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Small and medium-size enterprises (SMEs) play a critical role in the global economy, employing 60% 1o 70% aof
workers in most countries and up to 90% In some. However, many SMEs struggle with Liguidity, and late payments
fram their customers are 4 major reason. Mastercard research shows 61% of SMEs are using international suppliers
mare than they did in the previous 12 months, and 51% are operating outside their home markets, The need for fast,
transparent and cost-elfective cross-border payments for SMEs has never been more pronounced.

In this whitepaper, payments researcher and author Jonathan Tyce makes the case that financlal institutions are
falling far short of delivering cross-border payments that SMEs need. For some, this is a matter of survival. And other
SMEs find alternatives to banks in order to make and receive international money transfers.

Questions of Speed, Availability, Ease of Use, Transparency & Risk

Facing unflatienng or uncomfortable truths is never easy. Rather than honestly confront and address issues, many
in the industry have cherry-picked metrics that seem to prove cross-border payments throwgh financial institutions
are just fine. Kot just fine—but exceptionall Case in point, in August of 2023, Swilt reported that “B9% of
transactions processed on its network reach recipient banks within an hour .. well ahead of speed targets set by
the Financial Stability Board to achieve one-hour processing for 75% of international payments by 2027 The
momentum underscores work by Swift, which connects more than 11,500 institutions in-over 200 countres, to
expedite delivery and enable banks to offer a better service to their end-customers.”

Success! Break out the champagne.
Mot so fast. If you look just a little deeper and listen to users, the story's not so rosy.

First, let's consider product availability. As of 2018, there were more than &4,000 banks and credit unions in the
world, according to an Extractable report. Some observers believe the number could be as high as 50,000 or 55,000
today, especially when you add the new financial services providers offering “accounts"—prepaid cards, mabile
money, digital wallets and similar, And there's some troubling stats about correspondent banks, According to a
Bank Tor International Settiements report, “The total number of active correspondent banking relationships and

active corridors cantinues to decline. The yvear 2018 saw declines in.active relationships and corridors of about
3.5% and 2%, respectively. Over the last seven vears, active relationships in the global correspondent banking
network have declined by about 20% and the number of active corridors bas fallen by roughly 10%." Given a
precipitous and pronounced decline in correspondent banks, and with just over 11,000 Swift institutions, and a
growing number of consultants dedicated to hnding correspondent banks so inanclal institutions can offer cross-
border payments—we can't ignore guestions of accessibility and availability of cross-border payments to SME

customers through financial institutions.

A key guestion we should ask about the celebratory metrics: Does the amount of tme it takes a transaction 1o reach
the reciplent’s bank after a Swift transaction is initiated tell the real or whole story of a typical user or SME
experience? For example, how many of Lthe 89% of transactions are treasury or wholesale payments? Just because the
Swifl messade was recerved by the recipient's bank, does the recipient have their meney? And how much time
passed, what was the effort, what were the costs and risks required by the disburser and their bank—before the Swift
transaction was even initiated?

Should the clock start when the SME presses “send” on thair bank’s website and end when the recipient receives
their money? Or, shouldn't we ook earlier in SME experience?

If we really care about the SME experience, let’s assess their work effort and implications when they beg all
the reciplent’s bank account details and then enter this into their bank's website.
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Also, what are the data security issues for SMEs and those they pay? For example, what risks are the recipient and
thie SME exposed to during the process of gatherning, sharing, storing [can you say data breach?), validating and
manually entering this valuable financial information into.a bank's websile? For many vears In the U5, real esfate
closings have been attacked and compromised during this process.

Back to the time it really takes to make a cross-border payment. When the SME presses send on their bank’s website,
what happens next? [s this when the ene-hour clock starts that we celebrate? No, not yet!

Typically, a payment instruction is sent to someone at the originating bank who must evaluate the SME cross-border
payment request against the bank's risk, compliance and other S0Ps.

=15 a bill of lading needed? = &m invoice? « & customs declaration? + Or something else?

And how much time passed before a bank employee can evaluate the payment instruction to determine what's
needed and the SME was notified that they need to pravide additional documentation? Same day? Mext day or two
days later? And how is the time accounted for in the real-world, when, after several days of waiting for their payment
to be delivered, and it hasn't been, the SME calls their bank to ask why—only then to be told they need to provide
more information. Another transparency 1ssue (s amplified when SMEs ask simple guestions:

“How long will it take for my payment to be delivered?”
“Where's my money?T
“Why hasn't my payment been delivered?”

If It wasn't so embarrassing, frustrating and unbelievable, we could create comedy skits from answers banks glve
when asked these questions.

Are we supposed to ignore this? Are we measuring the wrong stuff? How do we account for the slow, costly,
frustrating, manual back-and-forth as well as risky messiness SMEs, recipients and their banks experience?

Are we belng disingenuous and self-congratulatory by asserting we're far ahead of schedule and disregard everything
we're hearing from customers about their dissatisfaction frustration and needs?

Examining the Real Customer Experience and the Root Cause of the Problems

The only way to delisht users is to deconstruct and critically examine their experience from beginning to end. What
does this reveal? Core banking systems, digital banking platforms, compliance engines and other systems on the
orginating side through the carrespondent and/or Intermediate bank and at the recipient's bank were never
designed for cross-border payments. Period. Historically and under regulatory pressure, the solution has been 1o
throw bodies and more imanual) processes or so-called “best practices” at these software gaps across the ecosystem.

Ta truly address the root cause problems in cross-border payments for SMEs including solving for the safety,
efficiency and wser satisfaction issues, financial institutions need new software. We need infrastructure that
systemically interconnects the ecosystem, and we must resist familiarity bias and the “this s how it's always been”
mentality to really improve the SME experience.

When we do this, we can fix the dysfunction of correspondent banking, enable new paradigms like Mastercard Move
that opens cross-barder payments to nearly every bank, building society, credit union and every new or alternative
financial services player to participate {not just the 11,000+ Swift members) and reach nearly every company and every
person on the planel, whether banked or not, and truly delight SMEs with product and metrics that matter to them,

Read on to learn more about why this new approach is needed now more than ever, Gary
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| A FEW WORDS FROM THE FUTURE

As the world becomes increasingly digital, and the impacts of technologies like artificial intelligence become more
widespread, many aspects af human life are expected to become simpler and mare efficient. Within the global
payments space, cross-border transactions for small businesses and sole traders are widely acknowledeed to be
amang the most stressful, inefficient and ripe for modermization by software and innovation,

The goal of this paper is Lo explore the reality of the SME cross-border payments space from a user's perspective
and suggest how things may be improved, as well as highlight the massive size and overlooked impact of SMES in
communities globally, Where better 1o start than to ask ChatGPT ils views? In response 1o the input “Cross-border

payments in the SME space” this was the instant response—useful food for thought, but only an appetizer

Cross-horder payments i the SME (Small and Medium-sized Enterprises) seclos

con be podh g challenge and on gpperfunity SMEs altén foce husdles when

ChatGPT

conductng transachorns gomss borders dul 1o vorous foclors sUch a5 currency
conversion, differing regulalions, high transastion fees, end lock of occess 1o

2fficeent poymen! infasiocture, Hadeser will the advancement of rechnoiogy

and e emergence of ienovalive francigd solubions, there are several woys in

which SMEs can stredmiing cross-border poyments,

01 =% Online Payment Platforms:

Utilizing online payment platforms
like PayPal, Stripe, or Transferiise
can simplify cross-border
transactions for SMEs, These
platforms offer currency conversian
services and provide a user-friendly
interface for sending and receiving
paymenis globally,

04 =» Trade Finance Platforms:

Platforms specializing in trade
firance can assist SMEs in managing
cross-border transactions related ta
mmporbing and exporiing goods.
These platlorms provide services
such as supply chain financing,
invelce factoring, and trade credit
insurance to faciiitate internaticnal

irade operalions.

07 -» Blockchain and Cryptocurrencies:

02 -» Digital Wallets:

Digital wallets such as Apple Pay,
Google Pay, or Skrill enable SMES ta
malke and recelve payments
internationally withoul the need for
traditional banking channels, These
wallets often offer lower transaction
fees and faster processing times
compared bo traditional methods.

