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Executive Summary

Use and efficiency of DDs in Europe
Direct debits (DD) are widely used in national retail payment
transactions. It is a highly efficient payment method that
generates few costs, and is completely paperless straight
through processing from the debtor to the creditor’s bank.
DDs cost less to process and are more convenient for creditors
and debtors than other payment methods such as cards,
cheques or cash. To identify today’'s importance of DD in
Europe and to determine the factors of success for the
DD has a high importance implementation of SEPA DD, an actual study (“SEPA Direct
for all interviewees Debit — a success story for the European payment market”)
has been carried out by Steinbeis-University in Berlin. In line
with this study a representative survey among customers in
Germany, Italy and France was performed concerning national
payment habits, especially relating to DD. By choosing these
three countries the majority of European customers using this
payment method have been represented. At the same time by
selecting Germany, Italy and France three different national
DD systems can be reviewed. In addition companies in
Germany were interviewed about their opinion on DD.
The result of the survey is that DDs have great importance for
all interviewees. Almost 70% of all interviewed customers and
even 73% of the companies evaluate DD today with at least
high importance (see Fig. 1). Furthermore 85% of interviewed
customers state that DD is easy to use and convenient for
them.

France

Germany 23% l
Italy 200 B3
Total 21% |23

Emajor importance Bhigh importance

Bmedium importance Ominor importance

Ono importance

Fig. 1: Importance of DDs for customers (Germany, Italy and France)
and companies in Germany when paying periodical services with
different rates (i.e. telephone bill)
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Executive Summary

Pricing is a critical factor
of success for SEPA DD

DD provides benefits for
all parties especially to
creditors

However the study also shows that pricing is a, or even the
critical factor of success for SEPA DD. The vast majority of
interviewees will not accept higher fees for DD compared to
today. This circumstance clearly shows the importance of an
efficient and realizable long-term charging methodology which
does not charge the customer.

With SEPA DD a high acceptance in the whole SEPA area
can be achieved for direct debit

To profit from the advantages of DD also for cross-border
transactions (prospectively the abolishment of domestic DD
schemes is also intended) SEPA DD as a legal framework for
32 EU countries started in November 2009. The purpose of
SEPA is to promote a highly convenient and efficient (cross-
border) payment system. SEPA DD is suitable for making DD
transactions safer and convenient for customers compared to
national DD schemes.

The survey by the Steinbeis-University in Berlin shows that
changes in SEPA DD (regarding comfort and security) in
comparison to established national DD schemes are
consistently favored by the majority of customers. E.g. higher
payment security in DDs, like offered by SEPA DD in addition
to a special identification mechanism, will be appreciated by
the vast majority (89%) of interviewed customers. But not only
because of the features from SEPA DD - the direct debit
payment per se is very important, but because DD creates
benefits for all participants (cf. Fig. 2).

Benefits to creditors

Benefits to debtors

* Lowertransaction costs - reduced internal payment * Lowertransaction costs — creditors should pass some
handling costs: for instance no paymentreminders have to be of the savings to debtors (Inducements for underlying
sent, reconciliation problems and credit/collection activities products or services)

are reduced

¢ Increased certainty and predictability - amountand date

of collection is known

* Reduced costs of working capital
- cash flow benefits

¢ Increased flexibility — collection of
varying amounts possible —using
automated methods

¢ Increased convenience — convenience of automatic bill
payment(convenience in DD is higherthan in other
payment methods)

Benefits to creditor banks

e Lower costs for creditor banks
to process a DD than other

paymentforms — creditor bank typically receives an
electronic bulk of file from creditor, which itthen transmits

electronically

¢ Reducedrisks and costs of
late payment — late payment
fees are avoided

Benefits from DD

Benefits to debtor banks

e Efficient automatic payment method — manual payment
forms can be avoided (e.g. credit transfer on paper basis,
cheque, etc.)

« Paperless straight through process (STP)

Fig. 2: Benefits from DD to all participants
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Executive Summary

SEPA strengthens the
benefits of the
participants

Currently most european

DD schemes do not charge

the customer

Additional advantages for creditors when using SEPA DD is
the ability to collect direct debits across 32 EU countries
holding one bank account and the possibility to gain more
customers for DD through enhanced security and convenience
compared to national DD schemes.

Also SEPA DD has further advantages for customers such as
for example no collection can be processed without a debtor’s
agreement (a SEPA mandate must be in written form), the
amount and date of collection in SEPA DD is known (important
to 76% of customers), longer periods of revocation for wrong or
unauthorized DDs (important to 84% of customers), and
customers can make a DD payment anywhere in the EU
(important to 65% of customers).

As pictured above, these SEPA DD related benefits are
extremely important for customers and will be one of the
factors that SEPA DD becomes a pan-European success
story. But by comparing the monetary benefits from creditors
and debtors economic imbalances will be obvious — creditors
have strong incentives to use DD — debtors have weak
(monetary) incentives.

Therefore SEPA DD should not be more expensive on average
for the customers than comparable national schemes. The fact,
that 55% of customers (debtors) in Germany are not willing to
pay an adequate fee even for more security and comfort
undermines this.

Today in most EU countries customers do not pay a fee
for direct debit

Most European DD schemes have a cost recovery mechanism
for direct debit transactions, which mostly charges the creditor.
This is also the result of the survey, where 71% of the
customers declare they do not pay for DD (see Fig. 3).
Otherwise the vast majority (96%) of interviewed creditors pays
a transaction fee for direct debits to their bank.

5% 3% 5%

France Germany Italy Total

Bfull agreement ®agreement Bpartly agreement Orather no agreement Ono agreement

Fig. 3: Question if payment per DD is free for the interviewee
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Executive Summary

Debtors will resist any

imposition of debtor bank

charges

A one-sided adjustment of the economic balance in the
expense of the debtors leads to an enormous restraint in
acceptance

It may be expected that most debtors would choose to remain
in their existing national DD scheme, which typically does not
charge for DDs, rather than join SEPA DD. In case of rising
prices imbalances between the creditor and debtor become
very obvious, debtors have no/ only weak incentives to use DD
(no monetary benefit).

Additionally, the introduction of fees for a service which in most
national schemes was previously provided for "free" will be
viewed negatively.

If fees are rising, 71% of the interviewed customers will shift
from DDs to other less efficient but for them more reasonable
priced payment methods (see Fig. 4). This would lead to a fall
in the use of direct debit.

39%

full 46%
agreement | ] 25%
39%
32%
29%
agreement ] 38%
32%
19%
partly 21%
agreement | 1 32%

23%

rather no

agreement
B France Italy

B Germany ® Total
no agreement

Fig. 4: Willingness to change from DD to alternative payment methods
if fees are rising

Therefore an efficient cost recovery mechanism which does
not charge the customer is a critical success factor for the
implementation of SEPA DD. Particularly because SEPA DD is
a new scheme it requires up-front investments as well as
ongoing operating costs. Unless banks can recover these
costs they will be unwilling to invest in the new scheme.
Basically there are two forms of cost recovery mechanisms.
The function of a cost recovery mechanism in the form of a
balancing payment and the function in form of an exception
charge both paid from the creditor’s bank to the debtor’s bank.
Both mechanisms are based on multilateral fees which are in
this general framework of DD the applicable pricing
methodology.
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Executive Summary

The abolishment of
existing multilateral fees
does not lead to a
permanent financial relief
for the customers

Multilateral pricing leads to
higher efficiencies

In the long-term the abolition of multilateral fees does not
lead to a offal in prices for the customer

The abolishment of multilateral fees leads to increased costs of
bilateral negotiations between the participants. Hence bilateral
commercial arrangements for DD lead to high contracting costs
especially for smaller participants. In the absence of e.g. a
multilateral balancing payment, most debtor banks would have
to be willing to move from national schemes with a clear cost
recovery mechanism to a scheme without such a mechanism.
Without e.g. MBP debtor banks losing their current efficient
cost recovery mechanism which possibly leads to an increase
in debtor bank charges for debtors. Creditors are probably the
beneficiaries of such a mechanism. The amount paid by
creditors to creditor banks for collecting DDs may be reduced,
as creditor banks would no longer make balancing payments to
debtor banks. The creditor bank therefore would no longer
recover these costs from the creditor.

As a result of this, debtor banks would probably levy charges
against debtors in order to recover costs that were addressed
by the balancing payments under national schemes. Therefore
the debtor would probably pay a charge for the collection of
DDs for the first time in many European countries. In this
context it has to be noticed, that the Steinbeis survey comes to
the conclusion that 71% of the interviewed customers would
surely shift to alternative payment methods, if DD becomes
more expensive for them.

Alternatively, debtor banks might cross-subsidize DDs by
introducing/increasing fees in other product areas to
compensate or to recover costs.

Finally the abolishment of multilateral fees has negative effects
on competition, as the predictable lack of suitable partners for
small banks limits the reach of SEPA DD for customers and in
turn the emerging lack of competition leads to higher prices for
costumers using DD.

A multilateral pricing enhances the performance and
simplifies the process

Multilateral pricing reduces transaction costs and promotes
competition by enabling banks with low bargaining power to
enter the market for cross-border DDs in the same terms and
conditions as big banks. Multilateral pricing enables both,
debtors and creditors to benefit from greater predictability and
lower search costs compared to bilateral prices. Furthermore,
a multilateral pricing will absolve the need for costly bilateral
negotiations between creditor and debtor banks.

