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Understanding the complexity

Before the emergence of Payment Service Providers (PSPs) in
recent years, the retail finance and payments sectors were
dominated by banks. But control of this space has shifted
today, where automation has allowed many payments firms
to cultivate superior data management and deliver the
seamless experience customers now expect.

Armed with an innovative and data-centric approach, these
upstart firms continue to offer genuine and immediate
competition to traditional banks that also operate in the
growing payments sector. Consequently, banks must develop
more data-driven business models to keep pace with an

increasingly competitive payments landscape - a highly But acquisition might not be an option for some, in which

complex challenge. case the answer is to streamline, upgrade and/or replace

In particular, banks face challenges to improve the efficiency outdated legacy infrastructure and processes. For many in the

of cross-border payments, the end-to-end domestic and payments space, this is likely to involve investing in automated

international payment experience, multi-payment integration capabilities, Artificial Intelligence (Al), Machine Learning (ML)

and business-to-business (B2B) payments. and Application Programming Interfaces (APIs).

Added to these challenges is the growing volumes of digital By investing in emerging digital technologies, banks can

payments and transactions that now characterise the global address evolving customer preferences, mitigate risk and

payments space, which creates direct pressure for many achieve regulatory compliance — essential elements for

banks that still rely on legacy infrastructure, manual processes remaining competitive in the payments landscape of today.

and disparate systems.

Banks that decline to modernise systems will fall behind more ‘ By investing in emerging digitCI/

efficient competitors and leave themselves vulnerable to : .
P technologies, banks can address evolving

regulatory breaches. Recognising this, some of the world's L X
largest banks are now acquiring PSPs to expand market share cust.omer preferences, mll:’gate risk and , ,
for payments processing. achieve regulatory compllance.
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Methodology

Banks will have a range of questions as they set out to
transform their data management. To help firms understand

MAUTOREK

Key findings: biggest pain points
when receiving or delivering data

While automating data flow has been a priority for some years

and respond to these challenges, we partnered with FinTech
Futures and Informa Engage to survey more than 50 senior
professionals from the financial sector.

now, it is clear that many firms remain beset by inefficiencies.

In our research, firms highlighted legacy systems, poor
interoperability, manual processes and regulatory requirements
as the biggest impediments to automation. These pain points are
likely interlinked, with legacy systems and poor interoperability
exacerbating the complexities of manual processing.

The report aims to better understand the complexities firms
face when using automated technologies to handle payments
data, remain compliant with evolving regulations and achieve
growth plans as we head into 2022.

Although a variety of financial institutions took part in the . .
survey, a large focus was placed on banks or credit unions ‘ ‘ Helghtened risk of error, regulatory

(60%). A further 12% represent investment managers, 12% for breaches, and laborious and Cost[y
lending and a combined 10% for trading and private equity. processes are all associated with manual , ,

Around 3in 10 respondents hold Managing Director or Director pI’OCGSSiI’)g
level positions, and a combined 18% hold Vice President or
C-Suite positions. Just under half of respondents are based in

EMEA, while 37% are in AMER.

The risks presented by manual intervention especially are
by now well understood. Heightened risk of error, regulatory
breaches and laborious and costly processes are all
associated with manual processing.

Which of the following best describes your job level and regional location?

Job level Regional level

C-suite Manual intervention also works against scalability, requiring

additional headcount to manage growth. In addition, tasks such

EVP/SVPIVP as preparing files for consumption, matching transactions and
Managing AMER creating reports are deeply time-consuming. Perhaps worse,
Director/Head of . .. . .
these inefficiencies often distract staff from more complex and
Director 8 APAC value-added tasks.

It is unsurprising that regulation has emerged as another key
pain point, considering that the quantity and complexity of
regulatory reporting continues to increase year on year.

Manager
9 @ EMEA

Supervisor

Other
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What are your biggest pain points when receiving or
delivering data? (Select up to three.)

Manual processes

Legacy systems

Poor interoperability with
existing systems

Meeting regulatory
requirements

Slow operational / non-
technological processes

Handling payment
volumes efficiently

Indeed, some of the world’s largest banks have incurred fines in
recent months, and firms will not need reminding that the costs
of non-compliance are substantial both from a financial and
reputational perspective.

While only 10% of respondents cited handling payment volumes
as a key pain point, is it easy to imagine that this option would
be more commonly referenced if the question referred to future
volumes, which are poised for exponential growth.

The issues highlighted here put more emphasis on the
importance of:

« Intelligent workflows to manage data flows and key activities

+ Arules-based system to perform reconciliation matching and
labelling exceptions

« Configurable user interfaces to remove dependencies on IT
teams

« Exceptions and breaks management and detailed reporting

MAUTOREK

In-house solutions are the most
common for data handling and
payment operations

Respondents are most commonly using an in-house IT platform
for data handling across their payment operations. In fact, there
is a higher reliance on in-house systems in this sector than in
many other areas of business.

One-quarter of respondents continue to rely on spreadsheets
and/or manual processes, leaving around one-third using third-
party systems, whether on a subscription basis or off-the-shelf.