05 = Bank Services:

Many banks now offer specialized
services Lallored to SMES engaged in
cross-border trade. These services
may imclude multi-currency
atcounts, foreign exchange hedging
products, and international wire
transfer facilities to help SMEs
manage theerr cross-barder paymant
nesds efficiently.

03 =» Fintech Solutions:

Fintech companies are continuously
innovating to address the specific
needs of SMEs engaged in cross-
border transactions. These solutions
may Include peer-to-peer lending
platforms, invoice financing
services, of supply chain inance
solutions tailored to the SME sector.

06 = Government Initiatives:

Some governments provide support
and incentives for SMES invalved in
international trade, This may
include access to export financing
programs, trade missions, or
assistance with navigating
regulatory requirements in foreign
markeals,

Blockchain technology and cryplocurrencies like Bitcoin or Ethereum offer decentralized and secure methods for
conducting cross-border transactions. SMEs can leverage blockchain-based payment networks to reduce costs,

enhance transparency, and expedite settlement times.
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SMEs: UNDERAPPRECIATED & OVERLOOKED

"SME payment evolution s likely to be ornfanc—big pictuie fadical schemes an
likely to struggle because you need to build on the existing framewaorks ... where,

tor example, Germany looks retro companed (o many of s neghbonng countnes”

THE BIG PiCTURE

With an estimated 530 trillion dally value of saccount recelvables putstanding across the globe, payment and
settlement systems are increasingly the backbone of all economies. The prevailing obsession among regulators—and
bBanks rests with big-ticket money-flows, and it's easy to understand why. Whaolesale payments are expected to
represent B0% of a forecasted S290 trilllon in global cross-border payment volumes (Statista data) in 2030, virtually

unchanged as a proportion from 2023 flows of 5190 trillion,

Availability of Fast Payment Systems around the World
As ol April 2024

South Africa

F4

Sowrce: The Wionid Sank J0M

Diz a bittle deeper, however, and i guickly becomes clear thai—for the payments industry—the real nsks and

opportunities from payment ingfMciencies and defays, as well as the greatest scope to innovate, drive i.:r'-r.-:Zry,

efficiency and promote financial inclusion, lie in a different layer altogether: the SME category. As faster aggdnsg

{
payment systems burgeon globally, cross-border solutions in this critical space must begin to delver.

"
0
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53 TRILLION LATE PAYMENT DRAG?

The economic impact of delayed and failed payments can be hugely significant but often overiooked. A Bloombarg
survey suggests that about 1in 10 invoices are paid late, which, if correct, could impty a 53 triflion shortfall for the
SME sector glabally. That said, with little or no comparable information available globally about the average size of
[ate payments, the true figure could be far lower or far Righer Either way, it confirms that more information and
baetter wisibility on the state of SME payments is badly needed, In a saimalar vesn, LemsNens estimated that the total

cost of failed payments in 2020 fell just shy of 5120 billion.

LK. government figures show that its SMEs had EX3s billion outstanding in late payments with an average 8.7 days'
delay i 2022, As a direct result of late payments, more than a third of British SMEs have had to apply for credi to

manage thewr cash MNow

Payment Delays by Country

NZIL KOR ITA NLD AUS AUT BEL DNK FIN HUN PRT FRA CHE USA CIE CHL LTU

® 2019 = 2020 2021

Sowroe: Husingss of DECYD sdoresyeg eMmany & puyments ong

A 2023 Business at OECD whitepaper (link above) rightly posited to the G20 that supporting “trustworthy
interoperable early payment platforms structured on safe principles and requirements” and “facilitating efficient

cross-border payments’, could create a “propeller” offect in job creation and economic growth

y

e
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Did you know?

59% of Braal's manufacturing industry is comprised of SMEs,

This would of course be most particularly beneficial to SMEs, already acknowledged to be facing a disproportionately
higher cumulative regulatory and administrative burden to conduct cross-border transactions relative to their

resources than big business.

SMEs ARE KEY TO PROPEL GROWTH

Sustainable Growth Propeller
Wider Eco Moy
i)
O Emr:r[.:}.-mEm
Structural, inclusive & sustainabibe growth ggr[_l;
Stabikity
&) Cross-baorder B
Value Chains cascade to SMES cross-policy oaherence
— Global valie cheirs (GWE cascade the work, the b Efficiency mechanisms
tefiehits, the requirements and standards to & mich wider likee the GYL passpart
aipdisnce of smaller firma fostering alsa inclusiveness
Economic Growth
Main commissions EVC ecasystems supparting

susisinbbiliy irsstments
— i firm takeng on on mfrastruciure propec

— Hrims updating oo camply with the Sestainability ddends

Funding Broductivity

— Channeling gavernment fnding to meet the Sustainabdity agenda ) Tt pilealion
b} Matstially Impnave

— Funding reguined oy cascade of the Sustasnabidity sgsnda ;
documertation flow

— Sustainabilidy regulrements o acoess funding = X e
Leverage digital platforms

Sustainability Agenda

— Bustainability pio|ecls

— |lrestructure geolecis

Sawnce- Susinesg of OECTE Addngsssing eoehcy inpaemenis ang working cooiol 1o celiver Sashaipatility ang Grwnh, s025

Perhaps a lofty ambition, and something of an early aside, but as the OECD paper also goes on to note: “MSMES are
the largest job creators and constitute the backbone of our econamies, they have a key role in the green transition
without which the Sustainability Agenda cannot be delivered,”

In other words, get this right and the cross-border payments industry can truly support global initiatives on climate,
sustainability and all forms of inclusion where it matters most—the SME community.
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SMEs: NOT SO SMALL AFTER ALL

SMEs are the focus of this payments-technology paper because of the critical, but perenmlally overiooked and
underappreciated role they play in the world order. They are also the focus of this paper because the low-hanging
fruit and huge opportunity to add value and improve the customer experience is greater here than in any other
sppment of the payments world,

Focus on Revenues, Not Flows: SME & B2C Shine

m BIB | HIA

Asia-Pac € B SMEs asla-Pac ¢ B 5MEs

Border Payments . B Border Payments | B
Flowes (5 Trn) Revenues (5 81}

R CiB m R

X cC

Sovunoe Ol Feture of Cross-Bonder Popments, A

Within the B2B space, SMEs punch significantly above their weight when viewed through the lens of revenues rather
than volumes,. For example, the SME and business-to-consumer (B2C) cross-border payments segments across Asia-

Pac (including China) collectively generate a meagre 7% of total volume flows, but when you look at revenues, this
figure skyrockets to more than 40%.

Did you know?
99.3% of businesses in Britain are SMEs and they generate nearly S0%, of all UK. business turnover.

From a social, emeronmental and economic perspective, as well as from a cross-border payments perspective, SMEs
have a disproportionately positive impact at a local community level as well as globally. This is starkly at odds with
the lack of investment, recognition and support they receive both from policymakers and, crucially, the public and
private sector.

>

User Reality vs. Industry Fallacy
Jonathan Tyce interviewing Ronit Ghose

""lH'!‘ e
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SMEs CAN DRIVE CHANGE WHERE 1T REALLY MATTERS

OECD commentary confirms that SMEs, which amploy anywhere between 60% Lo 70% of warkers in most countries,
drive greater economic intlusiveness globally. One of the greatest contributions SMEs make is promoting women's
participation in the workforce and as entreprensurs.

This wiew is supported by World Bank Data showing that SMEs make up 90% of businesses globally with formal SMEs
contributing up to 40% of GOP in emerging ecanomies. SMEs are the lifeblood of those economies where the most

help and investment are needed, as well as where most growlh opportunities lie,

Empowering SMEs to access the cross-border payments nexus in a it-for purpose and user-friendly wav is critical to
drive progress and deliver much-needed hnance and liquidity to develeping nations.

Formal SME Finance Gap in Developing Countries

90% $5.2T

Of businasses worldwide are represented by SMEs. vearly unmet firancing nead of 43% of MSMEs in
developing countrias.

=50%

Of formal SMEs don't have access to farmal credit

46% 40%

East Asia And Pacilic account for the Largest shae

Formal SME contribution 12 national income (GDP
of the total global Anance gap : I: !

in BEMerming economiss.