STEINBEIS-UNIVERSITY BERLIN
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Executive Summary

A multilateral balancing
payment is the most
applicable cost recovery
mechanism

Scheme costs are
recovered from a minority
of transactions

Higher administration
effort because of operating
with two charging systems

MBP — multilateral balancing payment with fee per
transaction

Multilateral balancing payment is the most efficient cost
recovery mechanism as participants that benefit more from the
scheme compensate those who benefit less but whose
participation is crucial to the viability of the scheme. The MBP
will help to achieve more SEPA DD objectives of wide
reaching, efficiency and viability than other cost recovery
mechanism and ensures that debtors will not be charged for
DD transactions (see more than 75% of the interviewed
creditors would favor a negotiable amount of fees between the
parties). Furthermore, MBP enables banks to settle on a
transaction price if they do not already have a bilateral
arrangement at hand or are unable to negotiate a fee below
this price (banks are free to negotiate other arrangements).
Finally it is also a transparent and predictable charge.

Rejection-based charging

This cost recovery mechanism is based on a cross-subsidy
whereby scheme costs are recovered from a minority of
transactions (about 1%-3%). Furthermore, there is a principal-
agent problem as rejects are typically caused by debtors (due
to insufficient funds). For the scheme to provide incentives for
efficiency the debtor bank must be able to recover the rejection
charge in full from the debtor. This additional cost would result
in debtors switching from DDs to alternative, less efficient,
transaction methods.

Combination of MBP and rejection-based charging

A combination of MBP and rejection-based charging also has
the principal-agent problem as a pure rejection-based charging
and rejection fees would result in debtors switching to
alternative payment methods which could lead to a reduction in
volume of DDs and thus make SEPA DD less viable. Also the
exception charges will cross-subsidize the costs of the scheme
and operating with two charging systems causes higher
administrative effort/ costs for participants.

STEINBEIS-UNIVERSITY BERLIN
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Objectives and results of the study

Creating advantages in payment for all participants, particularly for customers

Creating a standard legal framework for cross-border direct debits

Guaranteeing a high acceptance by all market participants

Key objectives
of SEPA DD

Objective properties of SEPA DD: reachability, efficiency, viability, transparency and
predictability

)

The evaluation of these objectives should be in compliance with the
European Commission

Factors of » SEPA DD has to be accepted by all participating parties
success/ for
SEPA DD = SEPADD has to be realised as a Europe-wide consistent scheme

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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Objectives and results of the study I

Study results

= With SEPA DD a high acceptance in the whole SEPA area can be achieved
for direct debit

» SEPA DD has to be as secure and comfortable as present national direct
debit schemes

» For the success of the whole SEPA DD an early migration of the national
schemes is very important
SEPA DD has to be
accepted by all
participating parties

» SEPA DD should not be more expensive on average for customers than
comparable national schemes

= Today in most EU countries customers do not pay a fee for direct debit
payment

= A one-sided adjustment of the economic balance at the expense of the
debtors leads to an enormous restraint in acceptance

= In the long-term the abolition of multilateral fees does not lead to a fall in
prices for the customer

SEPA DD has to be

realised as a Europe-wide » Multilateral pricing enhances the performance and simplifies the process
consistent scheme

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit e

SEPA intends to unify different domestic payment instruments in Europe

PRE-SEPA SEPA
-

Euro Area
EU 27

=]m] |

EEA + Switzerland ;
+ Monaco

>4
PRE-SEPA SEPA
National / local solutions Consistent solutions with additional optional services
Different payment instruments and standards, customer Unified. Core payment instruments and standards, consistent
experiences and consumer law customer experience, application of harmonised consumer
protection laws
Cross-border complexity and risk Reduced complexity and improved efficiency: all SEPA

payments are domestic payments
Source: Making SEPA a reality, European Payment Council, September 2009
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With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit

In Germany, Italy and France the creditor is always charged for DD

R~ i)

process Creditor i Collection i Clearing and | Interbanking ' Debit account, i
i date flow | from debtor | settlement ' message ' debtor mandate |
chain for man ! | se . ge, | : :
. (Germany) ' mechanism | credit advice | flow (ltaly/ : Conclusion
domestic DD ; ! : ' France) :
* Only the creditor bank
| : | (creditor) is charged for DD
Germany Charging (MBP?) | = In case of e.g. insufficient
: , | LG telecion | funds the creditor has a
- | : claim for compensation
(@) ! ! ! : |
= | : : | :
o : | | 5 |
-8 : : = Beneficiaries (creditors) of
= | ' : L ! the scheme pay for it
O | Charging (MBP?) ! : h ¢
1 . ] —
s , per transaction : Fair system — no charges for
o : ; 5 ! : customers even for
= | : | insufficient funds
@) : ! ! : |
S N 1 1
c | 1 1 I 1 o - .
O ! ' ' — . | = Operating with two charging
: Charging (MBP?) ! systems causes more
; , - pertransaction administrative effort
: Charagin '(MBpl) i = Exception charges will cross
. ging . L
. per rejection : subsidize the costs for the
; . . ! : scheme
1) MBP (multilateral balancing payment) is always paid from the creditor bank to the debtors bank Creditor banks usually pass on charges to creditors
E © RESEARCH CENTER FOR FINANCIAL SERVICES
STEINBEIS-UNIVERSITY BERLIN 12




With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit

Cashless payment methods such as DDs and credit transfer have high importance for
interviewed customers when paying for periodical services

Importance of payment schemes for customers when paying for periodical services with different rates (i.e. telephone

- debtors -

Emajor importance M®high importance Bmedium importance Ominor importance ©Ono importance
= Direct debit is the most

Direct Debit 32% 37% 21% 7% BY suitable payment method for
% paying for periodical services
. (i.e. telephone bill)
Credit Transfer 25% 40% 22% 9% (4%
’ = For many customers credit
— transfer is the second most
Bank Card (PIN) 27% 32% 18% 10% 13% favored payment method
Cash 08%% 9206 w 1% 6% " Chequg is voted Ilesg suitable
/ for paying for periodical
/ services
Bank Card (Signature) 20% 26% 21% 15% 17%
» = = Cash and card payment are
/ al also voted suitable for paying
Credit Card 20% 23% 17% 14% 25% for periodical services.
Reason could be, that
customers also estimated
Cheque 9% 17% 19% 22% 33% periodical POS payment

Question to customers (Germany, ltaly, France):
1. Rate the importance the following payment schemes have for you when paying for periodical services with different rates (i.e. telephone bill)

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit e

Fourths of interviewed creditors DD is the preferred payment method

Importance of payment schemes for companies when paying for periodical services with different rates

- creditors -

Emajor importance Bhigh importance Bmedium importance Ominor importance 0Ono importance

= [nterviewed companies

Direct Debit 10% | 7% (creditors) prefer direct debit
for paying for periodical
services

Cash 12% | 8%

= Cashis also seen as a
possible payment method —
reason is that numerous
interviewees are retailers

Credit Transfer 15% 9%

Debit Card (EC/Maestro) 13%

= Card payment is also voted
suitable for paying for

20% periodical services. Reason -

—————————— same as with cash -

numerous interviewees are

commerce

ELV/OLV

Credit Card 8% 9% 36% 39%

31% 51% » Cheque is voted less suitable
for paying for periodical
services

Question to creditors (Germany):
1. Rate the importance the following payment schemes have for you when paying for periodical services with different rates

m © RESEARCH CENTER FOR FINANCIAL SERVICES
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With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit

| e— |
D

—
—
—
———
—
—e/—

The reason why DD is so important for customers (debtors) and companies (creditors)
Is that it is one of the most efficient payment methods and creates benefits for all participants

Benefits to creditors

Lower transaction costs - reduced internal payment
handling costs: for instance no payment reminders have to be
sent, reconciliation problems and credit/collection activities
are reduced

Increased certainty and predictability - amount and date
of collection is known

Reduced costs of working capital

Benefits to debtors

* Lower transaction costs — creditors should pass some
of the savings to debtors (Inducements for underlying
products or services)

* Increased convenience — convenience of automatic bill
payment (convenience in DD is higher than in other
payment methods)

- cash flow benefits

Increased flexibility — collection of
varying amounts possible — using
automated methods

Benefits from DD

» Reduced risks and costs of
late payment — late payment
fees are avoided

Benefits to creditor banks

Lower costs for creditor banks

to process a DD than other

payment forms — creditor bank typically receives an
electronic bulk of files from creditor, which it then
transmits electronically

Benefits to debtor banks

» Efficient automatic payment method — manual payment
forms can be avoided (e.g. credit transfer on paper basis,
cheque, etc.)

» Paperless straight through process (STP)

Source: Interviews with experts

© RESEARCH CENTER FOR FINANCIAL SERVICES
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Most interviewed customers consider direct debit as a convenient and secure payment scheme

With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit

Statements on direct debit which customers would agree with

For me direct debit is easy - debtors - I think direct debit is a very

to use and convenient secure payment scheme

full agreement 44% full agreement 32%

[ ] 56% [ ] 45%

51% _ 35%

42% agreement 46%

[ ] 31% [ ] 34%

_ 34% _ 38%

|

agreement

13% | 25%
13% partly 19%
partly agreement 9% agreement 17%
12% 21%
2% 7%
rather no 1% rather no 2%
agreement 2% agreement 3%
2% 5%
1% 2%
1% ® Germany = France 1% ® Germany = France

no agreement no agreement
2% m ltaly ® Total 2% m [taly ® Total

1% 2%

= Customers in France especially estimate that direct debit » The bulk of the interviewees (73%) think that direct debit is a
payment is easy to use and convenient very secure payment scheme
= 85% of interviewed customers state that DD is easy for them » Though almost one third doubt its security

to use and convenient

Today most of the interviewees in Germany, France and Italy consider direct debit as a convenient and secure
payment scheme

Question to customers (Germany, Italy, France):
3. Which statement on direct debit do you agree with?

