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Around the globe, payment systems are rapidly evolving — driven by new technology and
demands for instant settlement and 24/7/365 operations. To maintain competitiveness, com-
panies are evaluating their current payment processing infrastructures. Corporate Treasurers
are looking at how real-time payments can be integrated into their working capital manage-
ment strategy and optimize the way they transact business with clients and suppliers.

MUFG Union Bank, N.A. is pleased to sponsor our seventeenth AFP Payments Guide titled
Making a Business Case for Real-Time Payments. This guide provides actionable information
for treasury professionals to conduct the analysis for real-time payments and create the
environment to adopt this payment management process over time.

With real-time payments, companies can improve cash flow, manage working capital, and
enhance procedures to meet business goals in this fast-changing global and e-commerce
marketplace. For organizations to realize the benefits of real-time payments, treasury teams
can work with their technology partners to create the strategic business case for the neces-
sary system upgrades and process refinements.

In this guide, CFOs and Corporate Treasurers will find relevant research, use cases, and best

practices for implementing and managing electronic disbursement and receipt of payments

compared with traditional methods. To facilitate the conversation on real-time payments, we
plan to share this guide with our corporate, commercial, and institutional clients.

MUFG has been a long-standing supporter of AFP in providing continuing education, tools,
and resources for treasury professionals to help them advance their business objectives. We
are also proud to sponsor the AFP Pinnacle Awards to recognize innovation that promotes
excellence in treasury and finance.

Best regards,

ALRan R

Ranjana B. Clark
Head of Global Transaction Banking
MUFG

©2022 Mitsubishi UFJ Financial Group, Inc. All rights reserved. The MUFG logo and name is a service mark of
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INTRODUCTION

It is much easier and faster to make payments than ever before. ACH payments can
be processed same day, even checks can be cleared automatically. But real-time
payments offer a step change for users. In contrast to other, “faster” payments,
real-time payments offer irrevocable settlement in almost real time, and at any time.

Since their launch, it has been largely consumers that have adopted real-time
payments, whether as a tool to pay their family or friends in place of cash or checks,
or as a means to pay for goods or services directly from their phone or internet
banking platform. While some companies use real-time payments for specific
purposes, most continue to rely on established payment channels for the

majority of their payments.

Despite the relatively slow uptake by companies, there is great

potential for real-time payments to solve a wide range of real-world

use cases. AFP research (in the Payment Costs Benchmarking Survey)

shows that more and more companies are moving from paper to

electronic payments. Real-time payments are in that mix as well.

So, what does this real-time reality mean, and why should corporate

treasury and finance practitioners care? For companies to be able to take

full advantage of real-time payments, they are likely going to require some

internal systems’ upgrades. For example, changed disbursements procedures will
give rise to different operational risks to manage, and internal systems will need to
be able to capture and process payment data in real time. So, while companies may
not switch to real-time payments tomorrow, practitioners need to start planning to
switch now, not least of all because they may need to schedule IT support for the
systems’ changes.

This guide explores the immediate “must-know” information for practitioners to
make the business case for real-time payments and set businesses up as adopters.
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UNDERSTANDING REAL-TIME PAYMENTS

Real-time payments represent a major step change
in the evolution of payments and have been
available in various jurisdictions around the world
for a few years. FIS’ Flavors of Fast survey found
that in 2020, “56 countries had a live RTP rail, up
from just 14 countries” six years prior. For the U.S,,
this includes the Clearing House’s RTP system and
Zelle, which both launched in 2017; the FedNow
service is due to launch in 2023. Although the terms
“real-time payments” and “faster payments” are used
interchangeably, particularly in the U.K., where the
real-time payments system is the Faster Payments
Service, real-time payments should be viewed as a
distinct service based on three key features:

1. Instant, or near real-time, transfer of value: A real-
time payment, once initiated, should be received
by the beneficiary within a few seconds.

2. Irrevocability: Once payment has been sent, it
cannot be stopped, amended or recalled. This
gives the beneficiary security of funds. The payer
must accept the additional operational risk as a
result.

3. 24/7/365 operation: Unlike other systems,
including faster ACH payments, real-time payment
systems are available at night, on weekends and
during public holidays.

These features make real-time payments different
from other services falling under the “faster
payments” umbrella, and have important implications
for corporate treasurers — both as the payer and the
beneficiary of a real-time payment.