88%

Propartion of the finance @ap compared to
potential demand m Middie East and Nortl Afnica

Saurce: Warld Sdn, 2078
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This papar will not explore the huge shortfall in the availability of inancing, estimated by the International

Finance Corporation at more than 55 trilllon annually to &5 milllon SMEs across developing countries. 11 will, however,
address the gaping disconnect between what stakeholders across the payments industry are deing to build a ht-for-
purpose, accessible cross-border payments network for SMEs around the world, and what is both possible and

required.

SME-PAYMENT WOES NOT LIMITED TO DEVELOPING NATIONS

The SME-payments challenge is not limited to developing and emerging markets. It's also a significant roadblock to
greater prosperity across the Western world. The EU is a case in point. Onby 40% of busingsses are paid on time,
which causes a quarter of all SME bankruptcies, according (o EU data.

Small and medium-sized enterprises (SMEs) are deeply woven into the fabric of Europe. They are essential
o Europe's competitiveness and prosperity, as well a5 economic and technological sovereignty. With the
SMEs Strategy for a sustainable and digital Europe, the Commission wants to support and empower SMEs
of all sizes and sectors, from innovative tech to start-ups to traditional crafts.

B

e
+25 million €l L2 out of 3 jobs

Mo of SMES in Eurnpe are in SMEs

+50% | 4 50% L

of Eurape's GDP comes fram SMES of all SMEs undertake innovation activities

Somirce: £\ mpean Commission Lieleeshing the full patendial of Burmpean SMES 200

Did you know?
There were 244 millien SMEs in the EU in 2023, accounting for 99.8% of all active businesses and 52% of
total value added.

INTRODUCING THE SPOTLIGHT SERIES

Many of the challenges facing SMEs will, of course, vary country-by-country and region-by-region, driven by
regulatory and political differences, population wealth, legacy banking and technology footprints. That said, many of
the challenges and SME wishlists explored in this and future papers will be commaon to all, and software and
technology will render this increasingly true, as barmers are brokan down by digital advances.
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The LLE. Spotlight is the first in a series of geographically focused analyses of critical drivers and trends within key
country-specific payments markets. The spotlights will draw upon interviews and experience from local
correspondent banks, PSPs, regulators, and relevant stakeholders to identify idiosyncrasies, opportunities and
roadblocks affecting SME= ability to grow internationally from a given market

WHAT'S IN IT FOR ME? A 550 TRILLION WIN-WIN

According to Mastercard's May 2023 thought leadership piece, “5mall and medium enterprises are big business”, SMEs
spend upwards of 550 trillion annuaily, but despite this huge buying power, many still rely heavily upon slow and
risky cash and bank transfers, The [ack of options also frequently drives small business owners 1o use personal
payment methods rather than appropriate business channels.

SME More Profitable than Consumer?

2X 2.5X 47% 4.5X

SME cardholders' average ncrease in revenue gross dollar value growth increase In spend When
moanthly spend |5 when the average oppartinity when SMEs yse SMEs wse their card for

2—more than double SME becomes more the right business digital payments

conslimer spand ngaged prodict rather than

d CONSUImer p roduct

Hn.rtﬂ.'-'lls;.l;q_"cp.'r.'. Sragifd e F'I.".I'.:;Ir.'l ERSTOnses e o Dsirkees, AL

“Small business is big business—especially for the people who depend on these companies for a living and for the
communities that rely on them,” notes Mastercard CEC Michael Miebach,

co, viewed from the perspective of the payments industry and banking sector, the “what's In it for me?” of stepping
up in the SME cross-border space is abundantly clear.

TAKE A LEAF OUT OF THE CONSUMER PLAYBOOK

Lessons learned and customer experience from the consumer payments sector are the correct places Lo start for

economies and corporations [ooking to make a meaninglul difference to the SME-payments challenge.

“Number one, start with the customer. | believe in working customer back,” said PayPal CED, Alex Chriss, duning a
recent earnings call. "We will start by defining our customers and thelr most eritical needs. Then we will use that
knowledge to inform everything we do, including investments and innovation.”

PayPal’s approach, articulated while discussing the payment behemoth’s new operating principles in February, sums
up the industry challenge perfectly in the SME sector. A customer-cantric strategy is the right one and can and
should be applied to SMEs, As to first steps, identifying what the SMEs actually need versus what is in reality on offer
is & very sensible place to start.
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SPOTLIGHT: U.K. LEADING THE CHARGE?

SMES IN THE LLK.: 5.6 MILLION AND COUNTING

adke up owver 99% of the LLE'S business population and provde neary hall of

n o BLOnOIT Y |r:|-.I mclinde ey ..-.—.I.'rll 11+ frodm aafiy st age starl-ups to

sinesses and rapdly growing inn 5. Access to financoe for SMEs must not

ATTET rsing steadily fram 4.5 million small and medium-size anberprses in 2000 Lo & million SMEsS (n 2020, a varety al

factors have now reduced this total to about 5.6 millien. The pandemic and energy shocks are of course in large part
o blams, but all countries have fated thase ssues

rReculation in the form of Basel 31, more stringent capital requirements for SMEs and the removal of pandemic

support measures ane also pxacerbaling this already dire slivation The sheer volume of challenges renders

addressing and resolving the numerous obstacles facing UK. SMEs a truly daunting task, But here goes
A UNIQUE COCKTAIL: RING-FENCING + BREXIT + COVID
Ring-fencing & Social

distancing

Lo 8 ot
moreR fo-antity which

DETnem e HEHE

@ Parerl compaiy .':-. — u .
™ L n‘!EXI I
RFE A . *
Inyestmpat Gan kg aciesy _ :
reoreit i B il Gy whilch 1y 1
hemomEes imuvestment bani

Sourpe fonk of Erglond, Bing-feecimg: whiot iz 8 gad how wall it afect bonds and their ustgmers?, J

{ is easy to polnt fingers and demonsirate how policymakers and regulators around the world can Rirly be accused
of bemg asleap at the wheel The UK, which arguably can claim Lo be al the farefmont of initialtives 1o sepport s

smaller businesses, is somewhat uniguely positiomed in this regard. In its defense, it has had a couple of challenges
thal gther economieas iave nol nad o contend with In recent '1'1—'.'-.||=\._'.|'|.'|'I|.'_ makes this isiand nation an oeal SuDpeLl

for & man in-depth analysis af thie SME crass-border trade and paymaents canundram

COV| 019, a giobal phenamenon, which ailed the whoels for o sea changs in digital advances also reshaped gpotal

supply chains, acted as a catalyst for populism and protectionism worldwide and has made [ife tou -:hr-r‘“;/rr-.,f,'. ‘

many small Businesses /
/,
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For UK hnancial institutions, thls came hot on the heels of the intreduction of ring-fencing In 2018, which created
many unintended consequences examined briefly here. Then, to top it off, Rrexit offcially took place at 23:00 GMT on
Jan, 31, 2020, heaping further bursaucracy, pain and roadblocks on WK SMEs locking to deal with the EU

WHERE TO START? EXPERT EXPORTERS

CLICK TO PLAY D

User Reality vs. Industry Fallacy
Jonathan Tyce interviewing Paul Brooks

=
- (RP

T

P
Faced with this unigue cocktail of challenges, coupled with political turmoil and a succession of Prime Ministers from
2016 onwards that roiled markets, currency and confidence, picking a place to start is no easy task. For the purposes

of this paper, the experences, outlook and goals of three stakeholders will suffice to shed some Lght on the true

scale of the challenge and, more imporiantly, the opportunities to support UK SMEs Internationally

% Eﬁj :_r:.lal'.:-lrl".lrl':l.'l'
OF EXRCRT & project examining and assessing exactly this guestion. Paul Brooks, Head of UK Nations &

-i:E)' | T EEAT ik
- TR Redions at the Charfered Institute axplains further

The Chartered Institute of Export & International Tade (CIOERIT) is midway through a two-year

"In Movember 2022, the Social Market Feundation (SMF) publizshed a report entitled “lust a click away:
How e-commerce can boost UK, exparts and growth,”

The SMF report suggestad the formation of an industry-led vask force to look at barriers {and

m F-Commence subsequent solutions) i relation o e-commerce exporting, As a dwect result, the E-Commerce
il Trade Commilsshr  Trade Commission (ECT C) was convened by the I0ELIT on June 13, 2023 and will run through
1o June 2025,

A E9.3 BILLION BOUNTY?

