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INTRODUCTION

A confluence of factors is pushing payments to real-time in the United States.
As a result, treasury professionals must begin to consider the internal impact
that this paradigm shift could have on their organizations, and the first steps
that they need to take if they choose to embrace it.

This Payments Guide, underwritten by MUFG, will focus on the impact
of real-time payments and settlement, while noting other forms of faster
payments when relevant. It will explore key issues that companies should
consider before implementing real-time, and then provide insight into the
initial steps to begin implementation.
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CHANGING TIMES

The digitalization of finance and business is well underway,
providing ever-faster delivery of products and services

to consumers and businesses. In June, Amazon began

0 ering one-day delivery on 10 million products to its Prime
customers, and it is growing the list of areas where same-day
delivery is available. Much of the retail world will seek to
catch up to the giant online retailer, expecting consumers to
demand that convenience.

Consumers can pay for products and services purchased via
the internet in many ways, including traditional methods, such
as credit cards and newer digital services, like PayPal. Many of
those methods, however, are simply exchanging one form of
debt for another. Debiting one’s checking account, generally
over Nacha’s ACH network, may be the most direct and least
costly way to pay for items online or via a mobile device, but
those payments can take days to settle, risking overdrafts and
related fees if consumers miscalculate the available funds in
their accounts.
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“About 50 countries have already implemented

a local real-time payments scheme, so there are
a lot of lessons to be learned out there.”

More problematic is the prevalent use of paper
checks in the U.S,, especially by businesses. The
AFP 2019 Electronic Payments Survey Report,
found that 97% of corporate financial professionals
continue to write checks to suppliers. And while
the percentage of corporate check payments has
dropped significantly to 42% today from 81% in
2004—unsurprising given checks’ higher transaction
costs, slower processing speed and susceptibility to
fraud—they still dominate B2B payments.

As such, corporate finance executives are
recognizing the benefits of faster, electronic
payments. According to AFP’s survey, 60% of
respondents believe their organizations would
benefit from faster and real-time payments.
Multinational corporations (MNCs) are likely to be
already familiar with those benefits.

“About 50 countries have already implemented
a local real-time payments scheme, so there are
a lot of lessons to be learned out there,” said

Erika Baumann, senior analyst with Aite Group’s
wholesale banking and payments practice.

She added that while the large number of U.S.
banks, as well as their reliance on market-driven
solutions, have slowed real-time-payment adoption,
consumers’ increasing expectation to transact
immediately will prevail.

Indeed, widespread adoption may happen sooner
than later. A confluence of several factors suggests
that the floodgates are opening to make faster and
real-time payments the norm and a competitive
necessity for many companies. Real-time payments
also means real-time processing and settlement of
individual transactions rather than batch processing.
Most companies’ technology, operations and
business functions were not designed for such
speed and consequently will require significant
changes. However, some faster payment solutions
are essentially increasing the frequency of batch
processing, requiring fewer changes.
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FéEAL—TIME BACKGROUN’

The UK began operating a real-time payment
system a decade ago using technology provided
by Vocalink, acquired by Mastercard in 2017,
whose technology supports real-time payment
systems elsewhere in Europe, the Middle East
and Asia. Following an RFP process, The Clearing
House (TCH) in the U.S. chose Vocalink’s updated
technology for its Real-Time Payment (RTP)
network, which it launched in fall 2017.
Bank-owned TCH operates multiple payment
systems, including CHIPS for high-value payments
and EPN, which handles roughly half of ACH
volume. Its advisory board began exploring how to
create a safer and faster payment system in 2014,
prompted by the global push. Initially the goal was
to speed up the overnight batch settlement system
predominant in the U.S., but the board concluded
that batching payments at specific times was
incongruous with truly real-time transactions,
which require real-time settlement.
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Around the same time, the Federal Reserve
established the Faster Payments Task Force (FPTF),
comprising a mix of representatives from the private
sector. In 2016, it began analyzing faster-payment
proposals from a wide variety or organizations, and
the report it issued in July 2017 provided insights
and recommended developing a faster payments
system by 2020. TCH took up the mantle, largely
because it had much of the infrastructure already in
place to launch RTP.

