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Once upon a time an SME wanted payments services that were easy, fast,
inexpensive and secure ...

A select group of payments professionals came together at the Emerging Payments
Association Asia Roundtable held at EY's Sydney offices on 22 February 2023 to
discuss -

e How over 1 million Australian SMEs with 1-199 employees (96% of them with
fewer than 20 employees) are not a homogeneous group

e That for these SMEs, payments is more than just money going in and going out,
and

e There are significant benefits to be captured by going digital, and delivering
meaningful digitisation is not the be all and end all.

The Roundtable discussed how there may be digital solutions for all of these issues,
prioritised based on the profile of the SME customers that you are serving. It isn't
beyond imagination that a payments discussion with an SME provides an
opportunity for them to reimagine their business model.

Lance Blockley of payments consultancy The Initiatives Group, who moderated the
Roundtable, certainly found it far easier to engage the roundtable attendees on a
one-to-one basis than engaging the multitude of SMEs in Australia!

SMEs are not all the same

“Micro SMEs look like personal retail customers”

EY research of over 900 SMEs globally
highlighted that it is “very difficult to
service the diverse needs of SMEs and
micro-SMEs”. They can often “look” like
retail customers, operate from non-
business premises, want to meet where
they do business, and run their business
using personal bank accounts and cards.

These things go together to make it expensive for banks to service SMEs, we must
“work smarter, not harder”.... certainly an opportunity to introduce digitised
payments (and partner, but more of that later).
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https://www.ey.com/en_gl/banking-capital-markets/the-five-step-journey-to-sme-banking-transformation

The role payments can play

Payments are integral to cashflow - ideally businesses will want to be paid
immediately (as long as it is cost effective) and pay suppliers on terms - but it is more
than money coming in and money going out.

Payments are part of the sales and operations value chain that includes stock
management, general ledger reconciliation, invoicing and even loyalty.

As payments providers we are doing SME customers a disservice if we ignore how
payments integrate into business operations and sales - just some examples include:

——

e A payment thatis made or
confirmed initiates a change in stock
levels for a physical product and
may trigger a fulfilment process

e Issuing an invoice may be required
to trigger the payment, then the
invoice should play a role in
enabling the payment. Indeed, a
requirement for handling a large
number of invoices can be an

overwhelming administrative task
e Payments via invoice need to be reconciled against the invoice

e Outbound payments need to be reconciled against incoming invoices

e Wage and salary payments need to be made on time, every time

e Payments in and out need to reconcile within accounting systems (for Australian
SMEs Xero and MYOB dominate)

e Friction in customer payments can lead to lost sales - www.pymnts.com 2022
US-based research found that 91% of consumers feel a satisfying checkout
experience substantially impacts their willingness to shop with a merchant again.
Merchants that do not offer the features that empower smooth checkouts risk
falling behind merchants that do - when the customer wants to pay, don't get in
the way!

e Payments due on invoice may form the basis of quick origination SME business
loans.
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http://www.pymnts.com/

Going digital for digital's sake?

“Empathy is a difficult thing to digitise”

It was agreed that efforts to digitise need to focus on solving real problems that the
different segments of SMEs may have, and to recognise that there needs to be the
right circumstances to gain adoption.

That does not mean we should hold off
in developing digitised solutions. More
important is to prioritise the solution
based on the needs of our particular
SME customers and make solutions
available - which can mean waiting for
when the SME has “that problem” for
which a particular digital functionality is
part of the solution.

The difference between what they want and what they need

Back to our SME that wanted payments services that were easy, fast, inexpensive and
secure - whilst of course this is what they want, they may not give it any thought
until they have a problem that needs to be solved - their “burning platform”.

“SMEs don’t want a friend, they want a solution delivered quickly when they have a
problem”

Whilst the EY research also found that SMEs want to be understood and supported,
and value personalisation, it is less likely that they will actively seek out a digital
solution until they have a problem to solve - that is a moment where a digital
payments feature that is part of the solution may be better received and adopted.
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Even then, solutions need to be a “mixed bag”. Different payments services will be
required to meet the needs of SMEs who sell services versus those selling physical
products, SMEs who sell exclusively online versus those selling exclusively in stores
(or in both, with their customers engaging and transacting where and when it suits
the customer), and the varying size of businesses within the SME category - the
needs of an employer with 5 employees is very different to an employer with 199
employees.

How might we get there?

There is much discussion in the media about how hard and expensive it is to
enhance legacy platforms amongst banks and other payments providers.

“Partnerships may remove roadblocks, but pitfalls need to be addressed”

It was generally agreed that partnerships
with fintech companies offer increased
opportunities for banks and payment
service providers - both large and small - to
effectively deliver new services in terms of
cost and time. However, whilst the removal
of roadblocks is of great appeal, it needs to
be recognised that incumbents in the
payments industry have built resilient and
secure systems and processes to comply
with a multitude of regulations and to
protect their customers and their data. It
can be the case that some fintechs find
managing compliance complicated, making
it critical that risks of this nature are
mitigated and managed.
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“It can be a case of sharing the opportunity, not the data”

Notwithstanding, partnering with fintechs is an attractive way forward for banks to
cater to SMEs. Fintechs have often been created to serve underserved (and thus
available) segments, and a partnership offers an opportunity for incumbents to win
back and win new clients by leveraging the fintech capability and their brand,
customer knowledge and customer relationships.

It was felt that banks need to understand
the circumstances of the business owners
and to be able to quickly provide access to
cash when needed. However, the cost of
serving SMEs is very high for banks,
making it challenging for them to cater to
the specific needs of this segment
effectively. Fintech financing companies
can have lower barriers to entry than
traditional banks, making it easier for
SMEs to access funding, and as fintechs
tend to operate exclusively online, this
removes the need for complicated and
time-consuming paper-based applications.

More recently, fintech companies have stepped up to fill this gap in SME focussed
solutions, and therefore legacy incumbents could work with fintechs to serve SMEs
more efficiently. Banks, FIs and fintechs should not be seen as being in competition
with each other. Particularly in payments, SMEs will be best served when all of those
in the ecosystem work together to provide the best possible solutions.

About the author David has 40 years experience in financial services and over
David Ojerholm the last 6 years has specialised in payments as Partner at The
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Initiatives Group. His career includes being a founder of
Pinpoint, that grew to provide loyalty programs to 25 banks,
their 100 million customers and 50,000 merchants,
eventually being acquired by Mastercard to become their
global loyalty business. Prior to that David worked at Westpac
and American Express.
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We always turn to our members for thought leadership

Thank you

\
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Currencycloud

A Visa Solution
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Currencycloud provides financial
infrastructure and enterprise-class solutions
anywhere in the world to any business that
wants to move money across borders. What
was once a simple FX tool evolved into a
platform and is currently a full-scale Software-
as-a-Service solution for companies that want
to boldly lead the way in financial innovation.
Currencycloud are  passionate  about
embedded finance and believe it's the future,
sharing their expertise with any business out
there who is struggling to make cross-border
and multi-currency solutions part of their
offering.



