Why Private Servers Cannot Transfer Funds

The legal and technical distinction between private systems and regulated banking infrastructure



Executive Summary

The Fundamental Distinction

Only licensed financial institutions possess the legal
authority and technical infrastructure to execute
legitimate fund transfers within the global banking
system. Private servers, regardless of their
computational capabilities, may simulate
communication protocols but fundamentally cannot
create, transmit, or settle monetary value through

regulated channels.

This distinction is not merely technical—it represents
the foundation of monetary sovereignty and financial
system integrity. Every legitimate transfer of value
requires authorisation from regulated entities with
direct access to central bank settlement systems and

correspondent banking networks.

The Critical Role of Intermediaries

Intermediary and correspondent banks serve as the
essential connective tissue of the global financial
ecosystem, providing the bridges between disparate
banking jurisdictions and currency zones. These
institutions maintain the nostro and vostro accounts
that enable cross-border settlement, ensure regulatory
compliance, facilitate currency conversion, and provide

the legal framework for international fund transfers.

Without access to these regulated intermediaries, no
system—private or otherwise—can effect genuine

monetary transfers.



The Two-Tier Architecture of Payment

Transactions

Instruction Level

The messaging layer where payment instructions are
communicated between financial institutions using
standardised formats such as SWIFT MT messages or
ISO 20022 protocols. This level handles the

authorisation, routing information, and compliance

data necessary for payment processing.

e MTI103 customer credit transfers
e MT202 financial institution transfers
e |SO 20022 pacs.0O08 messages

e Authentication and non-repudiation

Funds Transfer Level

The actual accounting layer where debits and credits
are posted to correspondent accounts, nostro/vostro
ledgers, or central bank reserve accounts. This is
where monetary value genuinely changes hands
through legally recognised accounting entries in
regulated systems.

e Central bank RTGS settlement
e Correspondent account adjustments
e Nostro/vostro reconciliation

e Final irrevocable settlement

Private servers can never access the Funds Transfer Level. They lack the legal standing, technical connectivity, and

regulatory authorisation required to post entries to regulated financial ledgers or central bank systems.
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Banking Network Architecture and Message

Flow

The contemporary banking network operates as a sophisticated hierarchical system where payment instructions flow

through multiple layers of verification, routing, and settlement. Understanding this architecture is essential to

comprehending why private servers remain fundamentally incapable of participating in genuine fund transfers.
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Originator

The party initiating the payment instruction through their banking relationship

Sending Bank

Validates, debits customer account, transmits MT103/pacs.008

Intermediary Bank

Routes payment when direct relationship absent, performs compliance checks

Correspondent Bank

Maintains nostro/vostro accounts, facilitates currency conversion and settlement

Receiving Bank

Credits beneficiary account after settlement confirmation

Beneficiary

Final recipient of funds with legal claim to transferred value

Each stage in this process requires specific legal authorisations, technical certifications, and regulatory compliance

measures. The SWIFT network and its successor ISO 20022 protocols provide the standardised messaging framework,

whilst correspondent banking relationships provide the accounting infrastructure. Central bank settlement systems

provide the final, irrevocable transfer of value.



Intermediary and Correspondent Banks: The
Infrastructure of Global Finance
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Essential Functions

Intermediary and correspondent banks fulfil distinct but complementary roles within the international
payment ecosystem. Their functions extend far beyond simple message routing—they provide the legal,

regulatory, and operational framework that enables cross-border monetary transfers.

é‘)

Intermediary Banks

Route payments when the
originating and receiving
institutions lack a direct
correspondent relationship. They
serve as trusted intermediaries
within the banking network,
forwarding payment instructions
whilst maintaining compliance
with anti-money laundering
(AML) and know-your-customer
(KYC) requirements.
Intermediary banks may exist in
chain, with each link adding
routing information and

compliance verification.
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Correspondent Banks

Maintain reciprocal nostro and
vostro accounts that enable
settlement between different
jurisdictions and currency zones.
A nostro account represents
funds held by Bank A in Bank B's
books, whilst the vostro account
represents Bank B's view of the
same relationship. These
mirrored ledgers enable banks to
settle obligations without
requiring direct central bank

access in foreign jurisdictions.
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Critical Services Provided

e Currency conversion at
interbank rates

e Liquidity management and
intraday credit

e Regulatory compliance and

sanctions screening

e Trade finance and
documentary credits

e Settlement finality and legal
certainty

e Cross-border regulatory
reporting



The Complete Funds Transfer Process

A comprehensive cross-border payment involves a precisely orchestrated sequence of technical, legal, and

accounting operations. Each step requires authorisation from regulated entities with appropriate licences and system

access.