Value to the U.K. Economy of Increased 26K
5“E [-1':4: e Elpﬂﬂinﬂ [obis moisld b= added by SMES pepariing

Whglenais Entail Mprifacturing Ed B in GVA

“ 4 i) ] ﬂ' . coike D alded [y SMES siporisg
r a8 a 5 » £9.3bn In GVA

| i": 2 ()% "_' . : (5 m could be added by SMEs swporting
' ' ' 152K

20T Proportion of SMEs invalved in pallne commess |obE rEuld e added Dy SNES EEpEorming

TP
Labmst daks 208 Moo sutE s @marin & ScH g RO sk
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The onginal report also identifed that 10,000 small businesses could be selling onbne and thal encouraging thesa

GMEs to export online had the potential to hi f|'| boost the LLE economy by F9.3 hilliaon GYA

Throughout its ongging two-year jourmey the commission will seek to simplify pathways to e=commerce trade

through
o' Gathenng evidencs an trade barfers to infarm (ulure trade policy
»* Creating an e-commerte resource poral specific to small busineszes to help star and erow with e-tommeance

o Privdiding education and inspiratsan throbgh a tarar-made "Putting the Ease in E-Commerca® L3 paigEn

Ergeled al small DuSineS5e5

"The commis=won has bean hosting a senes of evidence

gathering event pr- LA iy €4}
key playars and businesses working in this space—that ame |ntesded o infarm the
policy papers we are producing to ideally provide government with information on

farsa

Another importast ares of the commission's work s through s working groups, 'with the Financial Sarvices Working
Group (FSWG) linking 1o a broader ranege af stakehoiders and looking 1ntd the nuomenus issues facad by SMEs thal
include cross-border payment challenges, The FASWGE plans 1o feed its first fndings into the commission lator in 3024

&5 3 parting thought and a positive sign for the futore, Brooks remains upbeat about the challenges ahead

"LLE businesses are incredibly resilient as they've shown time and time again over the
‘ ‘ [a=t few years, and we have every confdence that they'll rise to this challenge as well”

TRUST - EASY TO SAY, HARD TO DO

The challenge facing the IOEEIT s essentially all abaut trust, the bedrock of the paymeénts systam. A5 discussed in
thio previous two pa pers, (5ee bald Wl understand i and providing what & regulred Lo bulld and detiver trust i no
pasy task, with many stakeholders and differma incentives. Kamran Hedin, Founder and Group CEQ of EXD Financial

kEnows all about the vicssitudes of establishim I brust in the payments Industny

"De-Risking
King for a Day:
Cross-Border Payments;
Charting the future
Software vs,
of cross border payments
sledgehammer®
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Building trust in cross-border transfers for SMEs d
Firsthy, 1 rent pricing without hid

understanding of costs upfront, including exchange rates and Lransaction

time tracking af transaction status pi wiides visibality and reassurance, allovwin

momitar their funds throughouot the process

A usar-friendly platiorm with easily accessible customer Support further enhancoes

trust. Inturtive interfaces for iniating and tracking transfor . combined with ros

assistance, make the pro seamiess ist =mcunty measures, such as encryption
mandated by regulations |

sifeguarding financial infoermatian and transactions

Collectively, these elements—transparency, reliability, and secury—are paramount for

SMEs nansdating intemational hnancial tra

KAKMEAMN F 1K FOUNDEHR E CELQ

RELATIONSHIPS MATTER

As with 50 much in the Business world, establiishing trust is alf about relationships. Hore agaln, PXP Financial is a
prime sxample of what this acteally means and how to approach it Cultrvating lasting retationships with both
partnefs and clients, includimeg SMES, s critical, From spacialired checkout experiences 1o invoicing and fexible
credit terms, the right approach has to Be to shape offenings 10 allow businesses to adapt payment systems to i
their specific models and customer preferences. Flexihility and simplicity to uss, as discussed widely in this paper,
are the bedrock for success, "By partnenngd with well-esiablished companies that utiie cutting-edee technology,

e

SMEs can ensure & seamloss S gapeniencd™ Hedini oxplains bocause this Approach not anly énhai ]

transaction efMoency but also addresses one of the biggest challenges they face: time management. Streamlined
payment pmcesses reduce admindstrative burdens, allowing SMEs to focus more on growth and customes

satisfaction
DE-BANKING: 140,000 ACCOUNTS LOST IN 2023 ALONE

i 2023 along, Treasury Commitire data show that more than 360,000 business accounts were closed at the
mstigation of the lender. Banks cited fraud and financial crime, as well as a failure o comply with information
sharing under "know your customer’ (KYC) regulations, a5 the reasons for account closure in the overwhelming

majority of cases

CLICK.TO PLAY D

User Reality vs. Industry Fallacy
Jonathan Tyce interviewing Graham Ridley

1:Hl||“|”‘_|| Hl 15:48
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The s

HSBC, Lioyds Banking Graup, NatWest Group, Santander UK, TS
Ciosures are one ol the most '.|Iiii 14 metncs 1o consider, both

iended conseguences of ning-fencing in the LLK—whic

h most dramatically impacted customers of Barclays

B and Virgin Money=ane still playing cut. Account

the sheer volume and the underdying drivers behind

Digging a little deeper, three banks (NatWest, Santander and Barclays) also cited "rak appetite® as another reasan

for closurp

risk appetite and the unappealing risk-reward (think proftabl

of some accounts. Though this reprosented less thar

1 3% of total reported closures

I t seems koly that

ty) profile of many SME accounts s likely the main

driver af far more closures than these statiches would suggest.

SME ALCOUNTS CLOSED BY HIGH STREET BANKS IN 2023

CAFRTOMERS

Nativest

Lloyds 1.310,313

Barclays 1.050,000

3,961

HSRL

Santander &F7, 750

Metro 200,613

rse 131761

and to ook at wha

isn't |ust 3 bank account that's safe

AN WS o Prow ther BUSInoesSs &

really lacking

GE A LA LY
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FOREIGN EXCHANGE: THE ELEPHANT IN THE ROOM?

Hidden Fees for SMBs (Sma!l and Medium-size Businesses), expressed in millions
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Source: Wise, The £2.4 SN Susiness Probiern, Mk

Foreign exchange rates and FX hedging are two critical elements of cross-border payments that are seldom discussed
in adequate detail. This is largely because of the apague nature of pricing and almost certainly because of the
embarmassingly high profitability that these services accrue to financial institutions.

“This ks not a new problem—our latest research with Capital Economics shows that in the last five years,
the amount UK. SMBs (Smali and Medium-size Businesses) have lost to hidden foes has risen 27% from
£2.2 biltion in 2018 to £2.8 billion in 2023—that's an increase of £600 million, And, as this report shows,
while many businesses want o realize thelr dreams of expanding internationally, its become a viclous
cycle, A sundey of 3,000 small businesses conducted by Wise and Censuswide found that 13% of UK
businesses want 1o enter new markets, but more than a quarter (26%) are being put off by the high cost of
imternational banking services,

gl for *Proteciing SMEs from Fx Cholienges® video L3 Source: Wisy The £74 8N Busingss Proflem, MU

Anecdotally, and as far back as 2017, a leaked memo from a LLIC bank shed some unwanted light on quite how

profitable, Granted, this was in the retall space but. as this SME whitepaper shows, SME customers often use retail
seryices (and prices) because of a lack of business aptions.

TRANSPARENCY ON FEES IS A 'MUST'

Back in 2017, British newspaper The Guardion published an exposé suggesting that senior executives of Banco
Santander had, In january of that year, been warned by the bank's innovation director that a large chunk of [ts profits
were at risk. Why? Because the fat margins it was sarning on money transfers could potentially be destroyed by new
Competions.