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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With SEPA DD a high acceptance in the whole SEPA area can be achieved for direct debit L=

Creditors using DDs have an advantage in terms of liquidity — benefits arise from savings in
the cash and financing costs tied up in the accounts receivable

Days of credit period by Days of outstanding debt claim :
. . Conclusion
payment on account in Germany by payment on account in Germany

- creditors - - creditors - = By payment on account the

Average credit period Average debt claim average period of outstanding debt
claim in Germany is 28 days

40 46 = Use of DDs may permit a reduction

] T in days outstanding because DDs

are collected on the invoice due

date, and not at some future time
when the debtor chooses to make

— Maximun* payment

—— Minimum* = DD thus:

— Reduce the amount of working
capital that creditors need to
manage their accounts
receivable

— Reduce associated financing
costs

+2 — Improve payment certainty and

thereby reduce financial risk for

creditors

25 ——— Maximum® 28
——— Minimum”*
Average Average

Days
Days

*excluding outliers

The average debt claim of 28 days shows that creditors have considerable disadvantages by payment on account
in comparison to direct debit

Question to creditors (Germany):
2. How many days of credit period do you concede on average by payment on account?
3. How many days the average debt claim is outstanding by payment on account?

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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SEPA DD has to be as secure and comfortable as present national direct debit schemes DE

Compared to national DD schemes (e.g. Germany) — SEPA DD is safer and more convenient for
customers

Comparison of national and SEPA DD — scheme
(non-exhaustive enumeration)

NEWEIEY (DRSS ) SEPA DD-Scheme Result of comparison
example Germany
= Onlv domestic transfers = Transfers between EU countries in
y addition to domestic transfers SEPA DD with
increased range of
= Use of account number and bank . .
code Use of IBAN and BIC application
= No identification of creditor (no code = |dentification of creditor via UCI
necessary) (Unique Creditor Identifier) code
= Einzugserméachtigung“ valid until = Break up of mandatory after 36
recall months of disuse SEPA DD offers more
= Additional mandatory information by security options
= Only reference to ,Einzugs- debit collections (e.g. mandate-
ermachtigung” by debit collections number which is specified for single
and further transactions)
= Payable at sight (date is unknown) - gjg%t;teevgzmedeune (ngtir(?ie:rig el
Particip SEPA DD with more
= Revocation of debit until 6 weeks / for = Return of debit until 8 weeks / for convenience
unauthorized unlimited unauthorized debits up to 13 month

} Because of higher security and convenience options SEPA DD is at least as save and convenient
as national DD schemes

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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SEPA DD has to be as secure and comfortable as present national direct debit schemes

Most interviewees appreciate a higher payment security and longer possibility to cancel —
both features offered by SEPA DD

Importance of changes in direct debit

- debtors -
Higher payment security Longer possibilty to cancel wrong or unauthorized direct debit
(i.e. trader/creditor must identify themselves in future) (period lengthening from 6 to 8 weeks)
70% - | 70% - |
S9%69%; 70, mG
550omm — 2 ermany France B Germany France
m ltaly = Total 50%, 00/400450% m ltaly ® Total

38%

3035% o 35%340
— B —
18%
120 13% 13%, 0. []13%
10% =7
6%
4% 3% 39
P — 0% L . | I:l - [RSp— I

0% - L | L e ] = —

major importance high importance medium minor importance no importance major importance  high importance ) medium minor importance  no importance
importance importance
= Higher payment security in DDs, like offered by SEPA = Longer possibility to cancel wrong or unauthorized direct
DD with the adoption of an additional identification debit is very important for the majority (84%) of the
mechanism, will be appreciated by the vast majority interviewees

(89%) of interviewed customers

Question to customers (Germany, Italy, France):
2. Rate the importance that you attach to following changes in direct debit

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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SEPA DD has to be as secure and comfortable as present national direct debit schemes =

A precise due- and withdrawal date plus the authorization for a single direct debit (also featured
by SEPA DD) would make DD payment more attractive for interviewed customers

Importance of changes in direct debit

- debtors -
Possibility to agree on a precise due date / withdrawal date Authorization for a single direct debit
(currently withdrawal date / validation remain disregarded) (so far there is no difference between a single and periodical direct debit)
70% | 70% |
B Germany France B Germany France
m [taly m Total B [taly E Total
9 45%
41% 43% dooo [ A17#1%

38%

(o 6%
0 1% 2% |:| 2%
0% — — 0% -

4%

0
® 504 2% 4%

major importance high importance medium minor importance no importance major importance high importance medium minor importance  no importance
importance importance
= 76% of the interviewees would favour a precise due - = 75% of customers would appreciate the possibility for a
and withdrawal date single direct debit which is possible in SEPA DD

Question to customers (Germany, Italy, France):
2. Rate the importance that you attach to following changes in direct debit

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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SEPA DD has to be as secure and comfortable as present national direct debit schemes Q%

65 % of interviewed customers would appreciate a pan-European application of direct debit

Importance of changes in direct debit

- debtors -

Europe-wide applicability Conclusion
(so far direct debit is only possible on national market)

70%

m Germany France * The majority (65%) of the

m (taly = Total interviewed customers would
appreciate a pan-European
43% application of DD payment

35% 34% = Especially Italian customers would
0, . .

31% 3006 favour the application. 77% of them

24% vote at least with “high importance”

31%

= Pan-European use would lead to
higher transaction figures for DD

0% -

major importance high importance medium importance minor importance  no importance

Question to customers (Germany, Italy, France):
2. Rate the importance that you attach to following changes in direct debit

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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SEPA DD has to be as secure and comfortable as present national direct debit schemes

Almost half of the interviewed customers have at least partly doubts about security when paying
with national DD schemes — SEPA DD therefore offers further security options

Statements on direct debit which customers would agree with

- debtors -

| have no security concerns handing over my bank
account data (especially account number)

Almost half of the interviewees
have at least partial doubts about
security when paying with
national DD schemes

®full agreement Bagreement Bpartly agreement

Orather no agreement Ono agreement

Germany

SEPA DD therefore offers further
security options:

« |dentification of creditor via UCI
(Unique Identifier Code)

Italy

* Break up of mandatory after 36

months of disuse
France

* Additional mandatory information
by debit collections (e.g. mandate-
number which is specified for
single and further transactions)

Total

Question to customers (Germany, Italy, France):
3. Which statement on direct debit do you agree with?
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SEPA DD has to be as secure and comfortable as present national direct debit schemes

SEPA DD allows to spread the advantages of national DD schemes over the whole SEPA area

Additional benefits of DD through implementation of SEPA DD to all participants

Benefits to creditors from SEPA DD

Ability for creditors to collect direct debits across 32 EU
countries holding one bank account — choice of the most
powerful bank institute

Ability to win more consumers for DD through enhanced
security and convenience compared to national DD-
schemes

Benefits to debtors from SEPA DD

* No collection could be processed without a debtors
agreement (SEPA mandate must be in written form)

« Amount and date of collection is known

» Longer period of revocation for
unauthorized payments

» Debtors can pay DDs

Benefits to creditor banks
from SEPA DD

Benefits from SEPA DD

anywhere in the EU

» SEPA DD makes payment safer
and more convenient

Benefits to debtor banks
from SEPA DD

Ability for competition amongst all
banks for DD-business in the Euro-zone (no market entry
barrier)

Enabling a greater number of transactions — DD
transaction costs are subject to significant economies of
scale (Because of single technical standard costs could be
saved and administrative effort could be reduced)

» Lower costs for DD by introducing a single euro
payment method — realisation of economies of scale

* Process cycle is transparent, reliable and clear
* Identification of Direct Debit Creditors (UCI code)

Source: Interviews with experts
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For the success of the whole SEPA DD an early migration of the national schemes is very

important

To get prompt access in the German market which is very important for the success of the whole
SEPA DD, solutions for open questions (e.g. validation of existing mandate) have to be found

General challenge:

Challenges in converting from national DD schemes to SEPA DD may appear in most/every national DD scheme.

Main problem is that existing direct debit mandates will lose their validation for SEPA DD.

Challenges in converting the German
| national DD scheme to SEPA DD

|So|ution

Existing
direct debit
mandate will

lose its

validation

No ,, DD by
sight® in
SEPA DD

SEPA DD needs own/new
mandates - existing direct
debit mandates form the
national DD scheme could
not be used for SEPA DD

High conversion costs by
implementing new SEPA DD

mandatac far all avictinn
1HIAIITUiALLU O 1TV A0l CAToLun |u

German national mandates

Problems with creditors
acceptance without “DD by
sight” in SEPA DD

» Automatic conversion from
direct debit authorization
(“Einzugsermachtigung”) to
SEPA DD mandate

» Automatic conversion
requires legal requirements
of mandate migration

)
which ic not imnlemaentad
vviiivil 1o 11vL IIIIIJI\,III\.,IIL\.,\J

yet

» German credit economy
could enable DD by sight
as a special service to
SEPA core DD

Example for
Germany
| Conclusion

* High importance of an
early migration of the
German DD scheme to
SEPA DD

e High importance
because DD
transaction costs are
subject to significant
economies of scale

» Germany has by far
the largest number of
DDs in the euro zone
(between 35-40 per-
cent of total euro zone
DD transactions)
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SEPA DD should not be more expensive on average for customers than comparable IE
national schemes ==

By comparing benefits and costs for creditors and debtors economic imbalances will be
obvious — creditors with strong incentives in DD — debtors are not willing to pay charges

Benefits

Costs

Creditor

* Increased certainty and predictability: The
possibility to define the exact date of collection

« A simple and cost-efficient way to collect funds

* The certainty of payment completion within a
predetermined time cycle

e The opportunity to optimize cash flow and
treasury management

« Straightforward reconciliation of payments
received

* The ability to collect funds from debtors using a
single payment instrument across 32 countries