Other initiatives to speed up payments have
captured much more transaction volume than RTP
so far, giving consumers and businesses a taste for
faster if not quite real-time payments. Nacha’'s Same
Day ACH payments, also launched in 2017, reached
66.6 million transactions worth $67.1 billion by third
quarter 2019, respectively jumping 54% and 67.1%
compared to a year earlier. Similar double-digit
increases were reported by the Zelle network,
which enables disbursements between accounts at
Zelle member banks within a few minutes. It limits
payment to $2,000 a day for individual accounts
and $5,000 for business accounts.

The Zelle network actually uses NACHA's ACH
settlement infrastructure, so its transactions, which
use a catalogue of cell phone numbers and email
addresses to identify bank accounts to send money

to, are still processed and settled in batches. The
third major faster payments initiative beginning in
2017 was RTP.

TCH declined to provide transaction volume
numbers. Nevertheless, there are indications that
it is gaining traction. Eighteen banks representing
52% of U.S. demand-deposit accounts (DDAS)
have signed on to the RTP network, most in
the last year. To deliver real-time payments as
reliably as possible, the RTP network must include
virtually all U.S. lenders, and to do so, TCH has
been negotiating with intermediaries providing
back-o ce services to regional and community
institutions. Jack Henry, for example, just
announced connecting 15 of its banks, including
Dallas’ Pegasus Bank. Others are in the pipeline,
said James Colassano, senior vice president of
product development and strategy at TCH.

In addition, the Federal Reserve has recognized
the need for a secure faster payments system,
announcing in August their plans to launch the
FedNow real-time gross settlement (RTGS)
payment system by 2024. One of the main
objectives of FedNow is to provide real-time
payments to on a nationwide basis, including all
financial institutions.
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OTHER FACTORS

et P ROMPTING REAL-TIME

Another factor supporting real-time payments is their electronic
nature, making them less vulnerable to fraud. The AFP 2019 Payments
Fraud And Control Survey, revealed that the rate of payments fraud is
continuing to increase, with more than 80% of financial professionals
reporting that their organizations were targeted last year. The survey
noted that check fraud has steadily decreased since 2010, but
compromising and altering physical check credentials remains easier
than electronic payments.

It also helps that corporate finance executives have experienced
firsthand in their daily lives the complications that can arise from

“By Slmply settlement delays, prompting them to turn up the dial on their own
putting iﬂ the companies’ payment speed.

necessary

information,

including the  JKEY BENEFITS

consumer’s bank

mformation, the Companies always prefe.r gettlng paid faster, and immediate
) settlement reduces or eliminates the “day-two processes” they
IMONey Call arrive establish to correct complications stemming from longer settlement

il’l hlS or her bank periods. That is especially relevant for consumer—to-—business (C2B)
payments, where a company may process most of its payments
account Tlght without a hitch but the relatively few exceptions add significant costs.
d . In terms of business-to-consumer (B2C) payments, services including
Nnow, an Nnot SIX Zelle and same-day ACH have already given businesses and consumers
weeks later.” a taste of speed, and RTP only improves it. Promoters of RTP often
bring up the example of an insurance adjuster satisfying claims
immediately for a damaged home, rather than the customer, often
desperate for funds, waiting for a check to arrive in the mail. They also
note that workers in the so-called “gig economy,” whether drivers for
ride sharing companies such as Uber or Lyft or independent software
developers, are likely to gravitate toward employers who pay sooner.
Refunds are another popular B2C use case. Bob Sneed, executive vice
president at TransCard, which provides disbursement-management
platforms to corporate clients, is testing the ability for a pharmaceutical
company client to immediately provide rebates to consumers presenting
coupons at the point of sale.
“By simply putting in the necessary information, including the
consumer’s bank information, the money can arrive in his or her bank
account right now, and not six weeks later,” he said.
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DIFFERENT PRIORITIES FOR B2B

For B2B payments, speed may be less of an inducement, given that
companies often prefer paying vendors later rather than sooner. However,
retailers seeking a vendor shipment right away to restock shelves could
use RTP rather than a costly wire. Plus, RTP operates 24x7x365, enabling
payments outside of regular bank operating hours. And electronic
payments, transmitted through highly regulated and secure banks, should
dramatically reduce the fraud so prevalent with checks.