To prove just how juicy these margins really were, the newspaper oited leaked docoments revealing that Santander
made €585 million from money transfers—egual 1o nearty a 10th of its 2016 global profit of €6.2 billion—and that it
charged six times as much as rival TransferWise (now known as Wise) for sending £10,000 from the LK. to Spain.

Back then, the FX margin genarated about half of the total money transfer revenues and nearly doutie the ard
advertised fees, with its correspondent banking fees boosting profitability still further, In lJanuary of this W
also disclosed that HSBC has the highest fee for GEP-EUR exchange rates (3.7%), followed by Lloyds at 3.

PAYALL PAYMENT SYSTEMS, INC. 13
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at 2.75%, and MatWest, TSB8 and Santander all at 2.9%, implying that not that much has changed. Transparency and
palicymaker scruting remain vital and best practices must be put in place as soon as possible

U.K. SMEs CHOICES AND MOTIVATIONS

i

RNt

Moving Money Report

What are the key challenges facing SMEs?
« High fees » Limited support

 Complex compliance procedures

Where o start?
v Hobust solutions providing
gccessibillty and cost-effectiveness

» Digital payments with aser
expenience the focus
" Hybrid banking /PSP approach

WHY DON'T SMEs VOTE WITH THEIR FEET?

IFY Payments timely 2026 Mowing Money report, detalling
the responses from maore than 250 British SMEs abowt
thelr inteérnational expansion plans and payments neads
and pxperiences, provides a neat synopsis of critical
topics that stakehoalders acrozs this arena should
consider.

Key takeaways included an overwhelming majority (78%)
expecting to increase cross-border activities in 2024, with
increased trade volumes towards importing rather than
exporting. Further, 80% of the SMEs surveyed intend to
pay More overseas employess and 7% imtend fo make
mare international investments,

Harking back to the case examples above on FX, volatile
markets have ralsed awareness of the need for curmency
hedging to mitigate the risk of this global activity—more
than three-guariers of companies surveyed expect to
hedge gxposure more in the year ahead,

An obvious guestion is, of course, if the fees are so high and the service levels o poor, why don't businesses simply
shop elsewhere? The answers are numerous and complex but inability to manage KYC risks, as well as fear of getting
it wrong and compliance risk often dominate. As Brooks explains, confidence, know-how and training are all key

facets af the solution and this will take time,

35%
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higher
Costs

Chick for “1 Sgoes Qhsecies™ wigden

WHAT NEXT?

fm an age of digital solutions and ai, hedp is increasingly near at hand. As with the chear need to demand
transparency and comparability, LK, policymakers must partner with companies looking to provide inn

PAYALL PAYMENT SYSTEMS, INC.
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financial sodutions o level the playing Held. The LK is one of the most interesting 1851 cases of how 1o unlock

service lig |'Ii|-.,- aind software-drven solutians for crass-border business and payments

P503 - BORING BUT IMPORTANT

O the 28th of June, the European Commission released the proposal for updating existing EU payments legislation

(PSD2L A dry subject at the best of times, Impending changes - with finalization likely in late 2025 for implementatios
&5 garly as 2026, will impact all stakahodcers, Thowgh tod aarly to deep dive what o will mean and for wham, a naat

cunopsis of the changes can be found by clicking into the I.?II;'._'-lli.' Sl o

62| The move from a Directive to a Regulation: standardising payments across the EU

fall /= More streamlined authentication: [ess pain
|J_ ll Betler APIS better open banking serv|tes [ 4
= . atthe checkout

Direct access to payment systems for ) i
#— |BAN and name matching a rsk-based
fintechs: & baost far inRovation lh
12 approach to fraud prevention

e

= Merging E-money and payments o
I:'i,_ 7 | ; : : i IE'l’ Re-authorisatian for firms under PS03
- mstitubons simpifying licensing e

Souroe [Leidiercom, Palil fiad arrvel S ety RNangs suy e F i, S0

As the industry navigstes tossards this implemantation date, and as & pre-cursor 1o mone detailed debate in & futur
paper, the chserdations from a long-time player in the payments industry prowides suitable context for wiy it

maltiers

Ths =l ¥ C i = weis i - " - - - - - - - —_: - -
Thanks to PO SMEs are putting the end consumers in the center, emp

with greater chosce and conatrol over their Binancal services and offer
personalized and competitive offerings prowiding betier customer
For SMEs #7502 means alsa that they can beneht from faster, real-
réducid settlement imes, improving cash flow and enabli

the end af the Dy, this means SMES 3 1 I Ere, 1 lrAnsparency a

yvisibility and control er their tra [ ADWINE DT more LITEEE M

budseting and fnancial managenent, And last but nod |east, Thar

NIDUEN S1irmn

f ihis s all true about PFOSY, which seems likely, just imagdineé what PSDG will bang. Dull and baring? Perhaps

Impartanty Dol tily
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| USER EXPERIENCE VS. INDUSTRY FALLACY

“Sa, for the SME it's a painful, painful transaction. And then also, just because you

are dealing cross-barder, funds don't always clear on time on the clearing side
Then just trgng 1o trace those Tunds o figune oul what the hold-up s not the

gasiest thing .-

GENERATIONAL SHIFT ALREADY RAISING THE BAR

Theé most successiul advances and breakthrouighs i the payments industry have been driven, by and largs, with the
consumer squarely in mind, Improving the user expertence of the consumer beyond measure in the last decade
Early consumer adoplers—Millennials and, Increasingly, Gen 2 consumers—are also the future of the SME and &2
econamios globally, They are gaing to demand that their business payments are as seamiogs as their consumer

pavments.

For payments providers to compete, Transcard CEQ Greg Bloh says, they are gong to need to provides features for

CHEs that don't just make payments easier, bul make |t easier Tor them o do businass, including:

Easy onboarding All payments managed Multiple invoices can be
in a single place paid with a single click

= L
hiviscm Daisis
a _—
industry-specific Payment data avto-synced Stralghtforward pricing
payment workflows with ERP with no hidden fees

PRYALL PAYMENT 5YSTEMS, INC, 21



The shift to simple consumer payments also means that the SME payments customers of tomormow will not accept
the numerous shortcomings of today's SME payments—lack of transparency, high costs, failed payments, multi-day
delays. International transfers taking up to five days can cost 10 times the domestic equivalent. The opportunities
and growth for payments stakeholders who can 2o beyond the current status quo to deliver to this new standard will
be significant.

5o, a5 the baby-boomer and generation-a small business owners pass on the baton, the bar has effectively already
been raised. Millennials” and Gen I consumers’ expectations have been refined and raised over many years of
improving consumer payments experience, The status quo currently endurad by tens of milllons of SMEs worldwide
will not be tolerated by future owners of micro-, small- and med|um-5ize enterprises.

INDUSTRY FOCUS MISSES THE SME POINT

in stark contrast 1o this shift, the industry focus of the likes of Swift GPI, the goals of the G20 Roadmap for Enhancing
Cross-border Payments, and numerous industry collaborations and think tanks debating the future of cross-border
payments appear to have one thing in commaon:

They fail to properly acknowledge the global importance of the SME space, and the hugely
frustrating payments struggles tens of millions of SMEs face daily. A hyper focus on message
formats, data capacity, as wel| as speed and transparency—all valid and important features of
the cross-border payments ecosphere—has somehow overshadowed the needs of the SME
industry, the true ifeblood of global trade.

SOFTWARE SOLUTIONS REMAIN CONSPICUOUS BY THEIR ABSENCE

The March 2024 payments whitepaper “Software va Sledgehammer™ examined
the need for software solutions to be embedded in and connected across the
various roadblocks and "choke points® in cross-border payment transactions

This paper suggests that many of the unintended consequences of de-risking
can be avoided altogether by acoelerating the adoption of software and
automation to eradicate the majority of reasons 1hat banks are either
de-risked or choose to avoid risk rather than attempt to manage it

Focusing on the customer needs is a must; however, you can't hope to address the pain points in cress-border
payments without seeking new technology that can deliver unrivaled interoperability, compliance, transparency,
speed and fraud prevention.

