. NAPCPCOMMERCIAL

Card and Payment Conference

14th Annual ¢ New Orleans ¢ April 14-17, 2013

y National Association of Purchasing Card Professionals

Claudia Swendseid
Senior Vice President
Federal Reserve Bank of Minneapolis

©2013 Federal Reserve Bank of Minneapolis. Materials are not to be used without consent.

© 2013 NAPCP



Disclaimer

The opinions expressed are those of the
individual presenter & not those of the

Federal Reserve System or any Federal
Reserve Bank
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About the Fed

We actively engage with diverse

stakeholders of the payments
system to understand their needs
& determine what actions the
Federal Reserve can take to * Provider of payment services
. to financial institutions
improve the U.S. payments system

in ways that benefit all users.

e Central bank of U.S.

e U.S. government’s bank

* Mission in payments: Foster
the integrity, efficiency, &
accessibility of U.S. payments
& settlement systems in
support of financial stability
& economic growth
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Remittance Coalition

e What itis National group of associations, small & large
businesses, financial institutions, vendors, standards
development organizations, & others

— Formed in 2011

— 223 members & growing
(including NAPCP)

i
— Yd

* Mission Work together to solve problems related to
processing remittance information with B2B payments in
order to promote use of electronic payments & more
automated straight through processing
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#1 in Transaction Volume = Checks
#1 in S Value = Wires

B2B Volume B2B S Value

Debit
Card
6%

Checks
19%

Checks ACH

56%

Sources: NACHA, Federal Reserve Wholesale Product Office, CHIPS, 2010 Federal Reserve Payments Study
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Most Businesses Rely
“All or Mainly” on Checks

To Make B2B Payments To Receive B2B Payments

N=654 N=656
Don't Don't

know, Mainly Other, know,
8% card, 7% 3%
3%

Mainly Otbher,
card, 3%
3%

Source: 2012 Remittance Coalition Survey
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Checks Are Main Method for All
Organization Sizes

To Make B2B To Receive B2B
Payments Payments

62%

Larg; _>2$95700M m All or

(N=297) Mainly
Check

Medium $50- 70% 7% = Mainly

500M (N=159) ACH

73% ™ Mainly
Card

Small <S50M 79%

(N=132)

Source: 2012 Remittance Coalition Survey
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Checks Used Most With
Less Frequent Trading Partners

Main Main
Payment Payment
Method Method By

Buyer Uses Which
to Pay Major Other Supplieris | Major Buyers | Other Buyers
Supplier Suppliers Suppliers Paid

Checks

Checks 49% 47%

ACH Credits 26% 23% Sz hiE 26%

Wire Wire

S 17% 10% Transfers 19% 12%
P-Cards 5% 3% 3% 1%

P-Cards

Source: 2010 AFP Payments Survey
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Use of Purchasing Card Programs

* Improved efficiency over
checks
Not
— Estimated savings of 55 to 80 Using; No
percent of check process cost Plans,
« . o,
e Originally targeted for low 31%
value purchases; now used for
some higher value purchases
e Larger organizations (over
S500 million) are about 3X
more likely to have p-card Planning
programs than smaller ones* [ Use 3%

Deploying,

3%

Nearly 2/3 of Businesses
Use P-Cards

Sources: Pie chart data from PayStream Advisors, The Value of Purchasing Cards, Q4 2012 - 2012 Electronic Payments & Invoice

Automation survey of 600 finance, treasury & accounting professionals

*Phoenix-Hecht 2013 Treasury Management Monitor - usage of payment types by size of organization
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Dominant Fraud Type Experienced by
Businesses? Checks!

% of Businesses Subject to Attempted
or Actual Payments Fraud in 2011

Checks I 25%

ACH debits __ 29%
Corporate/Commercial Purchasing Cards __ 20%
Consumer/Small Biz Credit or Debit Cards _- 12%
ACH credits _l 5%
Wire Transfers _I 5%

Payroll & Other Benefits Cards P 5%

Source: 2012 AFP Payments Fraud & Control Survey, Association for Financial Professionals, March 2012
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Purchasing Card Fraud

e Of the 20% of organizations reporting fraud attempts
against corporate/commercial purchasing cards in

2011:

Party Responsible for Fraud

Unknown
External Party

Employee

Third-party/
Outsourcer

Source: 2012 AFP Payments Fraud & Control Survey, Association for Financial Professionals, March 2012
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Electronic Payments Benefits

Top Three Benefits of Electronic

Revenues | Revenues

Payments

Cost savings 52% 53% 55%
Improved cash forecasting 40 41 42
Fraud control 37 38 37
More efficient reconciliation 32 30 36
Working capital improvement 28 31 26
Straight through processing to A/P or A/R 24 30 38
Better supplier/customer relations 24 24 20
Reduction in days’ sales outstanding 22 26 18
Ability to take early payment discounts 18 16 20
Source: 2010 AFP Payments Survey
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Top Benefits of P-Cards

Increased convenience for
employees

T 72%

7%

Rebates & incentives from
p-card issuers

Lower processing cost [ 56%
Reduction in procure-to-pa
P PV I 7%

cycle time

Float/ability to increase days
fability ve I

payable outstanding

Source: PayStream Advisors, The Value of Purchasing Cards, Q4 2012. data from their 2012 Electronic Payments & Invoice Automation
survey of 600 finance, treasury & accounting professionals.
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Barriers to More Use of
Electronic Payments

Difficult to convince customers &/or _ 63%
suppliers to send/receive e-payments °
Our back office systems do not integrate _ 4%
easily with electronic payments °
Insufficient internal IT resources _ 38%
Customers/suppliers cannot accept/receive _ 339
electronic remittance information °

It is difficult to verify e-payment is received _ 2%
by the correct account owner °