Firms that take a mix of approaches are more likely to have
overlapping databases, which in turn makes it difficult to gain
an accurate, integrated view of business performance and
operations to inform decision-making.

Yet again, the responses to this question point to wasted time
and money. This will likely be for upgrades, with legwork needed
to ensure that new systems are effectively integrated with
existing IT infrastructure.

Which one payment option does your firm rely on most heavily
for data handling across all payments operations?

Anin-house platform

Spreadsheets / manual processes

Subscription-based system from
3rd party vendor

Off-the-shelf system from 3rd
party vendor
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The challenges of growing
payments volumes

With an explosion in the volume and complexity of payment
transactions in recent years - particularly through fragmentation
associated with digital payments — the headaches have
increased for payment operation and settlement teams.

In response, many firms rushed to make their products more
scalable at the front end, without a proper understanding of

the impact that would have on operations and settlement
teams. Doing this has left many workforces overly stretched and
unnecessarily increased hiring costs to backfill these teams.
Additional pressures across the geographical reach of PSPs has
only added to the need for enhanced data transparency, speed,
accuracy and accountability of operational processes.

Firms should be conscious that managing and reconciling
growing data volumes with spreadsheets or in-house solutions

is a task of infinite complexity. Even worse is that operational
inefficiencies arise when we continue using these outdated
solutions, which often rely on internal servers, require continual
hardware maintenance and are not scalable to business growth.

‘ Firms should be conscious that managing

and reconciling growing data volumes
with spreadsheets or in-house solutions is a , ,
task of infinite complexity.

What do firms think about their
jurisdiction’s regulatory body
audit and control?

When asked about their jurisdiction’s regulatory body audit and
control around current regulatory reporting infrastructure, the
answers were fairly mixed. Almost half of respondents consider
it appropriate (46%) while a third consider it too strict (32%) and
22% considered it somewhat or far too lax.

How would you characterise your jurisdiction’s regulatory

body audit and control around your current regulatory
reporting infrastructure?

W @ Fortoo lax

Somewhat lax
@ Appropriate
B somewhat strict

Far too strict

When we look at the geographical breakdown of responses,
we see that those financial institutions in central and south
America were considerably more likely to view their regulators
as lax than was the case with their European and Asia Pacific
counterparts.
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What client money procedures
are in place?

To ensure client money is appropriately safeguarded, firms are
most likely to employ KYC (69%), SSL certification (62%) and AML
transaction monitoring (58%).

Some answers here will clearly be determined by the types

of institutions and their activities. Nevertheless, the breadth

of potential solutions needed to safeguard client money
effectively reflects the complexity surrounding this area. It is
entirely understandable that many institutions are applying
multiple measures.

Regulators have always been heavily focused on firms’
compliance with client money rules, but this has intensified
since the financial crisis, which highlighted the importance of
proper segregation and reconciliation of client money. In recent
months, the regulatory spotlight has turned to those in the ever-
growing non-bank Payment Service Provider (PSP) sector and
Electronic Money Institutions (EMIS).

What procedures do you have in place to ensure client money
is safeguarded? (Select all that apply)

Know Your Customer (KYC)
SSL certification

AML transaction monitoring
PCl compliance

Watchlist screening

3D Secure

Tokenisation

Address Verification Service

other [l 2%

Consistent with the rest of our findings, reliance on manual
processes will reduce competitiveness, heighten costs and
increase the risk of error — all of which are especially important
in a digital, 24/7 world. Firms will not need reminding the
financial and reputational risk this entails.

While effective client money procedures is deemed best
practice in the payments industry, banks should certainly follow
suit as ring-fencing client funds against operational funds will
be essential moving forward.

How are firms selecting a system
for handling payments data?

Many banking firms have built their core infrastructure over
time and include more than 20 disparate systems, none of
which are designed to interact with one another. Because
these systems are written in varying generations of software,
the end result is siloed data and a multi-layered architecture.
It is therefore no surprise that almost 8 in 10 respondents here
point to simple integration with existing infrastructure as a key
factor when selecting a solution for handling payments data.

Without an integrated architecture, banks cannot hope to
outgrow legacy systems and compete with market disruptors.
This push for interoperable technologies is likely to mean an
APIl-based solution — one that can automatically import and
export data in any format, to and from any source, including
accommodation of ISO20022 messaging.

Without an integrated architecture, banks

cannot hope to outgrow legacy systems

and compete with market disruptors.
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What are your top three considerations when selecting a system Growth ta rgets and pOSSible
for the handling of your payments data? (Select up to three.) . .
Impediments to growth plans

Simple integration with
existing infrastructure

Particularly notable are the concerns from the vast maijority of
respondents that scalability and regulatory pressures could or
most likely will impede growth plans over the next three years.

Cost

Speed Hallf believe this to definitely or probably be the case, with

another 38% seeing it as a possibility. Of the questions put to the

Intuitive Ul / UX respondents, this one elicited the most clear-cut answers.

The pressure is likely to be two-pronged — external changes
comprising further regulatory changes and further payment
volumes and complexity, alongside internal issues, as noted
above.