PAYALL PAYMENT SYSTEMS, INC. Qél
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Yes, Swift GPI claims financial institutions are "now sending and receiving funds securely to anyone, anywhere in the

world, with full transparency over where a payment |s at any given moment”

‘With less than a quarter of the world's banking and credit unions currently participating in SWIFT—a number that's
likely to get even smaller with fintechs and alternative rails gaining momentum—SWIFT's claim ignores the huge
shaortfall of its reach.

At the same time, such transparency is not available 1o SMEs. Nor is the near-instant funds transfer that the largest
flobal banks enjoy. SMEs have a very different experience, ¥9 times out of 100,

A @

By 2030 By end - 2027

B Viholesale payments 0 Revail payments ' Remittances

Eource: Finarcial Stabiliy Soord, &0 koadmap for Enbarsing Cross-lorder Poymerris 2003

The G20 Roadmap s another prime example of worthy industry goals failing to address the challenges of the
neediest stakeholders. For a detailed discussion, see “King for a Day: Charting the future of cross border payments”,

Did you know?

Bo% of UK. small businesses are sole traders.

SMEs MERIT GREATER ATTENTION

In the original G20 Roadmap technical background report (April 2020), individeal consumers and SMEs are [umped
together, with *SME" referenced only twice in the entire document, while “wholesale” features 17 times, Fast forward
to the October 2023 progress report and “SME” features once versus “banks” some 40 times,

PAYALL PAYMENT SYSTEMS, INC. %F
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FINANCIAL “Individuals and small and medium-sized companies (SMEs) ars

AN AL

FS B STABILITY impacted by high transaction fees (relatide Lo the sum Belng
BOARD transferred, especially in relation to smaller value payments) and

SioW payment execution

Enham;ing “While multunational corporates have usdally no problems ol access
Cross-Border Payments to services Lo make cross-border payments, actess limilations may

exlst for SMEs and indivduals, especially but not anly in EMDE
Stage 1 report to the G20 countres, possibly limiting Anancial inclusion and pushing

Technical E-::rr:h'g'mund Report customers toward inefficient or costly third-party services.”

Sooroe: Fnenous! Stoiiity Beard, Enhancing Cress-Bardier Poymenls Sage 1o o o phe G, J000

THINK OF 5MEs AS CONSUMERS ... BECAUSE THEY ARE

What becames abundantly clear when s¢ratchimg bemaath the sennce 15 that from an industry, secial, emvironmental

and Erowth perspective, SMEs are unlarly everlocked and underserved,

Bundied into the consumer/retail bucket, SMEs and their small-value ransactions are often considered “nuisance
payments” by many larger banks. Therefore, they are increasingly bemng picked up by fintechs—an opporiunity lost
for the banks and even now often squanderad by the fintach sector

The SME cross-border payments space will be a goldmine of value creation, growth and profitability for those

economies where payments companies deliver a better and, importantly, ever-improving user experience, And let's
face it, the bar really isn't very high.

For the socially minded, additional fringe benefits will include supporting greater social and financial InLlI?iE:II'I
across developing and developed markets, just for starters, / ’ /

/
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| WHAT DO SMEs NEED?

IT'S ALL ABOUT TIME ... OR LACK OF IT

For busy SMEs, any payments tool noeds to be fast and easy to use—that includes set up and integration into
their existing technology.

CLICK TO PLAY 9

User Reality vs. Industry Fallacy
Jonathan Tyce interviewing Huw Van Steenis

1] []1]] MHM‘ {{[{]11
4« @ »

Typicaily, an SME will be operating an a relatively simplistic ERP system (enterprise resource planning software—
think Sage or QuickBooks) and will want to continue to use that to minimize disruption.

15:48

Embedding softwarg connectors 10 these systoms and enabling a solution to the cross-border payments challenge
without adding another system is the path of least resistance, cuts down on frustrations and can expedite the
process dramatically. Minimal frictions and a payment system directly automated into the existing billing is at or
near the top of an SME'S wish [ist.

Did you know?
SMEs account for more than 90% of busineszes and 70% of employment in sub-Saharan Africa.

SOFTWARE = CONVENIENCE, CONFIDENCE, COST

Ease of use, almost akin to a consumer experience, is a prerequisie for a successful SME payments application, with
the ability to customize an added bonus. Given the small or non-existent finance teams that many small businesses
retain, simplicity and automation/integration into the existing platform are critical.

Expense management, automated invoing, dccess Lo finance and online invoice payments are among the most
imporiant features sought.

i = [®

Expense Automated Access Online imoice
management invoicing to finance payments

PAYALL PAYMENT SYSTEMS, INC. 26.
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SMEs Wish List of Commercial Payment Solutions

As a small business, which of the followlng commercial payment and technology
solutions will be mast important for your company in the next 12 months?

DashBodr o Urack expenses

E

Automated aaling invoice payments

&roess to a small business commercial credit camd

AccountingMnrancial management softwire platforms

=

Cost-effective and efficent X8 payments

R

CHcE for "sas) WwrluaDis for SMES® audla RuIOULAL IERETT] EE“HU:LMEE Eﬂrﬂnwj.m-ll M

THE WILD WEST FOR FX PRICING

While cost-effective and efficient cross-border payments are important to SMEs, that is subordinate to the smooth
imtegration of the varicus finance functions and ease of use,

That said, a key area for improvement, according to Transcard's Bloh, is the lack of transparency for charges. In
particular, he points to the FX component of a cross-border payment, which could fairly be descnibed as something
of a Wild West.

o

User Reality vs. Industry Fallacy
Jonathan Tyce interviewing Greg Bloh

1111
<« @ »

"There is a lot of transparency for the consumer, Think about the migrant worker in the WS, sending funds down to
Cantral America, Mexico, South America. There are a lot of providers out there. There are published rates; it easy to
shop the rates and the fees. Not so for business, because typically they're going to utilize a bank where they usually
had to go through some setup with one of the bank relationships that they have.

1:H'i|||

And then a lot of businesses don't even know that the rates change. You know a lot of the foretgn exchan
5o thera's a lack of transparency. And iU's just hard to get access to information unless yvou know how and
look”

PAYALL PAYMENT SYSTEMS, INC. 2&
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KEEP IT SIMPLE: KNOW WHERE TO DRAW THE LINE

With amy paymants transacban, whether 45 & payable or 4 recelivabile, thens will be comman sets of information
For software prowiders, the key is to know where 1o draw the fine on the mtegration, Asking the question “what are
we as a company? What are we not?" is critical. Transcard highlights the importance of this approach and how it
becomes clear | the mark s overstepped,

" we start bullding functionality upstream of that transaction, then we run inta the

issue you're talking about, which is then all of a sudden, where do you stop? And

then all of a sudden, you start looking at accounting or partial system, 5o for us, it's

haw'| ng very clear designated lines on wherne we pick up and where we don't ga”

Baaring this key tenel in mind, the integration should be as simple as possible and easy 1o mamtaln Remaining
within the hmits of the information that is actually required for a payment and the types of data that will be
exchanged can ensure that a software provider does not create a problem (for the SME operator) while trying to
enlve & probiem (far the SME operatar).

STICK TO WHAT YOU KNOW, PARTNER UP WISELY

AML and fraud-prevention measures, |I and data verification, end-to-end wisibility and ongomg techknical support

e ail pre-requisites for a smooth user ERPEFENCE.

IN AN IDEAL WORLD

Software empowenng local cleanng institutions and cormespondent banks to directly execute venfication ot the data
collectan and checks run by foresEn disbursers |s now avallable, Cotical steps in the process including sanctlons
checks, electronic 1D venfication of foreign owners, company directors and their commenial activities can be

effected and validated instarmtaneo L5y,

Real-tme sounce of funds checks, automated due diligence checks and dynamic KYLC can be performed before the
transaction o actually processad. Software that provides the ability 1o see-through to the disbursars KYC checdks and
digitally register that these steps have been taken, mther than taking the disbursers word for i, offers visibility that

regulators and enforcement agencies demand

A : Real-time and automated Digitally register that
" sl processing O Fs 3 -'__'-.I
[ % : | H3 source of funds and due f[_“.. all these steps have
W=/ sanctions chiecks =1
ditigence checks been taken,
; / : Electronic |D verification of
_ Dymanmic KYCC s performed The ability to see-through =
é’_@"- before the transaction is !é? ) tothe disburser's KYC ff,h‘.'] h!-lfl;'-|gl'|- ol Sl
o <4 = directors can be effected

actually processed checks i
and validated instantly.

