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In its sixth year, the World Payments Report discusses key industry challenges and the
strategic considerations necessary to address them
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WPR 2010 - Key Findings

The payments business has withstood the
financial crisis well

SEPA and other regulatory changes will continue to

require investments and challenge business models

The transformation of the Payments Value Chain
IS accelerating
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The payments business
has withstood the financial
crisis well




Non-Cash payments continued to grow in 2008 and preliminary data also shows
resilience in 2009 and 2010, despite the global financial crisis

Number of Worldwide Non-Cash Transactions by
Region (Billions), 2001 vs. 2008
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Mature economies still account for above 75% of global market
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Overall growth is sustained by cards, accounting for 58% of overall payments at the
end of 2008 progressively replacing cheques

ChangeinNoni Cash Transactions Paymentso6 Mi»
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Cheque usage is declining - this will be accelerated when communities decide to decommission
them as the UK did in 2009
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Global e- and m-payments markets have grown rapidly and non bank PSPs have
captured 8.6% due to innovation in technology and effective business models

Number of Transactions (Billions)
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Their market share represents only 0.6% of global payments
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Euro cash in circulation is expanding, and it is likely to keep rising unless merchants
and consumers are incentivised to switch to easy to use non-cash payments means

Comparison of Cash-in-Circulation vs. Non-Cash Transactions per Inhabitant in the Eurozone, 20027 2008
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Source: ECB DWHG 2008 figures, released Nov. 2009; Bank for International Settlements - Red Book - 2008 figures, released March 2010; IMF database; National
Central Banks; Capgemini analysis, 2010

According to estimates of EPC, cash payments cost the EU economies 050-U75 billion per year,

and that should motivate stakeholders to take determined action to discourage cash payments
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SEPA and Regulatory
changes will continue to
require investments and

challenge business models




In Europe, several developments have taken place towards SEPA and PSD adoption,

but some challenges still lie ahead

PSD

PSD, critical to SEPA, has now been
implemented into national law in nearly
all countries, though some remaining
ambiguities reduce:

A the level of harmonisation across Europe

A the potential for banks to capture region-
wide economies of scale by standardising
and industrialising processes and systems

SEPA

SEPA implementation is progressing,
but lagged expectation:

A Nearly all stakeholders now agree that full
SEPA migration will lag unless reinforced
by a regulatory push endorsing mandatory
end dates for the use of legacy instruments

A In November 2009 both variants of the
SDD scheme were launched as planned

A As of April 2010, nearly 60% of European
banks offer the service, but as yet there is
very little demand

A SCT migration in 2009 was slowed by the
effects of the financial crisis and the lack of
a compelling business case for users to
adopt SCT in the short term

A As of May 2010, SCT transactions
accounted for only 8.1% of all eligible
credit-transfer transactions

Other regulatory pressures continue to affect the payments industry worldwide
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Industry-wide global regulations are increasing in response to the crisis, creating
intense pressure on the industry

Basel Il Framework
and new Liquidity
Requirements

AML / ATF

Standardisation

A Given the growing regulatory focus on liquidity, more stringent measures
are likely to:

A increase costs

A require strategic repositioning for some banks to rethink their participation in
the payments and transactions banking businesses

A encourage banks to look for more stable sources of funding, such as retail
accounts and/or retail prepaid cards

A AML and ATF provisions are also having a potential impact on payments
processing lead time and costs:

A reduction in the efficiency of payment systems
A slowing down of the rate of STP
A rise in the cost of payments processing

A Standardisation could help to increase efficiencies and reduce costs in
the payments arena by:

A improving end-to-end STP rates
A streamlining processes

A potentially providing a competitive edge to some providers while reducing
costs for end users
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The transformation of the
Payments Value Chain is
accelerating




The payments universe is expanding from its initial one-dimensional bank-to-bank
relationship to the more complex interconnectedness of world payments

Payments universe is becoming more complex and expansive (moving to D3)
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Level of interest of different industries in the payments business

Technology, competition, industrialisation and regulation have acted as catalysts to transform the

dynamics of the global payments business
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Banks need to decide to what extent payments are core to their strategies and
proactively re-design or accelerate their implementation roadmap

The global economic Banks should employ Banks will need to
crisis is accelerating the parallel revenue -focussed balance third parties
pace of the evolution and cost -focussed collaboration with

strategies internal investments
A Reduction in global trade Revenue -focussed strategies A Partnerships
, volumes A Portfolio enrichment
A Liquidity and confidence A Addressable market A Sourcing
~ Issues enhancement
A More stringent regulatory A Client retention

burdens A Payments Factories/Hubs

Cost -focussed strateqies

A Looking for additional
volumes

A Process and technology
efficiencies

A Cost rationalisation
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Partnerships will enable revenue-focussed initiatives while insourcing and outsourcing
are integral to cost-focussed initiatives

Partnerships Insourcing and Outsourcing

A Speed of time i to i market A Acquire volumes, scale and efficiency
A Spread investment expenses A Offset other rising expenses related to
A Reduce operating costs of new payments re%ulsaéoprx requirements (e.g. Basel i
Benefits initiatives an )
A Extend footprints (e.g. geographically,
farther into client value chains)
A Volatile models of sourcing should A Carve out the payments business from
require iterative controls to ensure the the legacy environment
business objectives are being met A Implement change management
Challenges A Risk of lowering the level of barriers to programmes

entry to certain service arenas

A Collaboration-oriented culture and
organisation

A Restructuring of the organisation

A Formulate proper agreement and SLAs
to avoid loss of control of the business

A Ensure a well-defined and predictable
cost/revenue structure
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Effective and efficient operating models are critical to enable partnerships and
sourcing to achieve payments strategies objectives

PARTNERSHIPS

Processes & Architectures

enabling Banks propositions
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PROCESSES & ARCHITECTURES (siloed, centralised, Factory, Hub)

Source: Capgemini research and analysis, 2010
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Redesigning payment processing into Payment Hubs can enable faster and softer
execution of revenue- and cost-focussed strategies

Centralised and integrated payments

system allows:

A Easier performance measurement and
monitoring

A Customised, enhanced value-added service
offerings though information analytics

A Tailor pricing and billing according to required
business objectives

A Faster and cheaper response to regulatory
changes

Banks options on payments business

_ - Improving

ait and See efficiency
Investments o oo
Revenues o000 000

@ Negative impact @ Positive impact

Payment
Hub

The choice of the shape of the Hub should be based on a solid business case
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As a conclusion: Banks that want to build profitable and sustainable payment

busi ness wi | | need to é

Define the role of
payments in the
overall Strategy

Size the investment
and risk

Cope with Regulatory
Challenges

Grow and Capture

the Market
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Available at
www.WPR10.com
www.capgemini.com/WPR10

Thank You




