/company promoting the Paym&gstem (Promoter) in this
application. (The name of the natural person submitthis application and his/her
contact details should be provided here. Thisgressill be the Bank’s contact point
regarding this Application). A copy of the auttsation document to represent the other
participants in the payment system should alsataelzed.

Name and Surname of person submitting Application

Address

Telephone Number Fax Number E-Mail

1.4 | List of initial participants in the Payment &m. (Please supply addresses, telephone
numbers, fax numbers, e-mail addresses, ID Cardbatsnif individuals, date qf
registration or incorporation if companies. Pleasdmit a true copy of deed pf
partnership, Memorandum and Articles of Associagtein, as applicable)




2. Analysis of Main Features of the Payment System

Description of the Payment System

2.1 | Give a brief description of the overall conceptthe system, i.e. how the system V|
function.

2.2 | Submit the operating rules for the paymentesyst

vill

2.3 | Which law has been identified as the applic&beto govern the payment system?

2.4 | What is the cost structure of the payment sy8téentry fee, periodical fee, transact
fee, custody fee)

2.5 | What are the operating hours and days of thmeat system?

on

Type of Payment System




2.6 | What is the nature of the system? (e.g. RT@®&ing system, clearing house)

2.7 | What is the purpose of the system? (e.g. ssgtié of retail payments, of large-value
payments, of securities transactions. Is it caskd, network based or a combinatior
both.)

Settlement Procedures

2.8 | Describe the settlement procedures envisagatidgayment system.

2.9 | Will transactions be traceable and auditable?

2.10 | What will be the typical execution time (customercustomer) of a transaction und
normal circumstances?

Technology

2.11| Give a brief description of the technology envighder the payment system (e

network usage, security features applied, etc).
Risk Assessment
2.12| Give an outline of the risks perceived in the psgEbpayment system.

of

er



2.13| If the functioning of the system involves collatef@g. for central bank credit in RTGS
systems or to guarantee final settlement in a ettfesnent system), what kind of assets

are eligible as collateral?

2.14 | How is the quality of the collateral assessed?

Apart from the information provided above, any oth&sues identified during the initial
discussions held with the Central Bank of Maltal wéed to be adequately addressed in this

application.

Date

Signature




The information given above will be assessed byBtiek in accordance with the following
legal requirements and principles.

L egal Definition For Office Use only
Question Referenceto source FC BC PC NC
1. Is the system establishedCentral Bank of Malta Act
between at least 3 article 34(7)
participants?
2. Does the system hayeCentral Bank of Malta Act
common rules and article 34 (7)
standardised
arrangements for the
execution of transfer
orders? *
3. Is the system establishedCentral Bank of Malta Ac

as a clearing house
for the settlement o
payments relating t
securities?

DI article 34 (7)
f
D

4. Does the system opera
as a clearing, settleme
or netting system?

iteCentral Bank of Malta Ac
nt article 34 (7)

5. Is the system though n
established between

least 3 participant
considered to b
systemically important?,

ot Central Bank of Malta Ac
at article 34 (7)

-
D
o)
C

6. Does the law to whic
the payment system
subject provide :
comprehensive an
well-established  legs
framework for funds
transfers?

n Core Principle 1

1S4

6.1
set of rules which defin

system ? *

Is there a comprehensive

the rights and
obligations of
participants in  the

[(]




6.2

Do the liquidation
provisions of the

applicable law contain a

zero hour rule tha

would have the genera

effect of voiding a
settled funds transfe
over the systen
involving an insolvent
participant?

—

5=

6.3

Are there rules whic
require the pledging @
collateral to secur
daylight overdrafts? *

D =0

6.4

If the system is a nettin
system do the hom

country laws of a

foreign-incorporated
participant recognizé
netting arrangements
an insolvency context?

Do the system’s rule
and procedures allo
participants to have
clear understanding ¢
the system’s impact o
each of the financia
risks they incur throug
participation in it? *

=

)

— 35

—

Core Principle 2

7.1

Are the rules an

procedures clear

comprehensive and ujf
to-date? *

7.2

Do the rules an
procedures fully defing
the rights and
obligations of all
involved parties? *

7.3

Are the systems rule
and procedures readi
available to the public?

S
y




Does the system hayve

clearly defined

procedures for the

management of cred
risks and liquidity risks
which  specify  the
respective

responsibilities of the
system operator and the

participants and whic
provide appropriaté
incentives to manag
and contain those risks

it

b= 154

N

Core Principle 3

8.1

Is the system a real time

gross settlement syste

or is it a netting system?

m

8.2

Does the system set
through central ban
money?

o

Does the system provic
prompt final settlemen
on the day of value
preferably during the
day and at a minimum &
the end of the day?

Core Principle 4

9.1

Do the system’'s rule
provide a clearly define
and legally effective
moment of final
settlement? *

10.

If multilateral netting
takes place in th
system, is the syste
capable of ensuring th
timely completion of
daily settlements in th
event of an inability tg
settle by the participan
with the largest single
settlement obligation?

—

D

Core Principle 5




11.

Does the system use
assets held at the centr
bank to settle claims? |
other assets are used,
please give details and
clarify what credit
and/or liquidity risk
these carry

Core Principle 6

=+

Core Principle 6

12.

Does the system have
high degree of securit]

and operational

reliability?

a
y

Core Principle 7

12.1

Are contingency
arrangements for timel
completion of daily,
processing in place?

Core Principle 7

13.

Does the system provic
a means of makin
payments  which i
practical to users an
efficient for the
economy?

le

o ¥«

Core Principle 8

14.

Does the system ha
objective and publicly
disclosed criteria fo
participation which
permit fair and opef
access?

Details on the safety an
efficiency of these
criteria and also an
details of exit/exclusior
criteria, if any should b¢
examined.

D

Core Principle 9

14.1

Does the system defin
the rights and
obligations of indirect
participants?

e

15.

Are the system’

governance
arrangements effective
accountable an
transparent?

Core Principle 10

FC — Fully compliant; BC — Broadly compliant; PCPartially compliant; NC — Not compliant.




* A copy of these rules, if any, should be subndittéth the application.



