Appendix C: Business Cases





This appendix concerns the business case that drove the development of BIPS.  It provides an overview of the market and some of the research on electronic commerce (Section C.1).  This appendix also identifies each of the key players in the implementation of BIPS and describes the expected benefits to each of those parties (Section C.2).


C.1. Overview





The purpose of the BIPS project is to produce an open, interoperable specification and protocol.  Through working prototypes, the BIPS project has tested and demonstrated the feasibility of a reliable, comprehensive, and widely available infrastructure for making payments via the existing banking system. The resulting infrastructure supports electronic commerce and other on-line business and personal financial transactions.  BIPS is designed to integrate the components necessary for both protecting and linking back-end systems with banking customers over open public networks.  These components are interoperable across banks and provide the infrastructure for a consistent, secure, trusted way of offering the full range of banking products to consumer and corporate customer bases.  The BIPS infrastructure also enables the offering of innovative new products that take advantage of new developments in telecommunications technology and enhancements to the existing bank payment processing systems.





This specification:





allows Payors and Payees to agree on payment terms and mechanisms;


enables access to multiple bank payments systems, allowing customers and banks to choose the most cost-effective way to make a payment;


provides the intelligence to select the appropriate payment mechanism for the Payor based on the Payor’s requirements for cost and speed of settlement; and


provides on-line authentication of Payors and Payees and authorization for the transaction.





Advances in networked information technology, more computing power, and lower computing costs are driving more and more companies toward the paperless world of electronic commerce.  In particular, the Internet’s potential for providing communications and payments more conveniently and less expensively is attracting corporations as both Payors and Payees. However, only a few corporations are actually using the Internet in this way because there are no trusted and secure electronic payment mechanisms that are also cost-effective.  


Figure C.1 indicates the current and expected status of electronic commerce and the promise of the Internet by illustrating the forecasted growth of acceptance for electronic bill presentment and payment.  PSI Global Consulting noted that this growth is less than earlier expectations, because of "the lack of availability of viable bill payment and presentment services."








�





Figure C.1 Projected household use of electronic or automatic bill payment. 


(Projections include use of automatic charges to credit card accounts for recurring


 monthly bills.) Source: PSI Global Consulting, August 1998. Used with permission.








Based on these statistics, there appears to be a growing market and significant revenue opportunities from electronic commerce.





Numerous payments systems have evolved to meet differing business needs and particular market segments.  All of these business needs and market segments can be accommodated via the Internet.  Using the Internet to interface to each of the existing bank payment processing systems can extend payment solutions to the Internet.  Since funds are cleared and settled using existing banking payment systems, risks are lessened and managed.  The use of familiar payments systems means that procedures, timeframes, rules, and regulations are understood and still applied to the payments process.





The overall anticipated benefits of Internet-based payments are:





shorter transaction time,


lower transaction cost,


speedier clearing and settlement, and


a global market reach.


C.2 Parties Who Will Benefit from BIPS





The three key players in the implementation of BIPS are the Payor, Payee, and banks.  BIPS is discussed from each perspective in Sections C.2.1 through C.2.3.


C.2.1 Payor





Existing Internet payment mechanisms are primarily modeled on consumer payments.  They do not address the alternative methods used in corporate-to-corporate payments.  Corporate-to-corporate payments tend to be larger dollar and based on trade agreements.  Common corporate-to-corporate payments in the United States include ACH, wire transfer, and CHIPS.  Corporations are beginning to use purchasing cards for smaller-dollar repeat purchases.  Purchasing cards have characteristics that are similar to credit cards in consumer payments.  Consumers historically pay by check, cash, money order, or credit/debit card.





BIPS can make the full range of payment mechanisms available to the Payor.  Because BIPS provides a secure interface to existing bank payment processing systems, it allows the Payor to select the payment form that best meets the Payor’s needs; the Payor is not constrained to credit/debit card or pre-funded wallets.  ACH, wire transfer, CHIPS, and electronic check are all possible.





BIPS simplifies the payment initiation process by eliminating the need to know the various payment formats.  Should the Payor choose to allow the BIPS-enabled bank to select the payment mechanism—either based on pre-established rules or on a default rule (e.g., use the least expensive method)—then the Payor only needs to provide the Payee information, payment amount, remittance information, and payment date. 





The Payor does not need to be EDI-capable to process payments electronically and include receivables posting information.  The ease of use makes the widespread adoption of BIPS more likely and offers processing and postage cost savings over paper payment methods.   Further, no Value Added Network (VAN) is required to route instructions.  VANs tend to be costly, so significant savings can be realized by the elimination of VAN charges.





The use of electronic payment methods to replace paper methods provides greater assurance of timely receipt of payment and keeps greater control on funds for the Payor.  Paper payment methods involve mail and clearing times that are approximate at best.  Electronic payments are controlled by rules that ensure posting and clearing times so long as the appropriate cut-off times are met.  While ACH debit authorization provides the benefits of electronic payments over paper without BIPS, BIPS enhances that process by enabling the Payor to control the timing and dollar amount of the payment.





BIPS provides an audit trail of payment instructions received and processed within the BIPS platform.  Acknowledgments of the receipt of instructions and the feasibility of the request are included.  This positive feedback allows Payors to better track the status of their payables.


C.2.2  Payee





While Payees want to receive payments as promptly and as inexpensively as possible, they are dependent on their Payors for that decision.  In rare cases, Payees have the economic clout to demand payment via a particular means.  The obvious example of that case is the automotive industry, where EDI has penetrated much further than in other industries.  The big automotive companies have the power to require that their suppliers be EDI capable or be eliminated as a supplier.





For most consumer-driven industries, such clout does not exist.  Therefore, to retain customers, many payment mechanisms are supported, including costly in-person payments, drafts, and checks.  





Generally, the electronic payment methods are less costly and are preferred by the Payees, regardless of whether the payables are consumer-to-business or corporate-to-corporate.  Electronic payments are more reliable, amounts and dates are known in advance, and the planning of fund investments for the Payee are facilitated.





BIPS provides another attractive payment alternative.  It is electronically driven, does not require special software or hardware at the Payor or Payee sites, and eliminates the need for VANs.  Thus, BIPS can be used to provide EDI-like capabilities to non-EDI Payors and Payees.


C.2.3 Banks





The payments systems in use today are all based on standards that facilitate bank-to-bank communication.  Banks’ individual payment services may differ one from another, but the payment systems are not proprietary to any one bank. To make Internet payments, bank customers will most likely seek out a system that offers the same level of convenience, commonality of formats, and potential payment assurance (e.g., Fedwire transfers) as the existing payment systems.  





BIPS provides a payment protocol for easily expressing customer payment terms and conditions without requiring existing systems to be changed dramatically. This is expected to reduce costs for banks and corporations when adding the Internet as a delivery mechanism for payment instructions.





BIPS provides the opportunity for banks to offer additional services to their customers.  As described in the “Payor” section, BIPS enables the offering of payment instructions without identifying a specific payment system.  The BIPS-enabled bank can offer to create and maintain decision tables for each customer to determine the “best” payment method based on the customer’s criteria.  





New services can lead to new revenue streams.  Additionally, customers’ needs may be met in better, more efficient ways, which will lead to greater satisfaction.
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