Debtor

¢ Increased convenience: debtors have the
convenience of automatic bill payment

¢ Reduced risks and costs of late payment

e Loss of liquidity compared to gain for
creditor

¢ Loss of control of cash flow

e Shorter payment target compared with
credit transfer

» No additional costs compared to other
payment methods

* The analysis demonstrates that there are imbalances in benefits and costs between creditors and
debtors

» Creditors have strong incentives to draw debtors into DD schemes, while debtors may be
indifferent between this payment method and other payment methods available

Source: Interviews with experts
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SEPA DD should not be more expensive on average for customers than comparable D%‘
national schemes ==

That customers (debtors) are not willing to pay charges is shown in the example, 55% of the
German interviewees are not willing to pay an adequate fee even for more security and comfort

Statements on direct debit which customers would agree with

- debtors -

For more security and comfort I am willing to pay an adequate
fee in the future Conclusion
ﬂ = 62% of all interviewees are at most
0, agge
full agreement 15% partly willing to pay a fee for more

[ ] 32%

) 17% security and comfort

13% . .
s — ' + German interviewees are
agreement

| ] 32% especially unwilling to pay an

_ 21% adequate fee for DD transactions

24% even for more security and comfort
0,
partly agreement 34%

[ ] 23%

I 26% = French customers on the contrary

are predominantly willing to pay
22%
such a fee

rather no agreement

= The differences between Germany

32% and France may lay in the
no agreement efficiency of the respective national
20% ® Germany France scheme

m [taly m Total
Question to customers (Germany, ltaly, France):
3. Which statement on direct debit do you agree with?
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SEPA DD should not be more expensive on average for customers than comparable D%‘
national schemes ==

If DD becomes more expensive, the majority of the interviewed customers is at least not
sure if they will further prefer DD payment

Statements on direct debit which customers would agree with

- debtors -

Even if direct debit is more expensive for me than )
alternative payment schemes, | will prefer it because Conclusion

of its many advantages

full agreement 13% ; ;
] 18% = |f direct debit payment becomes

13% more expensive than alternative
17% payment schemes, the majority of

23% . ) _
1 26% the interviewed customers (66%) is

[ 21% at least not sure if they will further

¢ prefer DD payment
partly agreement 36%

| 2% 200 = German interviewees are
0 . . .
especially very price sensitive. 40%

cather o % 24% of them will not use DD payment if

F'

agreement

|

agreement | ] 16% it becomes more expensive than
T 20% alternative payment schemes
11% m Germany ~ France
no agreement
9 ' | 13% m [taly ® Total

— 14%

Question to customers (Germany, ltaly, France):
3. Which statement on direct debit do you agree with?
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Today in most EU countries customers do not pay a fee for direct debit payment Q%

Most European DD schemes do not charge the customer, they have a cost recovery mechanism
which charges the creditor

Number of DD / year per inhabitant in 2008 Allocation of charges (in principle)

* In 7 countries (DE?, BE, DK, FI, NL, ES, SE)

120 i
only the creditor pays charges
99
100 = In 5 countries (UK, IE, IT, AT and PT) both
sides, creditor and debtor pay charges
80 -
= No information about France available. No
60 - fees are charged
47
36 — = For Luxemburg no fees are charged at all nor
40 to the debtor, nor to the creditor
23 25
20 - 16 Popular with eurozone member states are
wholesale cost recovery mechanism for DD
0 - - . transactions. Possible forms are balancing

DE'!BE DK FI SE FR UK IE IT AT ES NL PT LU payment or an exceptions charge, paid from
creditor’s bank to the debtor’s bank
B only the creditor pays charges W both sides pay [ no fees

Actually it has to be noted, that currently most eurozone member states have some form of wholesale
cost recovery mechanism for DD transactions. For example Germany and Austria, both have an
exception charge in the form of a rejection-based charging methodology

Source:

Data from 2008, ECB Blue Book 1) In Germany some banks charge
Bogaert & Vandemeulebroeke, August 2003, STUDY ON THE HARMONISATION OF THE LEGAL FRAMEWORK FOR CROSS- fees to the customers for rejection
BORDER DIRECT DEBIT SYSTEMS IN THE 15 MEMBER STATES OF THE EUROPEAN UNION, Belgium, page 421 — this is outside the DD scheme
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Today in most EU countries customers do not pay a fee for direct debit payment

—
D

—
—
| e |
———
—
—e/—

Almost three-quarters of the interviewed customers declare that they do not pay for direct debit

transaction

Statements on direct debit which customers would agree with

Payment per direct debit is free for me

- debtors -

44%
full 30%
agreement | ] 40%
39%

IW

32%
36%

|

agreement

] 30%
32%

|

B Germany = France
m |taly E Total

17%

23%
19%
19%

partly
agreement

L

5%
7%

7%

6%

rather no
agreement

e

3%
5%
5%

4%

no agreement

o

71% of the interviewed customers are sure, that they do not pay a fee for direct debit

full
agreement

agreement

partly
agreement

rather no
agreement

no agreement

For me direct debit is cheaper than
alternative payment schemes

22%

24%

] 35%

26%

il

28%

] 32%

|

34%

44%

] 20%

|

30%
26%

26%

10%

4%

|

7%
8%

2%

a

10%

%
7%

For the majority of the customers (60%) direct debit is cheaper than alternative payment methods

Question to customers (Germany, ltaly, France):
3. Which statement on direct debit do you agree with?
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Today in most EU countries customers do not pay a fee for direct debit payment

—
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—
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Almost all interviewed creditors pay a transaction fee for direct debits to their bank

Question about fees for direct debit

submission

Amount of the current fee per
submitted direct debit / return debit

- creditors -

Yes @ No

96%

direct debit fee
per transaction

return debit fee
per transaction

0% 50% 100%

Question to creditors (Germany):
4. Do you currently pay a fee for direct debit submission?

Amount of fee in cent

Amount of fee in Euro

- creditors -

amount of direct debit feel

_0,19¢€
———Maximum
—=—Minimum
0,11 € @ Average
& 0,07€ =>e=1_ Quartil
0,04 € 2. Quartil
= 0,02 €
amount of return debit fee 2

9,50 €
7,40 €

3,00 €

1) In Germany the charge is for
book-entry items

Conclusion

Almost all creditors
in Germany (96%)

pay a fee for direct
debit submission

These fees are only
book-entry items

and no explicit direct
debit based charges

On average the
amount of fees is 7
cents per
transaction

In Germany nearly
all creditors pay for
return debit

The average fee for
return debit is €7.40

2) Payment for return debit consists fees from the
creditor’'s bank and fees from the debtors bank
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A one-sided adjustment of the economic balance at the expense of the debtors leads to an I%‘
enormous restraint in acceptance

If DD becomes more expensive, over 70% of all interviewed customers will shift
to alternative payment schemes

Reaction of customers if payment per direct debit

Shifting to alternative payment schemes

becomes more expensive in the future

- debtors -
|full agreement Bagreement Epartly agreement
70% - Orather no agreement Ono agreement
39%
32%
23%
3% 2%
0% - , N
full agreement partly rather no no Cash Credit Transfer Cheque Bank Card Credit Card
agreement agreement agreement agreement

71% of the interviewees would surely shift to alternative payment methods, because of higher fees.
Only 5% of interviewed customers would not shift to alternative payment even though fees are rising

Question to customers (Germany, ltaly, France):
4. a) Should direct debit become more expensive | will shift to alternative payment schemes.
4. b) Payment schemes which | will shift to
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A one-sided adjustment of the economic balance at the expense of the debtors leads to an IE
enormous restraint in acceptance L=

Creditors are less sensitive if their prices for DDs are rising — only a quarter of the interviewed
creditors would surely shift to alternative payment methods like cash or credit transfer

Reaction of creditors if payment by direct debit

Shifting to alternative payment schemes

becomes more expensive in the future

- creditors -
|full agreement Bagreement mpartly agreement
70% - Orather no agreement Ono agreement
6% 5%
7% 9% 12% 10% 16%
0,
44% 15% 16%
21%
9%  |-----
0%
4304
23% 21%
7% 8% 8%
0
full agreement partly rather no no Cash Credit Cheque Bank Card ELV/OLV  Credit Card
agreement agreement agreement agreement Transfer

Only 24% of the interviewed creditors would surely shift to alternative payment methods, if direct debit
becomes more expensive for them. Cash and credit transfer are to be considered as alternative methods.