Using more e-payments is not a 20%
priority for senior management °
Electronic payments cost more 20%

N=609

Source: 2012 Remittance Coalition Survey
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P-Card Professionals Identify
Same Barriers

Perspective of P-Card Professionals
From RC Survey

Difficult to convince our
customers

61%

Back office systems to not
integrate

Lack of internal IT resources _ 39%

N=59

Source: 2012 Remittance Coalition Survey
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Challenges of Implementing
P-Card Programs

Internal resistance to H 7%
“What is the change ’
primary reason  Difficult to integrate .
your organization with A/P systems __ 23%
does not use Suppliers do not .
P-cards?” accept cards B 15%
Concerned about
. I 13%
security
Other [N 21%

Source: PayStream Advisors, The Value of Purchasing Cards, Q4 2012. data from their 2012 Electronic Payments & Invoice Automation
survey of 600 finance, treasury & accounting professionals.
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Remittance Data Definition
Information shared between a buyer & seller to give a
detailed accounting of what the payment is for

Buyer initiates remittance data to:
* Inform seller of payment details
e Justify amount being paid

Seller uses remittance data to:

* Close an open accounts receivable entry

* Acknowledge that payment was received ‘M

* Determine other liabilities (e.g., adjustments, reates,
promotional efforts, special pricing, etc.)
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Many Common Pain Points
with Remittance Processing

Needed data elements are missing from
files received

43%

Receive electronic remittance files in
different formats

We do not have necessary IT resources _ 38%
Staff & time cost of entering remittance _
I 6%
data
Insufficient back office support _ 32%
Do not share common business practices _
i . 29%

with customers/suppliers

N=634

Source: 2012 Remittance Coalition Survey

40%
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Impact of Remittance Problems

* Increases costs to process payments & remittance data
* Impedes adoption of electronic payments

* Reduces ability to automate payments/remittance
processing; increases need for manual labor

* Increases errors in payments/remittance processing

* May reduce ability to reconcile
payments timely

* May reduce ability to maximize
discounts, working capital, etc.
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Solutions Business
Practitioners Want

79%

73%
709
63%  64%65% 66% " 62%
55% 54% 55%
o,
63% 48%
37%
30%
26% 27%
I19% 22% 199
[ [ [ [ l
Develop common Provide education Work with Develop a secure, Develop a universal
business practices & on e-payments technology solution partner reference remittance
processes & e-remittances vendors to directory (B2B warehouse

enable STP Directory)

| All: Preferred Solution - Ranked 1 or 2; N=378
NAPCP: Preferred Solution - Ranked 1 or 2; N=44-54
All: Critical to Have Soon + Important to Have (N=485-524)
NAPCP: Critical to Have Soon + Important to Have (N=44-54)

Source: 2012 Remittance Coalition Survey
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Who Needs to Be Educated?
Customers!

Survey respondents say more education is needed to increase adoption of electronic
payments & automated processing of remittance data. The greatest need is to educate
customers, followed by employees, & then suppliers.

= Regardless of function or industry, customer education is viewed as a priority

73% 70%

51% >7%
’ 46% 46%
3% 3% 4% 5%
e
Customers Employees Suppliers Other None

M Electronic Payments N=564 = Remittance N=563

Source: 2012 Remittance Coalition Survey
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Most Helpful Educational Topics

Tools to help us work better with customers
so they pay us electronically

Best practices for reconciling ACH payments
& remittance info

Choosing right electronic payment

Using new extended remittance
information data in wires

Electronic payment tools to help us get
suppliers to accept e-payments

How to work with our bank to make the most of
electronic payments & remittance data exchange

Source: 2012 Remittance Coalition Survey
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N=521
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Businesses Want to Use More
E-Remittances & E-Payments

High Interest M 5o
Moderate i sL%

Interest

(o)
Low Interest - 3%

7%

Other/Don't [ 5%

know

3%

Source: 2012 Remittance Coalition Survey

46%

B Automating
Exchange &
Reconciliation of
More E-Remittances

Making & Receiving
More E-Payments

N=646 e-remittances & N=635 e-payments

Qg 2013 NAPCP 14th Annual Commercial Card and Payment Conference 28 © 2013 NAPCP



Conclusions from 2012 Remittance
Coalition Survey

1. Businesses mainly rely on checks to make &
receive B2B payments

2. Manual, paper intensive processes are often
used to reconcile related remittance data

3. Common barriers to adopting more e-payments
& e-remittance solutions:

d Trading partners are unwilling or unable to accept
e-payments

d Lack of effective software solutions & IT resources

d Lack of standard practices among trading partners
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Survey Conclusions, continued

4. Businesses want to use more e-payments
& e-remittance methods

5. Top-ranked solutions to solve this conundrum:

1 Develop & promote use of more common
business practices

J Educate customers, employees & suppliers
about e-payment & e-remittance options
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Current Initiatives of the
Remittance Coalition

Education & outreach to promote solutions
Glossary of remittance terms

Inventory of remittance standards

B2B directory exploration

Extended remittance standard in XML to be
used in ISO 20022 messages

Technology vendor outreach
Discount code simplification
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How RC Members Stay in Touch

= Participate in work groups
" Email
= Regular telephone conference calls

= Occasional in-person meetings held
at conferences

= View progress on Federal Reserve Bank

of Minneapolis website:
http://www.minneapolisfed.org/about/whatwedo/paymentsinformation.cfm

= LinkedIn group

= Join Remittance Coalition by sending email to:
remittance.coalition.smb@mpls.frb.org
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Contact Information

Claudia Swendseid

Senior Vice President

Federal Reserve Bank of Minneapolis
612.204.5448

claudia.swendseid@mpls.frb.org
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