Step 1: Account Debit at Originating
Bank

The sending bank debits the payer's account
after verifying sufficient funds and regulatory
compliance. This creates a legal obligation to
complete the transfer and initiates the funds
transfer process. The bank assumes liability for

successful delivery.

Step 3: Interbank Message
Transmission

An authenticated MT103 (customer credit
transfer) or ISO 20022 pacs.008 message
transmits payment details, beneficiary
information, and regulatory data through the
SWIFT network. The message includes
cryptographic signatures ensuring non-

repudiation and authenticity.

Step 5: Settlement Through RTGS

Final settlement occurs through central bank
Real-Time Gross Settlement systems (TARGET2,
Fedwire, CHAPS) or designated clearing
arrangements. Central bank money provides the
ultimate settlement asset, ensuring finality and
eliminating counterparty risk.

Step 2: Correspondent Account Credit

The sending bank credits its nostro account (or
debits its vostro account) at the correspondent
or intermediary bank. This transfer represents
the first leg of the cross-border movement,
shifting value from the originating jurisdiction's

accounting system.

Step 4: Intermediary Processing

Each intermediary bank validates the message,
performs sanctions screening and AML checks,
applies its fees, and forwards the instruction to
the next node in the payment chain. Routing
decisions are made based on correspondent
relationships and regulatory requirements.

Step 6: Beneficiary Account Credit

The receiving bank credits the beneficiary's
account upon confirmation of settlement. The
customer gains immediate availability of funds,
and the legal transfer of value is complete.
Confirmation messages (MT910, camt.054)
notify all parties of successful completion.

This entire process operates within a framework of bilateral agreements, regulatory oversight, and legal certainty.

Private servers lack access to every single component of this infrastructure.
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2005.



Legal and Technical Preconditions for Fund
Transfer Authority

The ability to transfer monetary value is not a technical capability—it is a legal privilege granted exclusively to
institutions meeting stringent regulatory, operational, and capital requirements. These preconditions exist to protect
the integrity of the monetary system and ensure the finality of payment transactions.
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Banking Licence and Regulatory SWIFT Connectivity and BIC
Authorisation Identification

Only entities holding banking licences from Access to the SWIFT network requires membership
recognised financial regulators may accept deposits, approval, hardware security modules, and

extend credit, and effect payments on behalf of assignment of a unique Bank Identifier Code (BIC).
customers. Licensing requirements include minimum SWIFT membership is restricted to regulated

capital thresholds, governance standards, risk financial institutions that meet operational, security,
management frameworks, and ongoing supervisory and financial stability criteria. Private servers cannot
oversight. Private entities cannot obtain these obtain BIC codes or SWIFT connectivity.

licences without meeting comprehensive regulatory

requirements.
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Correspondent Banking Relationships Central Bank Reserve Accounts

Bilateral agreements between financial institutions Settlement finality depends on central bank money
establish the legal and operational framework for —reserve account balances held at the monetary
cross-border settlement. These relationships require authority. Only licensed deposit-taking institutions
extensive due diligence, ongoing monitoring, and and designated payment system participants may
reciprocal account maintenance. Correspondent hold such accounts. Central banks impose strict
banks assume liability for their partners’' compliance eligibility criteria and ongoing supervision on

and operational integrity. account holders.

RTGS and Payment System Access Legal Authority to Debit and Credit
Participation in Real-Time Gross Settlement systems Accounts

(TARGET2, Fedwire, CHAPS) requires regulatory Banks operate under legal frameworks that grant
approval, technical certification, operational testing, them specific authority to adjust customer account
and financial guarantees. System rules impose legal balances. This authority derives from contractual
obligations on participants and provide the relationships, banking regulations, and payments law.
framework for irrevocable settlement. Private entities lack this legal standing and cannot

effect legally binding changes to regulated account
balances.



Why Private Servers Categorically Cannot
Transfer Funds

The inability of private servers to execute genuine fund transfers stems from multiple reinforcing legal, technical, and
operational barriers. These are not temporary limitations that might be overcome through technological advancement
—they represent fundamental design principles of the regulated financial system.

No SWIFT Connectivity

Private servers lack authorised connections to the

SWIFT network and possess no Bank Identifier Codes.