Question to creditors (Germany):
7 a) How do you evaluate the following statements: “Should payment via direct debit become more expensive in the future, we will shift to other payment schemes.”
7 b) “Alternative payment schemes to which our company will shift.”
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A one-sided adjustment of the economic balance at the expense of the debtors leads to an D':-
enormous restraint in acceptance

Customers are rather more price sensitive than creditors, a one-sided adjustment of prices
probably leads to a reduction in volume of DDs and makes SEPA DD less viable

| Impact of higher DD costs for customers | Overview of cashless payment forms in the EU

e The introduction of fees for a service which Number of transactions/ year per inhabitant in 2008
was previously provided for "free" will be

viewed negatively by customers who may shift
to alternative transactions which delay the 400
timing of their payments (e.g. credit transfers) 350 = DebitCard
300
* Debtors payment handling cost would rise due 250
to a higher number of card and credit transfer 2o | " Cheque
(substitute the automatic payment instrument
) 150 - B
DD through manual payment instruments) o | u DirectDebit
» Costs would also rise for creditor and debtor 50 - —I— =
banks —they could not realise economies of NI E EEEEEEENENERENNIN RIS,
scale in DD scheme because of low volumes, DE BE DK FI SE FR UK IE IT AT ES NL PT LU

thus prices for customers will rise .
Card Payment, cheques and credit transfers are already

alternative payment forms in the EU

Higher costs for customers lead to a possible reduction in usage of DDs and a shift to other
payment forms. The reduction in volume of DDs may make SEPA DD less viable

Source: ECB Blue Book
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In the long-term the abolition of multilateral fees does not lead to a fall in prices for the customer Q:

—
—
—
—
—

In principle bilateral charging makes direct debit schemes more expensive for banks and also for
customers because rising costs could be easily handed to the customers side

| Effects on abolishment of existing multilateral fees

» Large numbers of banks would seek bilateral
I q commercial arrangements for DD which lead to
ncrease high contracting costs

CQStS of » Especially for small banks it is a great effort to find
bilateral suitable bilateral partners for executing DDs

negotiations « Charging system becomes intransparent (wide
range of opaque arrangements and fees)

A possible  Without MBP debtor banks lose their current
increase in efficient cost recovery mechanism (debtor banks
debtor bank incur more cost in processing a DD than creditor
banks)

charges

_ » The amount of creditor bank charges could be
A possible reduced (creditor banks would no longer make
reduction in balancing payments to debtor banks)

g [IfeJle '@ - Reduction depends on the charging structure of

charges the banks (if they are transaction based,
creditors bank charges will be reduced)

| Impact on customers

» Banks will shift higher costs for DD to
creditors but also to debtors

» Customers have to pay more because of
the intransparent system and possible
further fees

» Small banks with little transaction volumes
can‘t compensate costs for DD like bigger

» Debtors would be charged directly by
debtor banks for DD — transactions (Before
in most EU countries debtors don‘t have to
pay a fee to the debtor‘s bank)

» Again costs would be handed to the
customers side
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In the long-term the abolition of multilateral fees does not lead to a fall in prices for the customer Q%

Bilateral charging is negative for the success of SEPA DD — reduction in using DD causes a lack
of economies of scale which leads to further rising prices for DD

| Effects on abolishment of existing multilateral fees | Impact to customers
« Customers may shift to other payment forms » Banks costs would rise, therefore creditors
because of higher charges and also customers would be stressed with
SCONIATCRERIM . The volumes of direct debit transfers would higher costs for DDs
using direct decrease
debit » Banks could not realise economies of scale in

DD — scheme becaues of low volumes

] » Banks in particular the debtor banks would .
_Possible probably introduce other fees to compensate lost for customers, but through the cross-
InflisetsiE i revenues from multi-balanced payments subsidization other products or services

other bank « In other product areas banks will cross-subsidize become more expensive
charges lost revenues

DD - transaction could be free-of-charge

» Without balancing-payment arangements banks * Lack of suitable partners for small banks
_ will force bilateral agreements with partner banks limits the reach of SEPA DD for customers
Negative » Small banks may fail to find suitable bilateral » The lack of competition in the market leads
effects on partners for executing DDs to higher prices for costumers using DD
competition « Only large banks and communities would have a

chance to close profitable bilateral agreements
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In the long-term the abolition of multilateral fees does not lead to a fall in prices for the customer !,:,

No consistent position between interviewed creditors if the allocation of DD charges should be
negotiable or bindingly regulated. Negotiable allocation would lead to rising fees for customers

Statements regarding the organisation of DD fees (direct debit / return debit)

- creditors -

Arising fees should be negotiable between The allocation of arising fees should be Conclusion
parties (banks, creditors and customers) bindingly regulated for all parties
(banks, creditors and customers) « No consistent

position between
interviewed
creditors if the
allocation of DD
fees should be
41% negotiable or
38% bindingly

29% regqlated for all
26% parties

17% 18% « If the allocation of

10% 9% DD fees would be
6% l . 6% negotiable
between the
0% - . B 0% - B

no no

parties, rising fees
for customers
would be probable

70% -+ 70% -

full agreement  partly rather no full agreement partly rather no
agreement agreement agreement agreement agreement agreementagreementagreement

Question to creditors (Germany):
5. Statements regarding the organisation of DD fees (direct debit / return debit)
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In the long-term the abolition of multilateral fees does not lead to a fall in prices for the customer !E

Creditors would prefer a negotiable amount of fees between the parties. Negotiable amounts
of fees would probably lead to rising fees for customers

Statements regarding the organisation of DD fees (direct debit / return debit)

- creditors -

The amount of arising fees should be The amount of arising fees should be arranged in Soralisian
negotiable between the parties the direct debit scheme for all parties (banks,
(banks, creditors and customers). creditors and customers). « More than 75% of

70% - 0% - the interviewed

creditors favour a
negotiable amount
of fees between
the parties

41%
’ - « Only 21% would
35% . prefer if the
27% amount of fees is

nnnnnnn A

n tha
alrailiycu i uic

16% DD scheme

13%
10% :
8% 6% 8% « Anegotiable
- - j amount of fees
‘ 0% - ; ; ; would probably
no

full  agreement partly rather no no full ~ agreement partly rather no lead to rising fees
agreement agreementagreement agreement agreement agreementagreementagreement for customers

0% -

Question to creditors (Germany):
5. Statements regarding the organisation of DD fees (direct debit / return debit)
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Multilateral pricing enhances the performance and simplifies the process

—
D

—
—
—
———
—
| e ] — |

Multilateral prices produce efficiencies and technical progress for SEPA DD — therefore it is

important to realise SEPA DD as a pan-European consistent scheme, also with multilateral prices

Characteristics of multilateral prices

Characteristics of bilateral prices

Multilateral prices produce a range of efficiencies,
including obtaining reachability of SEPA DD within the
EU, lower transaction costs, increased transparency
and facilitating new entries

Lower administrative efforts for creditor and debtor
banks, hence lower costs for administration

Multilateral prices avoid any potentially discriminatory
or exclusionary national/regional arrangements

Interchange fees could ensure, that the debitor is not
charged for the DD

Multilateral prices strengthen the position of smaller
participants (banks, merchants and customers) in the
whole SEPA area

Multilateral pricing enables debtors and creditors to
benefit from greater predictability and lower search
costs compared to bilateral prices

* Bilateral prices will increase transaction costs because

of the higher complexity of the scheme

Cost increase (e.g. because of higher administrative
effort) could offset any supposed advantages of no
MBP

Bilateral prices will reduce transparency and could
encourage the formation of exclusive arrangements
with advantages for some big players on the one hand
and disadvantages for smaller market actors on the
other hand

Source:

a advantages

Interviews with experts

disadvantages a
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Multilateral pricing enhances the performance and simplifies the process

Multilateral prices do not eliminate competition and can easily be monitored

| Impact of multilateral prices on competition

Multilateral prices for DDs will
not eliminate competition

» A multilateral pricing for DDs is
just one component of the overall
costs of services provided by
banks to their customers

» Banks will continue to compete
on wider “account packages” of
retail banking services, of which
DDs and multilateral prices form
only a small part

 Bilateral arrangements are also
possible

Fixing the multilateral pricing
» The multilateral pricing is based on
a rigorous cost analysis

» The multilateral pricing only sets a
default fee cap, the level of which is
subject to periodic review

Ability to monitor competition

» Regulators and competition
authorities can easily monitor
a SEPA DD multilateral
pricing

» Possibility to measure
relationships between prices
and input costs such as the
balancing payment

» Adjustments could be
monitored over a period of

time

« Multilateral prices do not eliminate the competition between retail banks inside the SEPA area

« High transparency will enable to ensure that anti-competitive effects will not emerge. Compared
to that, there are difficulties in attempting to monitor a multitude of bilateral agreements from
banks across the whole SEPA area

Source: Interviews with experts
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Multilateral pricing enhances the performance and simplifies the process

Multilateral prices should be realised in line with an EU wide efficient cost recovery mechanism —
multilateral balancing payment and rejection-based charging are basically applicable

SEPA Direct Debit Scheme — SEPA Direct Debit Scheme —

Multilateral Balancing Payment Rejection-based charging?

[2] Pre-natification

[2] Pre-natification

DEBTOR (1 CREDITOR

DEBTOR [1] Mandate CREDITOR

Fee per transaction |

(creditor bank charges |
creditor)
“Polluter-pays .
[3] Collection including principle* — ;:Z(rjltg Sriendkitor I [3]
[5] Debit [7] Credit mandate data 5] debtor bank 1arg [71
nt I account charges debtor with fees from
accou 9 debtor bank and
V (e.g. in case of with own fees I
= ; insufficient
ee per transaction funds) v
<€ 1
DEBTOR \'/ CREDITOR DEBTOR ( @ CREDITOR
BN Interbanking agreement B B “Polluter-pays principle* — debtor B
[6] [6] .. bank charges creditor bank
Interbanking Interbanking Lol . (6]
message message Interbanking agreement
[4] Interbanking message [4] Interbanking (4] [4]
CSM message CSM
Clearing and settlement mechanism Clearing and settlement mechanism
1) Differences to German DD scheme:
Some form of balancing payment currently exists for DD [2] No Pre-notification in German DD scheme
. . fth tri [3] In German DD-scheme collection without mandate data
transactions in most o € euro zone countries In the German scheme the debtor bank always charges the creditor bank
with fees for rejects (amount is fixed at €3). No “polluter-pays principle” inside
@ t ch Direction of fees inside the DD scheme the scheme. In case of e.g. insufficient funds the creditor has civil liability
way ot charges == Direction of fees outside the DD scheme claims against the debtor
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Multilateral pricing enhances the performance and simplifies the process D%

From the two fundamental applicable models for a cost recovery mechanism —three possible
options result

0 : : g L : Combination of MBP and
- + S :
Multilateral balancing payment Rejection-based charging rejection-based charging