Souree: Papall. De #isking Crss-Sorder Aoy ments. Sofware o, Sled --#H' ym
{
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As artificial intelligence and digital advances spawn new risks, combinations of leading software technologles should
together be able to create a seamless workflow for the time-poor SME.

AN EVOLVING PROCESS NEEDS JOINED-UP THINKING

PCI Security Standards Council

Forward-Looking Collaborative

Payment Security Standards and Resources

o7 = 02 = 03 = DG =
Managing Global Validating and Listing Traiming, Testing and Providing Free Best
Payments Security Products and Solutions that Qualifying Securlty Practices amd
Standards Maet PCI 55C Standards and Professional and Payment Security
Program Requirements Organizations Resources
Clech for Froud” video W Sowros: L SECurily Standands Cowd

The very best cross-border payments sofutions must be software-based and constantly evolving, creating interfaces
at each step in the process that minimize work for the user and maximizre speed, efficiency and transparency. The
historic complexity of global correspondent banking networks with numerous manual steps led to a culture of de-
risking that squeered out the small customers—the SMEs.

Software splutions and cross-border rails that can deliver safe, instant and transparent payments capabilities are
now avallable for these same SMEs. Some joined-up thinking from regulators, policymakers and the industry can and
should begin to turn on these vital taps of global trade.

in short, and In order of impartance, SMES need:
1. Good usor eaperiencs, similar o consumes payments products
2. Seamleas, end-1o-end wvisibility, transparency and functionality for cross-barder paymaonis
1. Paymant system embadded into accounting/invoicing/ ERP system
&, Transparency on fees, notably the FX component

5. Ongoing education and software support as risks frequirements evolve

PAYALL PAYMENT SYSTEMS, INC. %
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I MAKING & RECEIVING PAYMENTS

ADDRESSING THE KEY ISSUES

On average, more than one-third of SMEs globally have encountered some sort af issue while attempting to make a
cross-border payment that resulted in a late or failed payment. This stark statistic, from Mastercard’s Now. 2023
Borderless Payments report, at the very least demonstrates how much reom for Improvement les ahead in this
payments subsector, We can support the SMEs who are not just impartant for their communities but are mare
connected to the global economy than ever.

Proportion of SMEs that Experienced an Issue that Resulted
on a Late/Failed Cross-Border Payment (by Market)

Bempil us Cawdn Sngapoes Mesizo  France UE  Gemmany Philippses
.lnu- .ld'rl-l:l
Sowroe:

The list of issues that contribute to these backlogs is significant, sometimes geographically driven and often a resuft
of the business shift from in-person payments to online. As the use of digital apps continues to increase, the viability
and SME market share of bank websites and bank mobile apps will come under increasing pressure unless certain
negds are met.

CORRESPONDENT BANKS V5. FINTECH MOUSETRAPS

A major threat to banks” long-standing position in the SME payments arena is of course from the fintechs.
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Citl Global Insights’ Future of Finance Head Ronit Ghose neatly articulates how hintechs continua o take marked
ehare by rolling out to CMEs sernces and a user experience haned in the consumer Space and effectively Building

“mousebraps”

Interestingly, ChatGPT cited banks fifth 2nd fintech seventh in its list of ways in which SMEs can streamline thelr
cross-harder payments, IT anything, banks’ abshity o improve the situation Dkely ranks higher and intech’s lowly

seventh place seems fair assuming the SMEs become more proactive, which theay wall

Lower fees, greater visthility and a more user-friendly feel 1s something the banks have struggled to compete with. To
avold losing further market share, banks can and should [ook to partner with innovative software providers across
the vanous steps in the cross-border process Fees will undoubtedly continue 1o head soeuth, but there 15 no need For

a race to the bottom, yet.
WHITE-LABEL PARTNERS, BEST-IN-CLASS USER EXPERIENCE

For the cormspondent-banking model, the option to offér the user experience that the SME needs 1s al ready
available with the combination of white-label software, best-in-class user experience and the backstop of a bank's
brand and capital

#2, Future of Cross-Border Payments
C !t I Who Will be Moving 5250 Trillion in the Next Five Years?

“We're seeing FinTechs excel in offenng easy to use, seamless, digital-hirst cusiomer expenences, They

often provide solutions that are deslgned and customizable for the unigue neads of the SME client

Ve see bwo key propostions being browght to the market by fnTechs to capture market share, The first 15
consumer-facing apps or direct-to-consumer propositions, The second is the infrastructure layer
proposition, whers FinTechs white-label sennces from doud providers and focus on key features such as
price, speed, automation, transparency, and compliance FinTechs are good at leveraging the best of what

s available, harnessing new technologies, and croating new ecosysteme”

Source L1 Tuture of Cross-Border POVments. 2080

ANATOMY OF PAYMENT

At its simplest, the anatomy of making a payment can be broken down into three key constituents, all of which must

be automated, made transparent, efMcent and sasy to use, One way 1o understand the process is Lo break It down

imto three constituent parts, as betow, and understand that these are very distinct steps in the process for SMEs.




Transcard, for example, focuses on the upstream plece of the workflow process which |s baing connected into
accounting or ERF systems, or indeed any system or record where payments are being orginated, Some of the key
challenzes and areas to address for the SMEs are briefly discussed below though the list is not exhaustive.

DATA EXCHANGE AND SUPPLIER RISK

The systemic risk, the discomfort (having to ask for, store andfor hand over payment details and business
information), the effort and financial cost inherant in the current SME payments workflow is a problem that urgently

negds resolving, And this discomfort and risk pertains not only to the payment inltiator but also the recipient

Data protection, PSD2, employee compliance with data rules and the like all come into play for an SME when
payments and data are involved. If the disburser, for example, could let the supplier know that their bank would be

contacting the supplier for all their detalls, much of this fear and discomfort an both sides |s immediately removed

"The third piece of that with the data 1s really getting the data to flow, to make the

workflow seamiess. 5o that decisions are peing made H|E-'-I_:: the way. Instead of

b g to oo back and ask Tor data, getting the data properly presented along the

Way |5 super important”

MAKING MASS | BULK PAYMENTS

A startiing truth about one of the key challenges SME and sole traders face is the inability to pay more than one
person or company at a time. If you need to pay your five software engineers, or 13 contractors, in most cases each
payment must be distinct, with & reclplent name and an IBAN number entered in a slow and painful prooess,

The difficulty in making mass or bulk payments is surprising. As the world continues to turn more global for smaller
businesses, and as marketplaces increasingly dominate, this ability is increasingly crtical
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FLEXIBELE PAYMENT DESTINATIONS

Far much of the emerging and developing world, having a bank account is not necessarily the norm. Given an often-
endemic lack of trust, desire or ability to hold a bank acoount, disbursers must be-able 1o embrace a number of

options from cash pick-up or payment to-an existing debit or credit card, through mobile money accounts to virtual

card payments and digital wallets,

The payment mechanism suitable for a given SME 15 thus alse, in part, determined by the needs of its reciplents.
Disbursers need to be forward-thinking enough about alternative forms of financial services (as well as backward-
looking—cash) to ensure that they can meet the needs of the reclpient, whether that recipient is banked ar notL

DELIVERY CONFIRMATION & 5TATUS OF PAYMENT

There |5 often a vawning gap between the best-in-class timeframe that a bank will say it can deliver a payment and
the reality. The preblem bere is one of transparency and a lack of delivery confirmation—again this s critical both for

the SME making the payment and the recipient

o

WHERE'S MY MONEY?! &
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In-a similar vein, the status of a payment—where is it and why is there a delay—is a huge source of frustration for
payors and payees alike. Technology with end-to-end visibility already exists and can help solve this problem,

REPORTING OF TRANSACTIONS

An additional pain point SMEs face when using traditional banks for cross-border payments is transaction reporting.
Many banks offer limited and incomplete payment information, rendering it difficult to reconcile, This then adds
unteriainty to their cross-border banking operations as businesses stroggle with a lack of transparency in
transaction reports and currency conversions.