Without BIC credentials and certified hardware
security modules, they cannot send or receive
authenticated payment messages recognised by the
banking system. SWIFT membership is exclusively
reserved for regulated financial institutions.

No Nostro/Vostro Accounts

The nostro and vostro account infrastructure exists
exclusively between regulated financial institutions.
These reciprocal ledgers enable settlement and
provide legal certainty regarding ownership and
obligations. Private servers have no mechanism to
open or maintain such accounts, as they require
banking licences and regulatory oversight.

No Legal Authority to Adjust Accounts

The power to debit and credit customer accounts
derives from specific legal authorisations granted to
licensed banks. Private entities lack this authority
and cannot effect legally binding changes to
regulated financial ledgers. Any attempt to do so
would constitute fraud or unauthorised access to

financial systems.

No Correspondent Relationships

Correspondent banking relationships are established
through extensive legal agreements, operational
procedures, and ongoing due diligence. Private
entities cannot establish such relationships because
correspondent banks assume liability for their
partners’ actions. No regulated bank would accept
this risk from an unregulated entity.

No RTGS System Access

Real-Time Gross Settlement systems are operated by
central banks and restricted to approved
participants. Access requires regulatory
authorisation, technical certification, collateral
posting, and assumption of legal obligations under
payment system rules. Private entities cannot meet
these requirements and are categorically excluded

from participation.

No Regulatory Supervision

Payment finality depends on regulatory oversight
ensuring that institutions honour their obligations
and maintain adequate capital and liquidity. Private
servers operate outside regulatory frameworks and
provide no legal recourse for participants. Without
supervision, there is no basis for trust or

enforceability of payment obligations.



Authenticated Server-to-Server
Communication in Banking

The Framework of Trust

Server-to-server communication within the banking network
operates on principles of cryptographic authentication, legal
enforceability, and institutional trust. Each message exchanged
between financial institutions carries digital signatures that provide
non-repudiation, integrity verification, and authentication of the
sending institution.

The SWIFT network employs hardware security modules (HSMs) and
public key infrastructure (PKI) to ensure that every MT or ISO 20022

message can be verified as originating from an authorised

institution. These technical controls are supplemented by legal
agreements that make each authenticated message a binding

instruction with legal force.
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Message Creation and Signing

The sending bank's payment processing system
generates an MT103 or pacs.008 message containing
payment details, beneficiary information, and regulatory
data. This message is cryptographically signed using the

bank’s private key stored in a certified HSM.
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SWIFT Network Transmission

The signed message is transmitted through SWIFT's
secure network infrastructure, which provides
confidentiality, integrity protection, and non-repudiation.
SWIFT validates the sender's credentials and routes the
message according to BIC addresses and correspondent
relationships.
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Receiving Bank Verification

The receiving institution verifies the digital signature
against the sending bank’s public key certificate, ensuring
message authenticity and integrity. Sanctions screening,
AML checks, and format validation are performed before
the message enters the settlement process.

Legal Enforceability

Authenticated payment messages constitute legally
binding instructions under bilateral agreements and
payment system rules. The receiving bank is obligated to
execute the instruction, and the sending bank assumes
liability for the payment order. This legal framework is

entirely absent from private server communications.

[J Private servers lack the cryptographic credentials, institutional trust anchors, and legal frameworks that

underpin authenticated banking communications. Even if a private system could replicate the technical

message formats, it could not provide the legal certainty and regulatory oversight essential to payment

finality.



Settlement Systems: RTGS and Real-Time

Payments

The finality of payment transactions ultimately depends on settlement through central bank money or designated

clearing arrangements. Two primary settlement architectures dominate the contemporary payments landscape, each

serving distinct purposes but sharing a common characteristic: exclusion of private, unregulated entities.

TARGET2 (Europe)

Fedwire (United States)

CHAPS (United Kingdom)

BOJ-NET (Japan)
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Real-Time Gross Settlement (RTGS)

RTGS systems provide instantaneous, irrevocable
settlement of large-value payments using central
bank reserves. Each transaction is settled
individually on a gross basis, with immediate and
final transfer of central bank money. Systems such
as TARGET2, Fedwire, and CHAPS process trillions in
value daily, supporting wholesale financial markets,
interbank lending, and high-value customer
payments.