IMPLICATIONS FOR CORPORATE
TREASURERS

The introduction of real-time payments is part of a
wider process to modernize the payments landscape.
Regulators around the world have been promoting
the adoption of real-time payments as part of a
series of measures designed to build resilience in the
global and national financial systems. However, as
with any change, the adoption of real-time payments
alters the exposure to risk for all participants. For
banks, the irrevocability of real-time payments

will all but eliminate payment settlement risk. But
this benefit comes at a cost; banks have already
invested significantly to be able to process real-time
payments.

While the opportunity to make real-time payments
in the U.S. is relatively new, real-time payment
systems have been operational in other countries for
a number of years. Evidence from those countries
indicates there has not yet been a significant
migration away from more traditional payment
methods, e.g., wires, cards and ACH payments. So
far, corporate use of real-time payments is limited to
some specific use cases.

If or when companies start to shift to real-time
payments, whether through choice or because
current methods are no longer supported, there will
be significant implications for corporate treasurers.
In particular, two key features of real-time payments
— their irrevocability and instant processing — will
alter the risk profile of payments management
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within corporate treasury. It is therefore critical that
treasury professionals understand the implications
of real-time payments, particularly with respect to
liguidity and operational risk management, as they
review their payment strategies.

Because of the importance of payments, any
changes in use will affect a range of core treasury
activities, including those discussed next.

Cash visibility

Much of the value associated with processing real-time

payments depends on treasury, and the wider business,

having real-time visibility over cash flows and positions.
Specifically, while it is possible to make real-time
payments, the bigger question for many treasury
practitioners is whether they can access information in
real time regarding the balances and transactions on
their accounts, particularly incoming payments.

Real-time visibility will be important if an activity is
contingent on specific payments being received or
funds in an account reaching a certain amount. For
example, treasury may want to wait until certain
funds have been received before releasing a
particular payment. This is important for
organizations where banks charge for

intra-day credit or where intra-day

overdrafts are not permitted.

The wider business may also need to
track specific payments, especially if
they relate to individual shipments that
will only be released on receipt of funds.
Real-time payments offer the potential to
accelerate the logistics process; however, it relies
on treasury having an efficient method of capturing
information on real-time payments and sharing it
with the appropriate department.

pe

Not having this access does not mean real-time
payments will have no impact, but the implications
will be narrower. In effect, while a company may
receive payments faster, or have the facility to make
them more quickly, taking action may be sub-optimal
because some of the features will still be dependent
on forecasts, rather than on actual data.

Liquidity management

Companies may have to review their internal liquidity
management processes to recognize payments can
be received in real time. For example, treasurers may

need to be able to monitor intra-day credit limits
more closely and consider how to manage incoming
liquidity over weekends and holiday periods.

There are a number of potential liquidity
management benefits. For example, real-time
payments are cheaper than wires when moving
funds between bank accounts held at different banks
for liquidity management purposes; however, the
payment has to be below the real-time payment
threshold, which is currently $1 million in the U.S.

Not having to meet a payment system cut-off time
means payments can be made closer to the end of
the working day, although they will need to be made
to meet the bank ledger cut-off time. Consequently,
companies will likely be able to keep lower precautionary
balances as they will have more timely access to bank
account information, in addition to the ability to make
emergency payments to meet a shortfall.

While many companies currently operate regular
payment cycles, a shift to individual real-time
payments offers an opportunity to review this
practice. Doing so may have liquidity management
implications. For example, if a company does
decide to move away from a weekly
batch payment cycle, treasury may

lower peak funding requirements.

need to adjust the way it funds
‘ disbursements, which could include

Note too that any move away from
» regular payment cycles could also have
a wider working capital effect, even if a
payment is made within agreed payment
terms. For example, with a weekly payment
cycle, a company may ensure a payment is disbursed
in the last cycle to remain within terms, but a real-
time payment could be disbursed on the last day and
still remain within terms, leading to an improved DPO.
However, the company’s customers may respond
in the same way, leading to a worsened DSO. While
the net effect may be minimal, it might be critical for
some companies with tight covenants.