As discussed previously, the pain points SMEs face cannot be addressed with a one-size-fits-all approach, BUT they
do all have cne thing in common. The user experience. This alone can determine the order of business and where 1o
start for any given provider—most especially the banks.

It will alse demonstrate which parts of the value chain—or anatomy as depicted on page 30—must be reimagined Lo
resalve the pain points. Software, with functionality to seamlessly link these steps, is increasingly available 1o
address most of these issues and a new mousetrap doesn't need to be built to creale a whole new set of
frustrations. And speaking of mousetraps ...
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| PUTTING CBDCS TO BED ... EARLY

The role that central bank digital currenclies (CBDCs) may fulfil within domestic and cross-border payment systems
continues to enjoy a surprisingly large amount of airtime. From an SME's perspective, however, and certainly for
cross-barder payments, it appears highly unlikely that soversign digital currencies will move the SME needie where it

matters—namely im proved user experence driven by proaduct dosign,

CBDC Overview
Maney-related Payments-related
El Legal e e ung [nfastructure r,"?':;-.:’
|:_| :  Cash suppiement Compeigion -";'E'j'v

Sooroe: Lintin Amangpn ipernal of Cenpmd Aonéng, implamesting g retoil CROC lessons isgrned gnd wey insights, LN

would probably come away with a conclusion that having the ECB fritter away &

huge amount of maney on 3 adical retail CBDC is a complete nonsense—actually

In & late-20273 speech, Toblas Adran, IME Financial Counsellor and Directar of the Monetary and Capital Markets

Department, noted that approximately 80% of countries were exploring the potential of CRDCs

Benefits cited range from replacing cash in island economies to enhancing resilience in mare advanced economies (o
improving overall inancial inclusion globally. Certainly then, COBCs are much in vogue among central banks and
policymakers Hl_|1|1.1||'¥,

DOWN THE RABBIT HOLE?

Howewer, before disappearing headlong down this particular rabbit hole, Ity important te frst acknowledse 8 key
delineation between wholesale and retail COBLs, in much the same way as the payments [andscape draws a
distinction between high-value payments and regular, retall-griven smaller payments. it 5 also informative to ask
whal the mothvatons and potentual Denefits of & retall CBDC are.

[~
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User Reality vs. Industry Fallacy

Jonathan Tyce interviewing Ronit Ghose

o s 110
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A5 Ghose explains, retail CDBCs are effectively being built in many parts of the world because of a fear that
policymakers have of Big Tech companies taking over point-of-sale payments. China's foray into central bank digital
currency—launched a decade ago with pilot-testing of the digiyuan running since 2019—is a prime exampie of this,

Fully controfled by the PBoC, the digivuan is seen as an official alternative to digital payment solutions developed by
private-sector actors and in reality, was a direct response to the duopaoly of the Ant Group's Alipay and Tencent's
WeChat Pay.

STRATEGIC AUTONOMY

Wholesale COBCs are a whole different baligame, with "strategic autonomy” the label often applied to the rationale
behind their creation, Effectively an insurance policy against losing access (o the LS. dollar-based payment system,
wholesale CDBECs are alternative payment rails that may not see much traffic but the use case and justification for
the huge development costs will be more than justified should they ever be needed.

“if people measure [wholesale CDBCs| as where is the ROI based on number of transactions, that's the wrong metric,”
Ghose continues. "This is a national soversignty insurance policy ... The WS, is in no rush o build it because why do
they need insurance against themsetves?”

&0, in short, it is very likely that CDBCs are here to stay, for all of the reasens (insurance and curtailing Big Tech) cited
above and more. That said, it alse seems unlikely that they will play any meaningful role in the SME cross-border
payments space in the foreseeable future. From a domestic payments perspectiva, howevar, the motivations behind
their rollout should be monitored closely.
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| FIRST STEPS & USEFUL LESSONS

THE BATTLE IS JUST BEGINNING

Bain & Company estimates suggest that by 2027, banks involved in cross-border business—notably where many
recent entrants offer low-cost soluticns for low-vaiue payments—risk losing roughly 10% of revenues and up to 30%
of profits across all sizes of business customers.

In addition to the threat of néw entrants, Bain pasits that banks that are siow to modernize wholesale payments
technology and evolve their operating model are at risk of losing up 1o 15% of SMB revenues (25% of profits) and 6%
of commercial and large corporate revenues (15% of profits) to more innovative bank competitors.

Customer Expectations Have Risen for Wholesale Payments Features
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Guesstimating market share 15 not the goal of this paper and there are many worthy studies available that will
predict the numbers{see below). Whatever the final tally, twe things are abundantly clear:

1. Banks that do not adapt will not just lose out to the fintech sector, they will lose out ta innovative banks that

adopt a customer-centric model focused on User experience.

2. The SME sactor is ripe for growth, but itwill take innovation borrowed from the consumer model combined with
value-added services to win and protect this high-margin business for many years to come.

So-called neobanks have received many plaudits for responding to small businesses’ need for digital tools with

consumer-like offerings in payments—both acceptance and initiation, as well as tools to integrate SME busi
with third-party providers.
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HARNESS TECHNOLOGY TO BECOME A NEWBANK

A traditional or correspondent bank isat precluded from becoming a neo{new)bank just because they have been
established for decades. Indeed, their longevity, brand and capital strength inspires the trust that SMEs need as they
embark an their growth and cross-barder journeys. Banks just need to understand that they can do a better job
using technology to solve their smaller business customars' problems, And this technology needn't come at a huge
cost—indeed much of the software already exists and is compatible, even to legacy core systems.

Fintech has not won the battle for the hearts and minds of the SME community, but banks are giving too much away
by not focusing on the SME businesses and their user experience.

(4 NEXT UP: FINTECH VS. BANKS

Fintechs vs. Banks will be the focus of the neat whitepaper, with expert stakeholders debating the growing
palns for the payments sactor—especially cross-bonder.

While the improved consumer experience has been the bedrock of this papers analysis of what the SME
space needs, the consumer payments challenge is itself by no means solved when it comes to cross-
border payments.

Likewise, though wholesale cross-border payments were only briefly touched upon early in this paper,
enjoying as they do much attention fram the banks and the regulators, this omission does not mean that

there is not much innovation and work to do in the high-value space.

To conclude, it is worth noting that the interlinking of fast payment systems is one emerging giobal theme
that will undoubtedly help to address the global challenges in cross-border payments, with the likes of
Project Nexus at the helm,

As with the SME challenge discussed in this paper, understanding the various pain points, constituencies
and roadblocks that cross-border payments face and using technology and software to smooth the
transition in is critical.

A an SME level versus, say, the big-ticket wholesale payment cross-border rails, regulators will play a
smaller role in the sector’s evalution, The respansibility and opportunity fall squarely at the feet of the
private sector, regional initiatives and industry bodies to create an SME cross-border payments system fit
for purpose. The social and economic benefits of getting this right are huge—a genuine WIN-WIN scenario
waiting to happen

If you enjoyed this whitepapper
Check out the first one in the series: Discover two ideas that will positively impact the U.S. financial services:

"De-Risking Cross- "Two Ways to Strengthen,
Border Payments; ~ Protect and Prepare the
Software vs. Financial far
Sledeshammer” the Futuss"
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Payall Payment Systems, Inc.

Payall, the hrst-ever cross-border processor for banks, enables regulated

hnancial institubions to move monay safely at the speed of data,

Cur mission 15 to make cross-border payments fast, compliant and cost-effective
with a suite of breakthrough avtomated compliance apd risk management
salutions thatl brng transparency 1o the histoncally opagus

world of correspondent banking,

Cross-border payments enabled by our proprietary technology and processes

run on a glabal single shared platform and use our nove| "Know Your Customer's
Customer™ prodoct. The platfarm includes core-like accounts Tor all users, with
spetial-purpose payment processing representing "new raills” for near-instant

and efhclent global payments,

Moreover, cross-border payment reciplents have unprecedented, valuable
charces Lo access and manage thewr money, with payoul options that appeal

to himancially savwy and unbanked indiwduals,

Contact us at:

www pavall.com

contact@Epayallps.com
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