» The fee is always applied per

Debtor and creditor banks collect fees * Scheme is a combination of a multi-

transaction and is always paid by the only for rejects and revocations balancing payment and a rejection-
creditor (payee) bank to the debtor based charging methodology
(payor) bank » “Polluter-pays principle” — the one
causing the rejection or revocation is * The combination is a wholesale cost
’ Procegs SRS T th? SlElniier Lo owing the charge recovery mechanism for direct debit
are paid from the creditor bank T
(balancing payment) » There are several reasons for
« Balancing fees are normally fixed by rejecting a transaction (insufficient * The MBP fee is always applied per
the banking communities funds, account closed, wrong account transaction and is always paid by the
. number or name don’t match, no creditor (payee) bank to the debtor
’ QIeanng S el e mandate, reversal or revocation) (payor) bank
infrastructures are not part of the
agreement and normally only have  For each rejection debtor bank has to « The rejection-based charge is paid for
the function of settling the fees decide who is the “polluter” rejects and revocations. Payor is the
« Mulilaterally agreed balancing fees causer of the rejection or revocation
function by default — bilateral
arrangements are also possible
Source: Interviews with experts
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Multilateral pricing enhances the performance and simplifies the process DE

The result of comparing the three possible options for a cost recovery mechanism with
multilateral prices makes clear — multilateral balancing payment is the most applicable option

o Multilateral balancing payment 9 Rejection-based charging

Pros:

MBP is an applicable wholesale cost
recovery mechanism

Customers/ debtor side won’t be
charged (most advantages on DD are

on the creditor side) (71% of the
interviewees do not pay a DD fee today)

Beneficiaries of the scheme pay for it

(96% of all creditors in Germany pay a fee
for direct debit submission)

MBP produces a range of efficiencies,
including lower transaction costs,
increased transparency and
facilitating new entries

Bilateral arrangements are also
possible because MBP functions by
default

MBP does not eliminate competition
on the market

cons:

Nol/little appeal to agree with bilateral
arrangements

Pros:

* A punitive charge for rejects may
provide parties with incentives to
improve their handling in terms of
efficiency, accuracy, etc.

e A cost recovery mechanism
compatible with the German scheme
may encourage early migration of the
German scheme

Ccons:

* The rejection charge will effectively
cross-subsidise the majority of the
beneficiaries of the scheme (who do
not pay for it)

» For each rejection the debtor bank
has to identify the “polluter’— this
leads to a decline in process
efficiency and rising costs for DD

» Parties causing rejections will pay an
excessive charge

» Typically rejects are caused by
debtors (due to insufficient funds).
Customers are not willing to pay a
higher fee — they are likely to switch to
alternative methods

o + Combination of MBP and

rejection-based charging

Pros:

» Beneficiaries of the scheme pay for it
(MBP per transaction)

» Especially when SEPA DD is new an
additional payment form with
exception charging for rejects and
revocations brings cost recovery
efficiences

cons:

» Costs for rejects would result in
debtors switching from DDs to
Aaltarnatinin lace affirinnt navimMmant
aitlciiiauve, IToO TIIVITIIL payl 1ITIIL
methods and could lead to a reduction
in volume of DDs and thus makes

SEPA DD less viable (71% of the
interviewed customers would surely shift
to alternative payment methods because
of higher fees).

* Operating with two charging systems
causes higher administrative effort/
costs for participants

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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Multilateral pricing enhances the performance and simplifies the process

Multilateral balancing payment (MBP) is the most efficient cost recovery mechanism as
participants that benefit more from the scheme compensate those who benefit less

| Options for multilateral priced cost recovery mechanism | Evaluation of the three options
» Fee always per transaction » Beneficiaries of the scheme pay for it
Multilateral « Balancing payment (creditor bank pays (MBP per transaction)
balancing debtor bank)  Fair allocation of charges between
payment « Balancing fees normally fixed by banking parties (no additional fees for rejects?)
(MBP) communities « No subsidisation of a small group of
« Customers/ debtor side won't be charged participants
» Punitive charges for rejects or » Majority who benefits from the scheme
Rejection- revocations does not pay for it
based » A small group of users subsidizes the » Small group subsidises the scheme
Charging whole costs of the scheme « Deemed to be a unfair system
System » Causes higher sum of charges than trans-

action based charging system (higher reject
rate because SEPA DD is a new scheme)

. » Balancing payment and additional » Benefits from both options 1 and 2
Combination L _ _ .
of MBP and rejection based charge - Exception charges will cross subsidise
rejection- — MBP fee always per transaction the costs for the scheme
based — Additional exception charges paid » Operating with two charging systems
charging by causer of the rejection or causes higher administrative effort/ costs
revocation for participants

© RESEARCH CENTER FOR FINANCIAL SERVICES 1) More social than rejection-based charging system because the majority of rejects are
E STEINBEIS-UNIVERSITY BERLIN 44 due to insufficient funds (about 75%) — which would lead to higher costs for customers




Mmultilateral pricing enhances the performance and simplifies the process
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Multilateral balancing payment is most suitable to ensure, that SEPA DD becomes a success

| Evaluation of feasibility per option with regard to ...

Multilateral
balancing
payment
(MBP)

Rejection-
based
Charging

Crvictam
DYyoLTill

Combination
of MBP and

rejection-
based
charging

very small small

Customers/ debtors
side won't be
charged

Probably these
options causes rising
fees for customers —
they are likely to
switch to alternative
payments

Probably the rejects
causes rising fees for
customers — they are
likely to switch to
alternative payments

medium high

MBP is the most
efficient cost
recovery
mechanism

For the scheme to
provide incentives for
efficiency the debtor
bank must be able to
charge the debtor

Operating with two
charging systems
causes higher
administrative effort/
costs for participants

very high

All three analysed
countries already
now have some
form of MBP

Similar to German

and Austrian scheme.

But both schemes do
not charge the
customer even due to
insufficient funds

Combination of two
charging systems is
not typical in most
EU countries

|Conc|usion

MBP is the most
suitable cost recovery
mechanism, to create
economic benefits for
all participants

MBP ensures that
debtors side won't be
charged in order to
make sure, that SEPA
DD becomes a
success story

All three analysed
countries (Germany,
Italy, France) already
now have some form
of MBP — a change to
MBP per transaction
can be carried out
easily

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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Detailed results

Importance of payment schemes for customers when paying for periodical services with different rates (i.e. telephone

B Germany " France

m |taly = Total
Cash Direct Debit
——
full agreement 26%
full agreement I 1 37%
32%
33%
agreement 42%
g | 1 19% agreement I | 41%
22% 37%
14%
| 25%
partly agreement I 1 24% partly agreement
19%
rather no rather no
agreement 18% agreement
14%
18%
no agreement I 1 220 no agreement

_ 16%

Question to customers (Germany, Italy, France):
1. Rate the importance the following payment schemes have for you when paying for periodical services with different rates (i.e. telephone bill)

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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Detailed results

Importance of payment schemes for customers when paying for periodical services with different rates (i.e. telephone

B Germany " France

B [taly = Total
Credit Transfer Cheque
22% )
full agreement 12%
[ ] 220 full agreement I 1 18%
25% 9%
42% 506
39% 2506
agreement I | 38% agreement | .
40% 17%
21%
0,
partly agreement 22% |
] 23% partly agreement
22%
rather no rather no
agreement agreement

58%

no agreement no agreement

Question to customers (Germany, Italy, France):
1. Rate the importance the following payment schemes have for you when paying for periodical services with different rates (i.e. telephone bill)
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Detailed results

Importance of payment schemes for customers when paying for periodical services with different rates (i.e. telephone

B Germany " France

B [taly = Total
Debit Card (PIN) Debit Card (Signature)
29% 0
full agreement 20%
| 1 30% full agreement I 1 19%
27% 20%
30% 26%
39% 32
agreement 0
| ] 30% agreement I | 20%
32% 26%
17% 20%
19% %
partly agreement 24%
] 21% partly agreement I 1 2206
18% 21%
14%
rather no rather no 15%
agreement agreement | | 19%
15%
18% 19%
0,
no agreement no agreement 9% | 20%

17%

|

Question to customers (Germany, Italy, France):
1. Rate the importance the following payment schemes have for you when paying for periodical services with different rates (i.e. telephone bill)
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Detailed results

Importance of payment schemes for customers when paying for periodical services with different rates (i.e. telephone

B Germany " France

B [taly = Total
Credit Card
16%
0,
full agreement 26%
[ | 24%
20%
17%
0,
agreement 35%
[ ] 23%
partly agreement
rather no
agreement
36%

no agreement

| | 21%

25%

Question to customers (Germany, Italy, France):
1. Rate the importance the following payment schemes have for you when paying for periodical services with different rates (i.e. telephone bill)
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Detailed results

Customers willingness to switch to alternative payment schemes, if payment per direct debit becomes

more expensive in the future

B Germany " France

m ltaly ® Total
0,
full agreement 25%
l ] 39%
39%
29%
0,
agreement 38%
' ] 32%
32%
21%
0,
partly agreement 32%
| ] 19%
23%
rather no
agreement

no agreement

Question to customers (Germany, Italy, France):
4. a) Should direct debit become more expensive | will shift to alternative payment schemes.
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Detailed results

Payment schemes to which customers will shift to

B Germany " France

B [taly = Total
Cash Credit Transfer
31% F 54%
34% 25%
full agreement full agreement I 1 24%
39%
33%
35% 39%
agreement I 1 19% agreement I 1 38%
25% 36%
19% 10%
16% 24%
partly agreement I 1 19% partly agreement 1 21%
19% 17%
11%
rather no 10% rather no
agreement | ] 19% agreement
13%
16%
5%
no agreement I | 26% no agreement
_ 16%

Question to customers (Germany, Italy, France):
4. b) Payment schemes which | will shift to
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Detailed results