Cash forecasting

Adjustments to real-time payments both internally
and across companies’ customer bases will be
reflected in the cash forecasts. On the disbursement
side, any internal changes to processes will need

to be amended in the forecast. There may be

more uncertainty regarding the timing of outgoing
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electronic payments, especially if a regular
disbursement cycle is disrupted. Core “treasury”
payments, such as loan repayments, shareholder
dividends and corporate actions, will be less affected.
However, if the increase in real-time payments is a
result of a reduced use of checks, there will be a greater
certainty to the forecast, as the timing of the debit will
be determined by the payer, not the beneficiary.

On the receipts side, the task is, as ever, to try

to understand whether and how a company’s
customers adopt real-time payments and then adjust
the forecast accordingly. A switch by established
business partners that operate regular payment
cycles will make forecasting difficult until their new
payment patterns can be identified.

Certainty of funds

I[rrevocability provides beneficiaries with certainty of
funds, which may be valuable in some circumstances.
Notably, real-time payments have value as a risk
mitigant in commercial transactions by allowing the
seller to receive payment for goods before releasing
them for shipment. Irrevocability also provides
protection against a variant of credit card misuse in
which a purchaser seeks a fraudulent chargeback.

However, when combined with the instant
settlement, irrevocability represents an increased
operational risk for companies using these
payments for disbursements. There are two
areas in particular that are of concern:

1. The increased potential for fraud.
With increased use, real-time
payments will attract fraudsters,
especially because of the
irrevocability and the fact that they
support data-rich payment messages.
The delivery of continually updated
education programs will help treasury
organizations protect themselves.

2. The need to know the beneficiary. Because
real-time payments are irrevocable, treasury
will need to review payment protocols to ensure
the beneficiary’s information is accurate before
payment is initiated. This should include verifying
the initial capture of beneficiary data and any
subsequent changes, prior to any payment
authorization. Central to any tightening of controls
will be the adoption of account verification

services, both to ensure payments are directed
to the correct beneficiary and also to prevent
payments being made in breach of OFAC (or
other) sanctions.

Although these changes may initially be costly and
time-consuming, improving controls will have wider,
albeit hidden, benefits to the company as a whole.

Technology use

The benefits of real-time payments will only really be
derived if treasury practitioners can operate in real
time too. To do so requires access to technology that
can process and report information in real time. It is
therefore important to review whether and how it is
necessary to upgrade the company’s technology in
order to access real-time data.

e First, can the company’s bank (or banks) provide
payment information in real time? If real-time data
feeds are available, how can the company access
them? Most banks offer APIs to manage the flow
of data with their clients; however, for companies
with multiple banks, managing multiple API
connections can be time-consuming, adding cost
to any project.

* Second, what will the company need to change
in order to manage internal data in real time?
Treasury practitioners will want to understand
whether the company’s ERP system can
integrate real-time information sourced from
banks, either directly or via the company’s
treasury management platform. Also, if
real-time payments are linked to another
business process (e.g., the release of a
shipment on receipt of payment), how
will the linked business operation access
the real-time data relating to the payment
(e.g., how will logistics know when payment
is received so a shipment can be released)?

If major changes are needed, they need to be
planned well in advance as they may require
significant IT support.

Operating hours

Finally, a key feature of real-time payments is that
they are always available. If real-time payments are
always available, does this mean corporate treasury
departments should be too?
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MAKING A BUSINESS CASE
FOR REAL-TIME PAYMENTS

The focus of this guide is to identify potential
beneficial use cases that might drive the adoption
of real-time payments. Companies have more
control over the instruments they use to make
disbursements, although there are situations in
which they may need to make adjustments to
accounts receivable if their customers are making,
or if they want their customers to make, time-

sensitive payments in real time.

2022 AFP® Payments Guide: Making a Business

On the disbursement side, companies will be in one
of two scenarios:

Shifting from an existing electronic payment
method (i.e., wire, ACH or card) to increase their
use of real-time payments.

Establishing a new electronic payment process,
either as a startup or as a replacement for checks.

On the receipts side, much of the impact on treasury
will be as outlined in the previous section. However,
there may be instances in which companies can
incentivize their customers to pay in real time.

or Real-time Payments




MAKING A BUSINESS CASE FOR REAL-TIME PAYMENTS

For most organizations, an
increased use of real-time
payments will mean a shift away
from another type of payment,
with an established set of
procedures and, consequently, a
different exposure to risk. As with
any project, making a business
case means identifying the
potential benefits of change and
setting them against the likely and
possible costs before presenting
an informed business case.