Perhaps RTP’s biggest benefit, however, is the rich and standardized
messaging that it provides along with the payment, which is superior
to checks, wires and ACH payments. In addition, members of the RTP
network are now testing a request-for-payment (RfP) function, which
enables billers to send alerts to customers that payments are due. Using
RfP, a company sends a request through the network to an organization
or individual for payment. The other party then has a choice of either
sending the payment via credit transfer or declining the request. Since
RfP messages contain all the relevant biller information, they ensure the
customer-approved payment will be recorded correctly by the biller.

RFP has the potential to streamline the billing process, due to how
quickly it works. According to Colassano, a utility can send a bill “to you
on the day it's due, and you can pay it, in real time, immediately, and get
an acknowledgment that your payments been received by that biller.”

That is “the most attractive and exciting component for billers like us,”
said Frank D’Amadeo, director of treasury operations at energy-company
Consolidated Edison, noting the “huge problem” arising especially from
customers’ electronic payments that provide insu cient addendum
details, requiring the company to intervene manually to determine what
the payment is for.

In fact, says Baumann, RTP messaging is rich enough so a vendor can
send an RfP of $100 to its corporate customer, receive $90 back, ask why
the payment is lower, and receive an explanation that 10% of the widgets
were broken, all within the payment workflow. Imagine the time saved.

AFP PAYMENTS GUIDE: Electronic and Real-Time Payments in Practice

7




Before those benefits arrive, organizations must
consider several issues potentially impacting
their organizations.

TECHNOLOGY CHALLENGES

Many of the issues largely stem from today’s
batch processing. In the case of ACH payments,
even same-day ones, companies send payment
information in files to their banks, and then
payments are processed and settled in batches
at regular intervals by the ACH system. RTP,
instead, aims to settle each payment individually
and right away. For most companies, this requires
major changes to their technology, operations
and even business structures. Banks, meanwhile,
are building solutions to bridge that disparity and
facilitate corporate customers’ ability to use the
most appropriate channels and payment types.

Carl Slabicki, head of strategic payment
solutions at BNY Mellon, noted that most
companies have built separate solutions for each
of their payment types, ranging from ACH to wire
to check and virtual cards. “So when we sit down
with them for RTP, they instantly think about
having to create a new payment type, file, format
and connection, and the hours, e ort and dollars
go up in their heads,” he said.

hem for RTP, they
instantly think about

\ “having to create a new
' payment type, file, format
- and connection, and the
% hours, effort and dollars
go up in theirheads.”

Consequently, BNY Mellon, the first bank to
sign on to the RTP network, has developed
comprehensive payment files that enable multiple
payment types. “Those clients don’t have to
change anything, and there’s no big project or
tech spend, providing them with easier access to
leveraging the new capabilities,” Slabicki said.

Ultimately, some companies will want to
execute those payments through their treasury
management systems (TMS). Initially, low value
real-time payments will likely be executed from
bank portals or bank-connected ERPs and TMS.
But some companies will want to manage all
payments through their TMS, including payments
initiated from their ERPs, to centralize payment
visibility and controls. In this case, the TMS will
take file formats from the ERP, transform those to
ISO 20022 XML formats required by each bank,
and deliver payments to financial institutions via
application programming interfaces (APIs). APIs
allow instant delivery of payment instructions and
immediate confirmation of payment.

Bob Stark, vice president of strategy for Kyriba,
said that its TMS has o ered RTP capabilities
since April and now connects to several banking
partners via APIs. He added that most banks have
focused on RTP disbursements so far, a handful
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are exploring real-time delivery of bank reporting
through their APIs, and real-time RfPs have
prompted the most interest from consumer-driven
industries, such as utilities and telecom.

“We do have customers using RTP, although
demand has been limited as corporate treasury
teams are just starting to get comfortable with the
use case for a real-time payments [compared to]
other forms of low-value payments,” Stark said.

Companies that have yet to implement a TMS may
in some respects come out ahead. Thomas Spataro,
treasurer at transfer-agency Computershare, said
his company is in the final stages of signing on
a new TMS provider. Unlike companies that have
already adopted a TMS a number of years back, he
anticipates the new versions will incorporate the
ISO 20022 standard that is designed to accept all
the new payment methods, including RTP, and the
connectivity will start to move to real-time as well.