Key characteristics:

e Settlement in central bank money

e Immediate finality and irrevocability
e Elimination of settlement risk

e Restricted to licensed participants

e Intraday liquidity management mechanisms
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Real-Time Payment (RTP) Systems

RTP systems enable instant retail payments with
immediate availability for beneficiaries. Unlike RTGS,
these systems may employ net settlement
mechanisms or designated clearing arrangements,
but still require access to regulated clearing
infrastructure. Examples include The Clearing
House's RTP network, UK Faster Payments, and SEPA
Instant Credit Transfer.

Key characteristics:

e Retail payment focus with lower value thresholds
e Immediate funds availability for customers

e 24/7/365 operation

e Integration with overlay services

e Participation restricted to regulated entities

Both RTGS and RTP systems share a fundamental principle: settlement occurs only amongst regulated participants

with legal authority to hold and transfer monetary value. Private servers have no mechanism to access either

settlement infrastructure and therefore cannot achieve payment finality.



Systemic Integration: The Network Effect of

Regulated Finance

The international financial system operates as a complex network where individual institutions serve as nodes

connected through correspondent relationships, SWIFT messaging, and central bank settlement systems. This

architecture creates powerful network effects: the value of participation increases exponentially with the number of

connected institutions.

Banks function as essential nodes within this globally regulated infrastructure, providing the interface between

individual customers and the wholesale financial system. Their role extends far beyond simple intermediation—they

ensure regulatory compliance, provide liquidity, manage foreign exchange risk, and guarantee settlement finality

through their capital reserves and central bank relationships.
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Liquidity Pooling and Management

The banking network aggregates liquidity across
jurisdictions and currencies, enabling efficient capital

allocation and reducing settlement costs. Correspondent

banks maintain strategic nostro account positions to

facilitate same-day settlement without requiring

continuous funds transfers. This liquidity infrastructure is

entirely closed to private entities.
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Regulatory Compliance Infrastructure

Each node in the banking network performs sanctions
screening, anti-money laundering checks, and know-
your-customer verification. This distributed compliance
architecture protects the system's integrity whilst
enabling legitimate cross-border commerce. Private
entities lack the legal authority and regulatory oversight
to provide equivalent assurances.
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Cross-Border Currency Bridges

Correspondent relationships create bridges between
currency zones, enabling seamless conversion and
settlement across borders. Banks with extensive
correspondent networks provide access to currencies
and markets that would otherwise require multiple
intermediaries. Private systems cannot replicate this
infrastructure without banking licences in each

jurisdiction.

5[8

Legal Certainty and Finality

The banking network operates under a comprehensive
legal framework encompassing bilateral agreements,
payment system rules, and international conventions.
This framework provides certainty regarding ownership,
settlement finality, and recourse mechanisms. Private
communications, regardless of their technical
sophistication, exist outside this legal architecture.

() Private networks may transmit information with technical efficiency, but they remain fundamentally non-

monetary. Without integration into the regulated banking infrastructure, they cannot effect genuine transfers

of value or provide the legal certainty essential to commercial activity.



Conclusion: The Indispensable Role of
Regulated Infrastructure

Fundamental Principles

The analysis presented demonstrates conclusively that
private servers cannot transfer monetary value because
they lack the legal authorisations, technical

infrastructure, and regulatory oversight that define

legitimate financial institutions. This limitation is not
accidental—it represents a deliberate design principle
protecting the integrity and stability of the monetary
system.

Only banks and authorised payment institutions,
operating within the regulated financial infrastructure,
possess the capability to effect genuine fund transfers.
This capability derives not from technical sophistication
but from legal privilege: the authority to hold customer

deposits, access central bank settlement systems, and
effect legally binding changes to financial ledgers.

Settlement Finality Correspondent Banking Legal Framework Ensures
Requires Central Bank Provides Global Reach Enforceability

Money Cross-border payments depend Payment instructions must be
The ultimate settlement asset in on correspondent banking legally binding and enforceable
any payment system is central relationships that create bridges to constitute genuine transfers of
bank reserves or designated between jurisdictions and value. This enforceability derives
clearing arrangements currency zones. These from bilateral agreements,
supervised by monetary relationships are established payment system rules, banking
authorities. Private entities exclusively between regulated regulations, and international
cannot access central bank institutions and cannot be conventions. Private server
money and therefore cannot replicated by private systems. communications exist outside
provide settlement finality. Their The nostro/vostro account this legal framework and carry no
communications remain infrastructure provides the binding obligation or legal
informational only, with no legal accounting mechanism for recourse.

or economic effect on actual international settlement.

account balances.