Describe the change.

The first step is to set out what
will change (e.g., replace customer
service check payments with
real-time payments), why the
change is being proposed (e.g.,
to improve internal operational
efficiency), and how the transition
will be made. This may include an
explanation of necessary changes
to technology in order to process
data in real time.

Identify the benefits.
Given the description, the next
step is to quantify, where possible,

REAL-TIME PAYMENTS COMPARED

Real-time payments offer a clear alternative to cash

all the potential benefits of
moving to real-time payments
for each particular use case. This
will include a number of factors,
such as explicit cost savings
(e.g., per item processing costs),
internal operational efficiencies
(which could be expressed in
terms of saved team member
hours), and other benefits that
cannot be accurately quantified
(e.g., improved customer
relationships and operational risk
improvements).

Recognize the likely and possible
costs.

These will be split into two. First,
there are the temporary costs
associated with establishing,
testing and implementing a new
procedure to manage the real-time
payments. Second, there will be
ongoing costs. These may be
difficult to quantify, as they will
largely relate to the changed
operational risks resulting from
the irrevocability and constant
operation of real-time payment
schemes.

Present an informed business case.
Finally, for the described use case,
evaluate the benefits and costs
and make a recommendation to
change, if appropriate.

For most organizations, the

shift to real-time payments will
be a gradual process. Initially,

the potential benefits may only
outweigh the costs for some
specific use cases. For example, it
may make sense to pay weekend
staff by real-time payment, but
not manage the whole payroll in
the same way. Over time, the costs
of implementation should reduce,
gradually altering the balance in
favor of change.

A gradual transition will also help
to build business buy-in, especially
where there are long-established
processes in place. Two things are
particularly important: the ability
to demonstrate clearly identifiable
benefits from the early changes,
and the opportunity to continually
update processes as each activity
is transitioned.

payments offer improvements over existing

processes. These circumstances are explored in

this section.

and checks for consumers, especially on a peer-

to-peer basis (e.g., Zelle and Venmo), and for C2B/
C2G transactions. For companies to see the benefits
of real-time payments, there needs to be a step
change in their adoption so that all parties invest

in processes and technologies that will support the
safe and efficient execution of payments, which in
turn should lead to a review of liquidity management
processes. Change is most likely if companies identify
particular use cases to initiate a partial switch to
real-time payments. For most companies, this will
mean identifying circumstances in which real-time

Real-time payments versus wires

In some ways, real-time payments seem like a
direct lower-cost replacement for wires. They share
some of the same features — notably they both
provide irrevocable, real-time gross settlement as a
payment between one payer and one beneficiary.
However, beyond the headlines there are some

key differences that can make real-time payments
a better solution or unsuitable, depending on the
particular task requirements.

9 2022 AFP® Payments Guide: Making a Business Case for Real-time Payments



When considering whether to adopt real-time
payments in place of standard wires, there are three
key factors to consider:

1. Contingency. In established commercial
transactions in which the relationship between
buyer and seller is established, goods are typically
supplied on credit terms. If payment is on 30-day
terms, then there is little value in making the last
element of the transaction (the transfer of funds)
in real time. However, where payment is cash in
advance or cash on delivery, a mechanism that
allows the buyer to accelerate the transfer of funds
will allow shipment and transfer of title to take
place more quickly. In these circumstances, both
parties win: the buyer receives supplies earlier,
reducing the level of inventory they have to hold,
and streamlining their use of working capital, and
the seller gains by receiving cash earlier, feeding
through to their working capital position. In these
circumstances, real-time payments offer a cheaper
alternative to traditional wires. According to the AFP
Payments Cost Benchmarking Survey, the median
cost of initiating a real-time payment is $0.01-$2.50
compared to the median cost of initiating a wire,
which is $10.01-$15.00.