“The TMS will help us manage money and also
have a pipeline for businesses to run payments
through to the banks,” Spataro said. “As payments
move faster, the TMS will need to move balance and
transaction information faster, as well to help us
manage our liquidity.”

Ideally, payment information will be collected by a
company’s ERP, migrate to the TMS and ultimately
on to the banks—all in real-time. Consolidated
Edison’'s D’Amadeo noted, however, that none of the
payment systems he is aware of support real-time
payments and settlement unless they have been
customized—a costly endeavor.

“l want to emphasize that until the bill payment
and bill processing systems natively support RTP, it
will be a challenge to support billing and receive a
payment through the network, because companies’
back-end systems can’t create or ingest real-time
payments,” D’Amadeo said. He added that in the
meantime, companies will have to rely on their banks
and potentially fintechs to convert payment data from
their legacy ERP systems to ISO 2022, to enable RTP.

OPERATIONAL CHANGES

Beyond technology, companies must consider
how real-time payment and settlement will
impact their overall operations. Pending are
major developments that could impact the types
of payments that companies receive and how
they make them. For example, TCH and Zelle’s
operator, Early Warning, are currently discussing
how they can leverage each other’s strengths. So
RTP may soon be able to use Zelle’s catalogue of
cell numbers and emails to make payments, rather
than its users having to input banking information,
and Zelle transactions will be settled in real time.
In addition, RTP transactions have a $25,000 limit
today, and TCH is currently exploring increasing
that limit to $100,000 by 2020. In contrast, limits for
UK’s faster payment system vary by bank, but peak
at £250,000.

A more immediate consideration is how a
company’s various functions must adjust. A
key issue to digest is the irrevocability of RTP
transactions, since upon immediate settlement
those funds are gone, without the ability to cancel
or contest payments. Controls already in place to
approve payments may have to be enhanced, said
Transcard’s Sneed.

“It's also important to monitor the user
experience,” Sneed said, adding that just like
implementing any new payment process, a feedback
loop must be put in place. “Anytime a company
introduces a new payment modality, it's important
to look at every stage of the process to make sure
all the parties have a good experience.”
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“Anytime a company introduces

a new payment modality, it’s
important to look at every stage of
the process to make sure all the
parties have a good experience.”

RfP’S IMPACT

The biggest impact operationally may come
from RfP. Colassano said that his discussions with
companies have revealed exceptions processing to
be an early area they’re considering for RTP, largely
because the cost savings can e ectively persuade
senior executives to approve and, most importantly,
fund the project. He added that he has yet to meet
a corporate treasurer who does not know what it

costs the company to deal with day-two exceptions.

“The ability to use RfP and the immediate
acknowledgement that the payment was received
and accepted by the counterparty—all of that
eliminates a boatload of back-o ce processes
for companies,” Colassano said. “Applying RTP to
those exceptions can create a measurable business
case and it gives an opportunity to see how RTP
operates without going through a massive overhaul
of the company’s infrastructure.”

Slabicki adds that manual errors inevitably result
in misdirected payments and multiple phone calls
to resolve the issue. With RTP, instead, the treasury
executive can find a payment originated a minute,
a day or a week ago, send a request-for return-of-
funds, and the automated message will directly
query the bank of the other account holder.

“It gives the other party, a business or consumer,
and its bank the ability to review the request
and approve it if they agree to return the funds,”
Slabicki said, “And it should speed up the resolution
significantly by taking a lot of the manual e ort out
of those exception processes.”

OPERATIONAL FLOWS

Spataro said that while RTP is bound to provide
benefits in terms of customer service, there are
some operational “flows” that will have to be worked
out and will take time. Companies are likely going
to want to extend RTP’s messaging capabilities to
their front-end customer interfaces, to provide RfPs
and other messages to facilitate transactions. That'’s
a technology issue, but until it is resolved, customer-
service reps will have to incorporate RTP availability
into their communications with customers.

For example, a customer may call a company such
as Computershare to say he or she didn't receive a
check or funds transfer payment. The goal, Spataro
said, will be to create a process where the customer
service team can facilitate and approve certain
payments in real time.