Payment schemes to which customers will shift to

B Germany " France

B [taly = Total
Cheque Debit Card
0, 0,
full agreement 13% full agreement 32%
[ ] 35% | ] 36%
15% 31%
7% 27%
agreement 30% agreement 44%
g | | 36% g | | 36%
20% 34%
14%
0,
partly agreement 29% partly agreement
[ ] 18%

rather no
agreement

rather no
agreement

55%
no agreement no agreement
Question to customers (Germany, Italy, France):
4. b) Payment schemes which | will shift to
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Detailed results

Payment schemes to which customers will shift to

B Germany " France

B [taly = Total
Credit Card
full agreement
agreement 37%
g | | 21%
24%
16%
artly agreement 20%
partly ag | | 19%
rather no
agreement
32%
no agreement I 1 27%
— 24%
Question to customers (Germany, Italy, France):
4. b) Payment schemes which | will shift to
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Detailed results

Invoices / transactions per month Industrial sectors of interviewed creditors

Energy 2%

10-100 Water Supply / Waste Disposal _ 3%

Finance- and Assurance _ 16%
Commerce _ 40%
Information and Communication _ 16%
industry _ 6%
Services _ 9%
52%

100-500

500-1000

1000-5000

5000
Other 7%
70%
0% 70%
Question to creditors (Germany): Question to creditors (Germany):
8. How many invoices / transactions do you handle every month? 9. Which industrial sector is your company?
m © RESEARCH CENTER FOR FINANCIAL SERVICES
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Detailed results - Differences in possible charging models (MBP vs. no MBP)

SEPA DD-scheme charging models

Multilateral Balancing Payment

[2] Pre-natification

DEBTOR [1] Mandate CREDITOR
Fee per transaction I
(creditor bank charges
creditor)
[3] Collection including
[5] Debit [7] Credit mandate data
account account

I
v

Fee per transaction

U CREDITOR
Interbanking agreement BANK
[6] (6]
Interbanking Interbanking

message message

[4] Interbanking message [4] Interbanking

CSM message

Clearing and settlement mechanism

@ way of charges

Direction of fees inside the DD scheme
== Direction of fees outside the DD scheme

(5]

No MBP / Each side pays own costs

[2] Pre-notification

DEBTOR (1 CREDITOR

Fee per Fee per
transaction transaction

(3
(71

CREDITOR

BANK

(6]

(4]
CSM

Clearing and settlement mechanism
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STEINBEIS-UNIVERSITY BERLIN 56




uestionnaire

Q
Q

LS

estions to creditors (Germany)

+»SEPA — Lastschrift”

Fragen an Lastschrifteinreicher

1 Welche Bedeutung haben fir Ihr Untemehmen nachfolgende Zahlverfahren bei der Bezahlung
von wiederkehrenden Leistungen mit unterschiedlicher Hohe?

sehr hohe mittiers geringe keine
hohe
Bedeutung
Bargeld
Lastschrift

2. Wieviele Tage 3. Wieviele Tage betragt
Zahlungsziel gewdhren der durchschnittliche

Sie durehschnittiich Forderungsausstand
bei Warenzahlung auf bei Warenzahlung auf
Rechnung? e Tage Rechnung? @ Tege
4. Zahlen Sie bei lhrer Bank aktuell ein Entgelt fir die Lastschrifteinreichung?
{Hohe des aktuellen Entgeltes je eingereichter Lastschrift! Ricklastschrift)
Entgeltje Lastschrift Ja MNein Hahe des Entgeites I
Entgelt je Ricklastschrift! Ja Nein Hohe des Entgeites. furo
1A rk - Entgelt fir aus Gebihren der eigenen Bank und den Geblhren der Bank des Bezogenen

5. Aussagen zur Organisation des Entgeltes bei Lastschriften/ Ricklastschriften

stimme stimme stimme stmme stimme
wvoll zu zu teilweise eher nicht
zu nicht zu u

Anfallende Entgelte sollen zwischen den
Parteien (Banken, Einreichern und Endkunden)

Die Verteilung der anfallenden Entgelte soll im
Lastschriftsystem fiir alle Parteien (Banken,

und geregalt

sein
Die Hohe der anfallenden Entgelte soll
zwischen den Parteien (Banken, Einreichern
und Endkunden) verhandelbar sein

Die Hohe der anfallenden Entgelte soll fiir alle

Parteien (Banken, Einreicher und Endkunden} im
Lastschriftsystem geregelt ssin

[STEINBEIS HOCHSCHULE BERLIN
@ RESEARCH CENTER FOR FINANCIAL SERVICES

~SEPA — Lastschrift*

6 a) Wiebewerten Sie die folgende Aussage:
«Sollte die Bezahlung per Lastschrift fir unser Untemehmen kinftig etwas kosten/! teurer werden,
werden wir auf alternative Bezahlverfahren ausweichen®.

stmme  stmme  stimme  simme  stmme
wvoll zu 2 tedweise eher nicht
u nicht zu n

B8b) Alternative Bezahlverfahren, auf die unser
Unternehmen ausweichen wird sind:

ELViOLV
(Kanenbasierter Lastschri

Kraditharte
7. Wieviele Rechnungen/ Bezahlvorgange 8 Zu welcher Branche gehdrt ihr Untemehmen?
wickeln Sie monatlich ca. ab?
Energieversorgung
10 - 100 Wasserversorgung, Abfallentsargung. ste
100 500 Finanz- und Versicherungsdienstisistungen
Handel
500 - 1000
Information und Kommunikation
1000 — 5000 Verarbeitendes Gewerbe/Hersteliung von Waren
> 5000 Erbringung von sonstigen wirtschaftiichen Dienstieistungen

Sonstige Branche: ......

[STEINBEIS HOCHSCHULE BERLIN
& RESEARCH CENTER FOR FINANCIAL SERVICES
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Questionnaire
0
e

uestions to customers (Germany)

~ ~ — LI LS /

Steinbeis-Hochschule Berlin Steinbeis-Hochschule Berlin

Definition Lastschrift: 3. Weichen Aussagen zur Bezahiung per Lastschni®t simmen Sie zu?

Die Lastschim ist ein Bezahiverfahren Im bangeidiossn Zanungsverienr. FOr di2 Abaicklung einer fﬂm smme t:ﬁmt ﬂlﬁl;l_! ﬂl’ll;_'rtt
Lastschrift erellen Sle (Kunde) dem Zahkngsempfanges (z.B. Telefonanbleter) de Ermachiigung. = = mm it =
falkge Rechnungen (z.B. Telefonrechrung) von Ihrem Konto einzuziehen. Die Ermachiigung giit dabel Diie Bezahiung per Lactoohri® Ist fir mioh sahr sinfach und

bemem ] e e Ll L
bis auf Widermt.
Dée Bezahlung per Lacksohii®t smpfinde loh als ein sehr
Fntems Bazahlvsrianren

Fragen an Endkunden Wor dar iWarergabe mednsr Bankdaten (Epezssl Kominummen

it |oih osine Probiemsns
1. Weilche Bedeutung haben fOr Sie nachfolpende Zaniverfahren bel der Bezahlung von

wiederkshrenden Lelstngen mit unterschiedliicher Hohe (2 8. Telefonrachnung)? Dée Lactcotrifizahiung Ict fr mich preiclich gonchiger aic
: afermatves Eszahivertatren

= o it oEnge Einz
hohe: Bedeutng Bedeutung Sedeung  BedEinag IDie Bazahiung per Lastoohrift ist fr mich kocisntred

Bargeid aic. altremative Bezahivertshren, wirde loh che, 2ufigrund der
‘wieden Vorindle nutzen

acisoruitt FiEmete ¥omfort und sine hohers Slohernattbeloer
] | —— | p— S I —— - ILastrobrttzahiung bin ke Dered. KONy sn snicrsehenos
Dberweicung [Enigstl zu bezzhion

Sohesk 4 Solite mich die Sezahlung per Lastschrift kOnftig etwas kosten, werde ich auf altemalive
B e e e e e Bezahiverfahnen, ausweichen.

Fartsroatilung Earkkart rigahe) simme: simme stimme  simme  siimme
mit ® FIHE wol zu 7] iz izher nicht

7] nichi 21 1]

Freditkaris Bazahiverfahren auf die loh aucwedchen werde cind :

SN R P N S— I AN
Oberwaloung
2. Welche Bedeutung messen sle folgenden Produktverandenungsn bel Lastschiftizahiungen bel™ Loreok

T tohe itiane garngs
hore Beoeutung Begeuung Bedeuting Bemwtueg 0 mememmemmemem e L — L —
Bedetung
HiShene 3ioherhall beim Bezabien
(E=p. HanderGaidampiinger mUsE Sich
TUROMTg et fzenen]

Lingers Moglichked der Etomisrung von
Talcohen oder
{eriSngenung der Frist von € auf 8 Wochen))

MAglichieit dar Versinbanng sinec. konsreisn

:amnci biziben Abbuchumgadatum/ Wertsis lngen
urbaachist]

Europawefis Elncaizharkel
(ks Bexahiung Der LastEChitsnr im
mationaien Markt mglich)

Ertediung der Ermiichbigung fir «ire i nmaligs
Lactcohriit

(isiesr kming Lnarschaidng SMschan Snmaiger
undl wisdeTRehmender Lastsonn)

TEINEEIE HOCHECHULE BERLIM

ETEINEEIE HICHECHULE BERLIM
& RESEARCH CENTER FOR FINANCIAL SERVICEE 1 RESEARCH CENTER FOR FINANMCIAL EERVICEE -
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Questionnaire

Questions to customer:

Steinbeis-Hochschule Berlin

Definizione di addebito:

L'addebito & un metodo d pagamenta 52nza uso di contantl. Per efettuare un aogebito Lel
{chents) deve comunicare al beneficlano (per es. provider telefonleo) Mautorzazons a
riscuotene fatiure In scadenza (per . fatture telefoniche). L'autorzzazione resta vallda fine a

Tevoca.