2. Urgency of payment. Real-time payments can be
made at any time, as the system is always operational,
whereas the wire payment system is closed in the
evenings, as well as on weekends and over public
holidays. As a conseguence, real-time payments

have value when companies need to pay for goods
and services outside of normal banking hours, such
as when payment is required on delivery, to
compensate retail customers, or to pay
overtime for employees working the
weekend. They can also be used

by companies to quickly resolve

problems, such as issues with

a payroll run (e.g., error in the

amount, unexpected later hours),

USE CASE: REAL-TIME PAYMENT
AND LOGISTICS

By combining the 24/7 availability with
instant, irrevocable value, real-time payments
offer significant potential working capital
benefits in the B2B environment. Consider

a scenario in which a seller will only release
goods on receipt of payment, but a buyer

is reluctant to pay until the finished goods
have been inspected. Access to real-time
payments allows the buyer to inspect the
goods and authorize payment in minutes. As
long as the person authorized to release the
goods has access (directly or indirectly) to
the seller’s bank account system, the goods
can be released the moment payment is
received. Because real-time payments can
be processed outside standard banking
hours, allowing time-sensitive shipments

to be released as soon as possible, both
parties benefit: sellers receive payment more
quickly, while the buyers can minimize the
level of inventory they hold.

/ﬂ

to provide a final wage payment, or to provide
a customer refund, thereby improving customer
service.

3. Payment value. The key differentiator between
traditional wires and real-time payments is the
value threshold. Most real-time payment systems
originally processed only very low-value payments,
but these thresholds continue to rise. For
example, the threshold for U.K. Faster
Payments has risen from its original
GBP 10,000 to GBP 1 million. Similarly,
the U.S. Real-time Payments limit
is now $1 million. (Although not
real-time payments, in March 2022,
the NACHA Same Day ACH Limit

10 2022 AFP® Payments Guide: Making a Business Case for Real-time Payments




also increased to $1 million.) These thresholds will
only increase as individual banks become more
comfortable with the exposures and liquidity
requirements they need to manage. That said, the
threshold for real-time payments remains lower than
is required for many “treasury” transactions, whether
that is concentrating cash pool balances, making
intercompany dividend payments or finalizing a
corporate acquisition.

In summary, real-time payments may be preferred
to wires, as long as their value is below the system
threshold — currently $1million in the U.S.

Real-time payments versus payment cards

It is also possible to view real-time payments as
a direct replacement for payment cards. As with
payment cards, real-time payments can be made
any time and are not restricted to system
operating hours. They are also both

suitable for one-off payments. In

contrast to wires, where both parties

can benefit from reduced processing

costs, when considering real-time

payments as a replacement for

cards, the considerations are

benefit of payment cards, whether credit, debit or
prepaid, is that much of the payment authorization
activity can be decentralized to the cardholder. It
is most apparent when a prepaid card is used, as
the funds are transferred from company to the card
the minute the cards are funded. It also applies
to both credit and debit card payments, where
individuals may be given a credit or payment limit,
but no requirements over when payment decisions
are made. Therefore, compared to other payment
instruments, treasury faces uncertainty over the
timing of outgoing payments, even if the value of
the outgoing payments is known. Similarly, once
payment has been authorized by the card holder, a
payment is processed according to the rules of the
card processer, not at the discretion of treasury or
accounts payable. The use of real-time payments
can improve control over liquidity, although it will
come at the cost of the introduction of
additional payment approval processes.
Note too that corporate credit card
users will lose effective access to
short-term financing by moving to
real-time payments.

In summary, the benefits of real-
time payments over cards are

different, depending on whether the
company is a payer or a beneficiary.

From a beneficiary’s perspective,
real-time payments have two key benefits
over card payments:

1. Irrevocability. First, real-time payments are

final and irrevocable, whereas card payments are
subject to chargebacks, the time period for which is
determined by the terms of the specific scheme. This
means that real-time payments provide certainty of
funds, whereas beneficiaries of card payments must
always hold back a certain amount of cash to cover
potential chargebacks.

2. Fees. Second, beneficiaries will pay higher fees to
process card payments, to cover the risks of fraud
and the cost of credit provided by the credit card
company.

From the payer’s perspective, the potential
advantages of real-time payments over cards are
more difficult to evaluate. Real-time payments
can provide treasury with greater control over the
value and timing of outgoing payments. One key

clearer for beneficiaries than for

payers, largely because payers will
need to restructure their payments
processes.