The distinction between private systems and regulated banking infrastructure is absolute and immutable. Whilst
private networks may transmit data, process information, and simulate payment protocols, they remain categorically
incapable of transferring monetary value. This capability is reserved exclusively for licensed financial institutions
operating within the legal, technical, and operational framework of the regulated banking system.



Technical Architecture: Message Types and
Settlement Flows

The contemporary payment infrastructure employs standardised message formats that encode payment instructions,
regulatory information, and settlement details. Understanding these technical specifications illuminates why private
systems cannot participate in genuine fund transfers—they lack the credentials to generate authenticated messages
recognised by regulated institutions.

SWIFT MT Format ISO 20022 Equivalent Function Settlement Level

MT103 pacs.008 Customer credit transfer Retail/Corporate

MT202 pacs.009 Financial institution Interbank wholesale
transfer

MT910 camt.054 Confirmation of credit Notification

MT940 camt.053 Customer statement Reconciliation

MT950 camt.053 Statement message Account reporting

MT199 camt.029 Free format message Exception handling

The migration from SWIFT MT messages to ISO 20022 XML formats represents a generational shift in payment
messaging, providing richer data structures, enhanced regulatory reporting, and improved interoperability. However,
both standards share the fundamental requirement: messages must be authenticated by regulated institutions with
recognised BIC credentials.

Message Generation 1

Payment system creates authenticated

instruction with digital signature

2 SWIFT Routing

Secure network transmits message to

correspondent or receiving bank

Validation & Screening 3

Receiving bank verifies signature, performs

AML/sanctions checks
4 Settlement Execution

Funds transferred via RTGS or correspondent

account adjustment
Confirmation 5

MT910/camt.054 confirms completion to

originating institution



Regulatory Framework and Supervisory
Oversight

The ability to transfer funds exists within a comprehensive regulatory architecture designed to ensure financial
stability, consumer protection, and systemic integrity. This framework imposes stringent requirements on institutions
authorised to hold deposits and effect payments, creating multiple barriers to entry that private entities cannot

overcome.

Capital and Liquidity Requirements

Banking regulations impose minimum capital ratios
(CET], Tier 1, Total Capital under Basel lll) and
liquidity coverage requirements (LCR, NSFR) to
ensure institutions can absorb losses and meet
payment obligations even during financial stress.
Private entities lack these capital buffers and
regulatory oversight, creating unacceptable

counterparty risk for legitimate financial institutions.

Resolution and Deposit Insurance
Frameworks

Banking jurisdictions maintain resolution regimes
and deposit insurance schemes to protect
customers and maintain financial stability when
institutions fail. These mechanisms provide
credibility to the payment system and ensure that
customer deposits remain accessible even in
institutional distress. Private entities offer no
equivalent protections or legal recourse.

Prudential Supervision and Examination

Regulated banks undergo continuous supervisory
oversight, including on-site examinations, stress
testing, and review of risk management practices.
Supervisors assess capital adequacy, governance
quality, operational resilience, and compliance with
legal requirements. This oversight provides
assurance to correspondent banks and payment
system participants regarding counterparty

reliability.

Anti-Money Laundering and Sanctions
Compliance

Financial institutions must implement
comprehensive AML/CFT programmes, conduct
customer due diligence, monitor transactions for
suspicious activity, and screen payments against
sanctions lists. Regulatory violations carry severe
penalties including criminal prosecution, substantial
fines, and loss of banking licence. Private systems
lack the legal obligation and oversight mechanisms

to provide equivalent assurances.

This regulatory architecture creates a trusted environment where financial institutions can transact with confidence,
knowing their counterparties meet minimum standards of financial strength, operational capability, and legal
compliance. Private servers exist entirely outside this framework and therefore cannot participate in the regulated
payment system regardless of their technical capabilities.
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Authoritative Sources

This analysis draws upon official documentation from
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payment system operators. The technical specifications

and operational procedures described reflect

established standards governing global financial

infrastructure.
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TARGET2 User Detailed Functional Specifications
Fedwire Funds Service Operating Circular
CHAPS Reference Manual and Scheme Rules

The Clearing House RTP Operating Rules

EBA Clearing EURO1 and STEP2 rulebooks

This presentation provides a comprehensive technical and legal analysis demonstrating why only regulated financial

institutions within the established banking infrastructure possess the capability to transfer monetary value. Private

servers, regardless of technical sophistication, remain categorically excluded from this system by design.