1. Quanto sano IMponant per Lel | seguent! metod| d pagamento per sanvizl penodlc con Import

diTerent] {per e6. fafiura telefonica)?

il nessuns

2. Quantosono imponant perLel e seguantl modifiche per | pagament! con addedito?

esremamente modn medameTE dl nessuna

rwmmmmﬂ-mutm

maggiore clourszza nel pagamenio
(Ex. Il commaranahanstriaio des
igemificars! Ini futurn)

[T T pe T ——
O0ebit] sTatl o reon SUoIzEE

I prOiLngamEnD:

della scadenza da & a8 seftimans)

pogcibiit o oncorians una dats o coatenzy
oata ol aadebito sonamia

[aBuniments ron vengone cxsenaie i dais d
Acidebio' = date o vaLES)
Dﬂﬁlbllhﬂ mmlnnﬂzﬂm
fro ad oggl | pagamenio com addeblio &
possible solo nelfambilo ded memato
nazorae)

oomunicarione dellautorizzarions per ognl
addebibc

singoic
[fing 3d 000l non & SRS SMeren T Sngoic
Sciebi £ dddett periodiol]

STENEEIE HOCHECHULE BERLIN
& RESEARCH CENTER FOR FINANCIAL BERVICES

Steinbeis-Hochschule Berlin

3 Con quall aTemazionl relative al pagamentn con adgebita &l rova Facconsa?

mpare  plueson

daccomio
Fumlpmarmlnmmhﬂntmﬂwum

Par mas Il pagasments oon addshiin & un medodo di
Elour,

Hon ha neceun problemaituttl Gula cearezza nella
one del miel dat] bancari {in parfiocian ded

pumsrcdlsonbo nomenes) | - ——. ——

Par ma il pagaments oon addstito & pli vantagglocs del

medndl dl pagamesmin attsrmabiil

[Per me || pagamenio son addebio & grabuihc.

‘Sono dicpoetn anohe s paga un pezz Infutura i
oamibio dl pmwm.nmmm
pagament] pon | __ l __

n

* facmen faccore dsaccomo dsaccono

4. Conquall affermazionl relative a pagaments con addebita sl frova accorda?

completamamis Ppae ol In )
F50075 dacrodo dsacromn dsacconio

dfaoomio

phuttosts in

In

[ETENEEIE HOCHECHULE BERLIM
& RESEARCH CENTER FOR FINAMCIAL SEERVICEE
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Questionnaire

Questions t
b

o
O
n
—+
)
3
D
-
n
~
TI
-
j4b)
-]
D
Nt

Steinbeis-Hochschule Berlin Steinbeis-Hochschule Berlin

Définition de prélévement automatique - 3. Parmiies proposiions subEmes, IESI]JHIE?S APPIUUVEZ-VOLS CONCEMant -
L prélevement automatique est une forme o pASMENt par VITEMENt. POUT oparar 3 un & paiement par prajevament aromatques sapemue Janprouee rrapnm e
prelvemnant sutomatique, veulliez (clent) fransmatie au creancier (2 foumisseur o2 Eephonle enserean ©PPTUNE patisliemant pas tatement pac
par ex.) lautorsation de prélever sur woire compie les factures dues (facture de L paierent par présmment autoratiqus a5t Tas facke
telephone par ex.). L'autonsation aura cours |usqu'a son annulation. = pratigus pour _— JEPVEVEPENEVIRpRTRvE [ 'Sy N S S S N S R
o= T QU & Daisment [y prisdvement sUomatiqus
estn N —— i— I — A

Awnnt i fransmission des mes coordonnéss bancanes
ien partiouller le numémn de compis] e ne renconire pas.
deprotitmelpobitme desbowbé |

1. Quele MpoMance 3CCOMET-VOUS 3UX MONSS 08 palemants SUVants Iors du regement de frals L pafement par privemnt autoraiue &2t g o T T
réguilers 3 montant difMérents (faciure de teldphone parex) ? migine. ool COmmE Mode de: naglement et
‘s Pauns e Importance falie == et ol
rporance mecrance moyenne Imporance mporEnceE L“"_ﬂ Wp'f_ _"_"_]_“:__u_"_m:':____“T___________________________________
Méme sl le paiement par préléwement automatigue neste pour Mol
plus codieux comme mode de réglement afiemaif, je pourals
b I . Tusizar an raizon e 22 romEnY Santage:
Prour piue de mmnmemmsanru ez
s d I [ sy [ o ) v N — L BFES & Faverir 4 rbgler |3 SOmMmE COMESpOndants: FOUT N
virsmart e e o, = [ (v I SN () B A I

= ..
réglemnent par carts bansairs {oode FIN] 4. Slke palement par prékévement automatique devall engendrer des Trals 3 ravenir Je cholsirals i

mode de regliement altematf. J= d=
__________________________ | T (St B U B [ ; i .
régkemnent par Garts Gancaira {cgraturs) sriepmens | OO poptellement pos fliement s
oarts o8 onedn Mode de régisments gus e sholcirals ©

2. Quwels imporance affachez-vous aux changements sulvanis lors du palement par prédévemant el ] Fe=d B--d E-
awtomatique?
Iris hswds huge imporiance I b —— — — .

‘abis pas
Imporiance Importance moyenne mporance dimportance:

Une piuc langs pocclbilis Cannulsr de taux
0w Inoomeats [Froongabion du
délal de 54 B seraines)

[actusiiement ks dales de préisvement / dates de

vasLr sont ignoréss)

Lagplloatitts cane fongomoke oa rEwrcea
{jusqu' prisent ke régiement par prélévement

autnmatigue nest possibie quiau Mivea

nationai’

Deihvranos dune auiorication pour un
il i .

(UEqUA présent SUCUnE dfEn=ncE Sftre un
prglgement ewteptionns] ou reguier

STEINEEIE HOCHECHULE BERLIN
1 & RESEARCH CENTER FOR FINANCIAL EERVICEE =
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Glossary

= Direct debit is a cashless payment scheme. To handle a direct debit you (customer) give the creditor

Direct Debit (DD) (i.e. telephone company) the authorization to collect due bills from your bank account. The authorization lasts until
cancelled.
Multilateral = A payment made by the creditor bank to the debtor bank in relation to the costs incurred by the debtor bank in relation to a
balancing payment direct debit transaction. The level of a balancing payment shall comply with applicable competition rules. Multilateral
(MBP) balancing payment fees are normally fixed by banking communities. So MBP is a wholesale cost recovery mechanism.

_ = Receives the mandate from the debtor to initiate collections, which are instructions to receive funds from the debtor bank
Creditor by debiting the account of the debtor. On the basis of this mandate, the Creditor collects the direct debits.

= Gives the mandate to the creditor to initiate collections. The debtor’s bank account is debited in accordance with the
collections initiated by the creditor. By definition, the debtor is always the holder of the account to be debited.

Debtor

= The bank where the creditor's account is held and which has an agreement with the creditor about the rules and
Creditor bank conditions. On the basis of this agreement it receives and executes instructions from the creditor to initiate the
direct debit transaction by forwarding the collection to the debtor bank.

= The bank where the account to be debited is held and which has an agreement with the debtor about the rules and
Debtor bank conditions. On the basis of this agreement, it executes each collection of the direct debit originated by the creditor by
debiting the debtor’s account.

Due date = The due date of the collection is the day when the payment of the debtor is due to the creditor.

E © RESEARCH CENTER FOR FINANCIAL SERVICES
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Glossary

Clearing and

settlement = A Clearing and settlement mechanism (including a PE-ACH) as described in the PE-ACH/CSM Framework.
mechanism (CSM)

i = The definition of SEPA is part of the EPC Roadmap 2004-2010 approved by the EPC Plenary in December 2004. SEPA
Single Euro will be the area where citizens, companies and other economic actors will be able to make and receive payments in euros
Payments Area whether between or within national boundaries under the same basic conditions, rights and obligations regardless of their
(SEPA) location within Europe. SEPA is currently defined as consisting of all the EU member states plus Iceland, Norway,
Liechtenstein, Switzerland and Monaco.

Interbanking

agreement = Agreement between banks governing the direct debit scheme.

n
3.

Non pre-authorised ) ] ) ) o , ] ,
direct debit = Direct debit scheme without a mandate. It requires the authorization by the debtor prior to each direct debit.
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Methodology / Assumption

Objectives / Assumptions:

= The study “SEPA Direct Debit — a success story for the European Payment Market” is the first study by the research center
for financial services of the Steinbeis-University Berlin to identify potentials and factors of success for direct debit payment in
Europe (especially against the background of the implementation of SEPA DD)

= The main objective of the study is to identify critical factors of success by implementation of SEPA DD

= The prognoses and computations represented in the study are based on present market conditions and - circumstances.
When unforeseen events of the basic conditions and/or developments in the capital markets occur the prognoses must be
computed again

Advance:

= The study of the Steinbeis-University Berlin is based on a survey with 107 companies in Germany (creditors) and 2,461
customers (debtors) in Germany, Italy and France. In addition several interviews with experts were carried out

= The overall evaluation is not weighted according to the single countries” citizens respectively payment transactions

Copyrights:

= The contents of this study are protected by copyright laws. Their use is only permitted for private purposes. Any duplication,
demonstration, transmission, hiring and/or borrowing of the study or its individual contents is forbidden without the consent of
the rightful owner and will result in penalties or civil consequences. All rights are reserved.
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