Real-time payments versus ACHs

The use case for real-time payments over ACHs

is more difficult to evaluate as the fundamental
nature of the two payment types is very different.
ACHSs were initially designed as a replacement

for paper checks and to process high volume and
regular transactions such as payroll and supplier
payments. The key difference between the two is
the batch nature of ACH payment processing, in
which payment files are prepared in advance of
payment processing and transactions are net settled
in batches (each real-time payment is between a
single payer and a single beneficiary). Although
clearing times have shortened with the introduction
of same-day ACH functionality, the use cases remain
different, largely because of the irrevocability and
the 24/7 processing of real-time payments.
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The following factors are important in any evaluation: Real-time payments versus checks

1. Irrevocability. While a beneficiary clearly benefits A company that has decided to move from checks
from irrevocability, payers have to safeguard their to electronic payments might also decide to rely
controls to ensure payment is directed appropriately. solely on real-time payments. Some of the value

in replacing checks would be lost if two separate
processes (one for batch payments, the other for
real-time payments) were implemented in their
place. Despite developments in clearing systems,
checks are still expensive compared to electronic
instruments — and both parties pay. A check costs
$2.01-$4.00 to issue and $1.01-$2.00 to receive.

2. Availability. The 24/7 nature of real-time payments
offers clear advantages for payers, even when
compared to same-day ACH. As discussed, real-time
payments can be used for a range of payments
traditionally made via ACH. They can also be used

to complement an existing ACH program, such as
overtime or expenses payments to employees.

The AFP Payment Cost Benchmarking Survey
indicates 73% of companies are planning to
move from checks to electronic payments for a
range of reasons including to increase efficiency,
reduce costs and help prevent fraud. That said,

37% of companies still plan to retain check use,
4. ACH debit. A key differentiator is the ACH debit ]rrespective of any cost benefits, espec]a”y for

function, which allows utility and other companies to consumer payments.
collect regular payments from customers. Real-time
payments only process credits.

3. Cost. ACH payments were developed as a low-
cost electronic alternative to checks. Actual payment
costs (median total cost of $0.26-0.50 according to
the AFP Payments Cost Benchmarking Survey) are
similar to real-time payments.

USE CASE: REQUEST FOR PAYMENT
CAN ACCELERATE COLLECTIONS

Despite the absence of real-time debits,
beneficiaries can adopt certain processes

to accelerate collections by encouraging
their customers to pay. One such scenario

is the use of Request for Payment, which is
effectively a messaging system that allows
sellers to send payment information to their
customers alongside electronic invoices. The
risk of error is reduced by transferring data
electronically, and in real time, typically to a
customer’s mobile or internet banking solution
for them to initiate payment. The customer
can then approve the request, triggering a
real-time payment to the beneficiary.

In summary, the case for fully replacing ACH
credits with real-time payments is not clear-
cut. There are circumstances where real-time
payments offer an advantage, but for many
organizations they will be used alongside

ACH credits, rather than as a replacement. An
exception might be a new treasury or accounts
payable department, which could decide not
to implement ACH and rely solely on real-time
payments to process low-value transactions.
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CASE STUDY: USING REAL-TIME PAYMENTS
TO SETTLE INSURANCE CLAIMS

Five years ago, to accelerate the transfer of funds
to its customers, Allstate launched a project that
gave customers the option to be paid in real
time, via either Zelle or push-to-debit [card}.
Initially, the project was aimed at catastrophe
situations, such as where customers needed to
pay for hotel accommodation following damage
to their homes. These payment types have since
been extended to non-catastrophic situations,
although the method of payment remains each
customer’s choice.

Setting up the project required some adjustments
to the company’s claims management process
and system infrastructure. Claims adjustors were
provided with additional training, so they could
explain the new payment options to customers.
There were also some adjustments to the
company’s cash flows, which need to be funded
on a daily basis.

While the primary objective was to improve the
customer experience, the company has also seen
efficiency and productivity gains. Reconciliation
processing is more efficient; immediate payments
eliminate the reissuing and voiding of payments,
as well as the cost of mailing new checks. Zelle
provides immediate confirmation that payment
was successful, which also reduces the guantity
of transactions that have to be monitored from an
escheatment perspective.

Despite these improvements, Lynn Cirrincione,
Director, Treasury Cash and Banking Operations,
Allstate Insurance Company, believes one factor
is still missing from the Zelle proposition. “Early
Warning Services [Zelle’s parent company] has
an account validation tool for Zelle consumer
payments, but it is not widely available for the
corporate side of the business. There is fraud in
these channels and, if banks want these payments
to be more widely used, they need to provide
account validation as part of each transaction to
ensure the right people are receiving the funds.”
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Real-time payments versus cryptocurrency

Realistically, few organizations are evaluating

the use of cryptocurrency. Despite increased
attention from regulators, cryptocurrency, and their
exchanges, is still unregulated outside of a few
countries, and it lacks many of the key features of
traditional currency, notably stable value.