FRAUD CONCERNS

RTP payments, after all, are irrevocable, and so
funds lost to fraudsters are, well, lost. TCH and its
banks are currently building a network-wide, real-
time fraud prevention tool that will employ pattern
recognition and other real-time analytics to compare
current transactions to previous ones, ferret out
suspicious behavior, and develop a risk score. Slabicki
said the plan is to start applying the tool in 2020.
However, it won’'t guard against new phishing emails
and other forms of social engineering, and cyber
fraudsters tend to be one step ahead of corporate
employees juggling multiple responsibilities. So will
companies have to conduct business di erently to
mitigate that risk, and are there changes to operations
and/or policies and procedures that companies and
especially their finance executives can put in place to
thwart those schemes?
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PRACTICAL STEPS

Alongside considering faster payments’ impact, companies may want to start taking initial
implementation steps. They will vary from one company to another, depending on its
industry and current payment processes. Nevertheless, there are a number of steps—in no
specific order—that most companies will have in common:

——>
INIRINI
Sl —

TALK TO YOUR BANKER

An obvious early step is making sure a company’s
bank (or banks) is connected to the RTP network.
Since it may be some time before companies’
back-o ce systems can process payments in real-
time and they will rely on bank interfaces, it will be
important to understand what services are available
now and will be in the foreseeable future. Some
banks will be participating soon in a bill-pay pilot
that will enable mobile-network operators, utilities
and other providers of consumer services to send
RfP messages through the bank channel, enabling
customers to pay bills via their online
bank accounts.

BEGIN LIMITED TESTING

Getting the service set up with your banks will
start the ball rolling and the cost is minimal. Spataro
recommended initially testing one-o payments,
such as moving money between the company’s
bank accounts and monitoring for where flubs occur
downstream. “When we start doing RTP, we're just
doing the one-o transactions, because it is a lot
easier to see what's going to happen downstream
in our systems and processes, and we won't blow
things up with just a handful of transactions,” he
said. “As we increase our volumes with imports or
other interfaces, the e ects downstream will be
worked out.”
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EXPLORE THE SYSTEM

Mass processing of payments via RTP is still some
time away with the exception of a few early adopters,
but companies need to begin somewhere. It may be
worth exploring RTP to optimize certain payments
that are still relying on antiquated methods. For
example, large telecom companies send rebate
checks to customers who canceled their subscriptions
because they moved. Often those checks are never
cashed and must go through costly escheatment
processes that vary from state to state. Those
telecoms, however, typically hold customers’ cell
numbers or email addresses, so sending the payment
via Zelle—and via RTP should the platforms eventually
leverage each other’s strengths—wiill significantly
improve the payment hit ratio.

DETERMINE INTERNAL READINESS

Evaluating the readiness of a company’s multiple
lines of business and functional areas—sales,
operations, service—to implement RTP is critical,
according to Alberto Casas, managing director and
North American head of payments and receivables
at Citi Treasury and Trade Solutions, also an early
supporter of RTP. Each internal stakeholder, he added,
must be engaged and have a voice in the process to
optimize the program design, implementation and
desired results. “They need to understand how they
are going to make this available to suppliers from an
outbound payment perspective, and what is required
in terms of collecting payments from customers via
RfP,” Casas said.

MAP COUNTERPARTY READINESS

Companies must also start assessing how many
suppliers or customers they can reach with RTP.
Until the RTP network is ubiquitous, this step is
critical to understand RTP’s value proposition, since
many suppliers’ and customers’ banks, especially
regional and smaller ones, are not yet connected
and cannot receive RTP transactions. In addition,
companies must understand what is required to
functionally implement an RTP payment file process.

—— A

2 9% @
| @ J

REVIEW SYSTEMS AND ARCHITECTURE

A company must analyze its payment types to

determine whether sending payment files or using

a more real-time, API-based solution is appropriate

in the foreseeable future. Then it can decide which

payments options are more e cient and e ective

on both the send and receive sides, taking into

account factors like account transaction limits, costs

and settlement times.
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HE BIGGER BUSINESS PICTURE

Many of the issues address in this guide will be worked out over time,
but they should be considered early on as companies seek to map out
how they can incorporate faster payments, and particularly RTP and
its messaging capability, into their payment strategies. And depending

on a company'’s specific business, companies may want to consider
how faster payments impact the ways in which business is conducted.

For the first time in the U.S., immediate payments will be available
around the clock, potentially changing how businesses approach
customers. Likewise, RTP may o er competitive advantages to early
adopters—but there are new risks as well.
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