Low maintenance

In today’s world, any system will need to be fully compatible
with a cloud environment, including Saas offerings. In addition,
firms will need a single, consolidated platform with intelligent
workflows to manage data flow and key activities.

Clearly this speaks to a loss of competitiveness that is likely to
hit firms’ bottom lines unless addressed.

i o ] Has your organization achieved Will scalability and regulatory
Many firms with in-house systems have discovered that its growth targets in the last 18 pressure impede growth plans
continually amending and updating these solutions, which months? over the next three years?

are often rigid and inflexible, is a substantial task for IT teams
as data needs and regulations change over time. With this
in mind, it is entirely understandable that one-quarter of
respondents say that low maintenance is a key factor when

Definitely

. . Probably
selecting a system for handling payments data. .
Yes
In addition to simple integration and low maintenance, two- possibly
thirds of respondents are conscious of cost, while just under ®No

half are conscious of speed when selecting a solution.
Probably not

No
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ate TOnagomOnt procataes & finance

Holp s on the way for many nstiutions in the form o automation

emerging technologies such as Al, ML and APIs. Reflective of

this trend, only a smalll set of respondents (12%) have no plans ft

to apply technology to resolve business issues. From other so Wa re
respondents, technology is either in place (one-quarter), under

implementation (31%) or planned (42%).

These new technologies are intended to create the AutoRek is designed to fit your needs. By creating a
interoperability that so many institutions are clearly missing,

as well as remove or significantly reduce manual interventions golden source of validated and enriched data, the
and use of spreadsheets. solution ensures your data is prepared and presented

Applying an Al, ML and API-based platform can elevate rates of 1 bUSi l bl .
reconciliation matching for one to one, many to one, and many to meetall your businesses regulatory obligations.

to many scenarios. Such solutions carry additional benefits AutoRek is com p[ete[y flexible and can easily adjust to
of superior exception management, breaks management, : : : . )
categorisation and ageing. ongoing regulatory changes in the financial services

market.

Has your organisation implemented modern technology
such as Al, ML, APIs to help monitor and streamline your
current data management processes?

@ Yes, we're live now

@ Yes, we're in the process of deploying
@ No, but planning to in next 12 months

B No, but planning to in next 24 months

No, and have no immediate plans to do so

HMAUTORLEK
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Using technology to streamline process flow will allow firms
to ingest, validate and enrich data to guarantee validity and

transparency, as well as bringing resilience and flexibility for future

requirements — a highly desirable goal for regulatory reporting.

In turn, this should release staff from laborious manual processes

to refocus on more complex tasks, alleviate dependencies on
IT teams through configurable user interfaces and remove
limitations on scalability.

The bottom line

Above all, the findings discussed in this report demonstrate
how more firms are pushing for automation to enhance data
management, increase efficiency and gain a significant
advantage over competitors. Slow-movers should ultimately
be aware that those who fail to adopt emerging technologies
will find themselves falling behind in an increasingly fast-
moving and competitive landscape.

About AutoRek

AutoRek paves the way for a new era in reconciliations and
data management. Automation is the future of the modern
workplace and organisations must adopt automated
technologies to benefit processes, people and profits, and to
remain competitive.

AutoRek is trusted by a comprehensive list of blue-chip clients
across an array of sub-sectors within financial services. The
company partners with traditional asset management firms,
hedge funds, brokers, investment and retail banks, payment
providers and insurance firms.

The AutoRek platform services more than 70 clients worldwide,
including major players in finance, banking and payments,
such as the Bank of England, Nationwide Building Society,
Omnio, Worldpay, Freetrade and Lending Works.
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About FinTech Futures

FinTech Futures is the trusted digital publishing platform for the worldwide fintech
community — providing daily news, in-depth analysis, and expert commentary to
industry veterans across a comprehensive range of areas.

Our solid reputation, combined with in-depth coverage across global fintech, makes
us the leading resource for technology buyers, sellers, developers, integrators, and
other specialists across the sector.

With an active presence across key B2B social media platforms including over 50,000
followers on both our Twitter and Linkedin pages, we deliver upwards of 400,000
impressions monthly through social media alone. This combined with over 200,000
monthly page views on our website, makes us the complete platform for connecting
with a relevant audience in the fintech space.

As well as this, our daily newsletter is delivered to over 35,000 key decision-makers in
the financial services and technology sectors.

Want to stay informed alongside the industry’s best? Sign up today and never miss
a story.

Reports & Surveys To reach new

7 o
Sponsorship opportunities are pros peCts, tq I k tO.
available for our surveysand 5
well-researched topic-specific reports. Jon Robson

Head of Sales
Email: jon.robson@fintechfutures.com
Tel: +44 208 052 0423

FINTECH | pepoRTS
EFUTUHES' Sqm Hutton
Business Development Executive
Email: sam.hutton@fintechfutures.com

Tel: +44 208 052 0434

Visit www.fintechfutures.com for
a full list of our reports in 2022

Solf-service banking:
The key to customer
acquisition and retention
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