Cross-border real-time payments

Perhaps the real game changer for companies will
come when it is possible to make cross-border
real-time payments. Cross-border payments (with

a value up to EUR 100,000) are already available in
the EU via the SEPA instant credit transfer scheme,
which reaches 27 countries. Other countries are also
linking their real-time payment systems, allowing
cross-border, cross-currency payments to be made.

Some steps have been taken towards the facilitation
of cross-border payments, most significantly in
Asia. In particular, the following developments are
of interest.

e The two real-time payment systems in Singapore
(PayNow) and Thailand (PromptPay) have
been linked since 2021. Although, at present,
transactions are limited to retail payments, the
project has been designed to be scalable. As
with domestic real-time payments, transaction
limits are expected to be increased in the future,
making the link more relevant for corporate
users. Work is ongoing to link the Singapore
real-time payment systems to those in both India
and Malaysia in 2022.

« A number of bilateral agreements between
ASEAN member countries are already in place,

v’

allowing for the initiation of retail cross-border
payments via the scanning of a QR code. For
example, one scheme allows cross-border payment
for goods and services between Indonesia,
Malaysia and Thailand.

* There is regulatory backing for greater cross-
border co-operation.

+ The QR code initiative and the linkage of
real-time payment systems have both been
promoted by the ASEAN Payments Connectivity
Initiative, which has been designed to
strengthen financial links between the various
member countries.

+ The Bank for International Settlements has
developed a blueprint (Nexus) for how multiple
real-time payment schemes could interlink. It
suggests a “Nexus Gateway” to manage foreign
currency conversion and message translation
for all linked systems that meet certain core
requirements.

+ In April 2022, EBA Clearing, SWIFT and The
Clearing House announced plans to launch a
pilot scheme for immediate cross-border (IXB)
payments across the Atlantic by the end of the
year. (Note: FedNow is only expected to offer
U.S. domestic payments on launch in 2023.)

Most of the focus so far has been to support
cross-border consumer real-time payments, such as
remittances to family by foreign workers. However,
given the demand for more efficient cross-border
payment functionality from corporate treasurers,

not least to reduce settlement risk, it is likely that
payment value thresholds will rise once the links have
been tested.

\
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CONCLUSION

The development of instant, or real-time, payments
has already made a significant change to consumer
payment habits in the approximately 60 jurisdictions
where they have been implemented. This has

not yet translated into a major shift in corporate
payments behavior, although there are some
examples of companies that have adopted real-time
payments to great effect, albeit alongside traditional
payment methods. The three core features of
real-time payments — instant transfer of value,
irrevocability and 24/7/365 operation — will have
implications for corporate treasury departments
that choose to adopt them for disbursements, as
well as all that receive them as beneficiaries. When
combined with other recent innovations, such as
Request for Payment and QR codes, real-time
payments offer the potential for a much more
cost-efficient payment management process than
traditional payment methods.
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TAKE-AWAY

THE KEY FEATURES OF REAL-TIME
PAYMENTS

For corporate treasurers, it is the three key
features of real-time payments that make them
different from traditional electronic payment
methods, such as wires and ACH credits.

Instant settlement. Real-time payments allow
the beneficiary to receive payment within a few
seconds. This functionality is shared with wires,
but at a much lower cost, so it opens a wide
range of potential use cases, such as insurance
payments and customer refunds.

Irrevocability. Unlike ACH and card payments,
real-time payments are irrevocable and cannot
be recalled. This means that companies will
have to have robust disbursement management
processes in place when using real-time
payments. Beneficiaries gain because they
have certainty that funds cannot be recalled;
payers benefit because any actions contingent
on cleared funds being received, such as the
shipping of goods, can be accelerated.

24/7/365 operations. Unlike traditional
payments, real-time payments are always
available. This means companies can make

a range of payments, such as employee and
supplier payments, securely as they fall due,
rather than having to either pay in advance or
wait for Monday morning.

Finally, the growing availability of cross-border
real-time payments represents the prospect
of major change and the elimination of risk
and inefficiency associated with international
transactions.
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