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Introduction

In December 2021, the Emerging Payments Association Asia (EPAA), in conjunction with
Currencycloud, conducted a Hot Topic Briefing on
‘Embedded Finance: Powering Cross-Border Payments Through a Modular Approach’
which was moderated by EPAA Ambassador, Antony Morris.

The panellists for this Hot Topic Briefing were Rohit Narang, Managing Director, APAC,
Currencycloud; Natalie Fleming, Founder, Fintech Association of Japan and Rahul Shinghal, Co-
Founder & CEQ, Tazapay. This report looks at the questions posed during the Hot Topic
Briefing and the insights that followed.

EPAA looks for thought leadership from our partners, in this case, Currencycloud.
Currencycloud is a B2B company that delivers the capability to move money across borders
and transact globally in multiple currencies, all delivered through APIs.

What is Embedded Finance?

Embedded finance or embedded banking is the seamless integration of financial services into a
traditionally non-financial platform. It enables customers to implicitly access financial services
within the app and in-context.

A simple form of embedded finance is embedded payments, for example, customers can make
cashless payments within a ride-sharing app, without explicitly providing payment details every
time. By maintaining context, customers have the added benefit of avoiding the inconvenience
of fumbling and waiting for the payment to be authorised (there has been a pre-auth, and the s
can be completed after the passenger leaves) a maintained context also avoids the need to
collect receipts (the receipts are available on the ride-sharing app at any time in the future).

In more advanced situations, credit through buy-now-pay-later, where credit authorisation is
provided transaction-to-transaction without the traditional paperwork associated with a credit
card application, or even one-click-insurance in a marketplace without filling in a form. These
are further embodiments of the concept of embedded finance, with established and emerging

fintechs exploring an endless stream of use cases under this banner.

This report follows the EPAA Webinar held on 9 December 2021
which was based on the
Currencycloud White Paper Embedded Finance
‘FOLLOW THE MONEY: EMBEDDED FINANCE TODAY AND TOMORROW'
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What are Some Recent Examples of Embedded Finance?
Infcurion (infcurion.com)

Infcurion is a B2B company operating mainly in the domestic Japanese market
and offers business payment cards for SMEs and sole proprietors. An accounting-
as-a-service platform, it allows customers to sign up and deposit money - a basic

prepaid card, however with dynamic funding sources, the same card graduates
from prepaid to credit with an approved credit limit. The card supports spending

controls and is integrated into the accounting platform. For SMEs and sole
proprietors, there is no need to download an account statement and send it to
the accountant, for it integrates the business expense system into the accounting
process. Details of the payments can be provided via the wallet.

Shopify (shopify.com)

Shopify is an e-commerce platform that enables small merchants to set up e-
commerce stores. Shopify maintains a relationship with the end customer, so
preferences, payment methods and tracking are consistent across merchants,
and the same app can be used to purchase from different merchants, without
disintermediating the merchant. Shopify decided not to do payments themselves,
but rather leveraged a white label solution from Stripe. Shopify payments today
generate gross merchandise revenue approaching $US 100 billion.

Embedded finance solutions such as Shopify allows the merchant or customer
service entity to appear to own the user experience even when providing
financial services, making such solutions popular with merchants. The
complexities of PCI compliance, security, payments integration etc are handled by
the underlying provider, meaning small merchants are able to offer a rich
experience utilising Shopify/Stripe technology without the overheads. Many
jurisdictions require organisations to have financial services licenses or jump
compliance hurdles when dealing with financial services. Embedded finance
solutions encapsulates the compliance requirements within a third party
organization, who takes on the red-tape, allowing merchants to offer financial
services without the compliance barriers.

Shopify retains identity, payment and delivery preferences merchant-to-
merchant, so checkouts at other merchants are easier, and the same Shopify app
can be used to track orders at all merchants. By extending the payments options

to, for example, buy-now-pay-later options, embedded payments solutions
demonstrate how they can seamlessly extend embedded finance solutions to
their millions of merchants without any single merchant lifting a finger.
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Grab (grab.com)

Grab demonstrates the potential of embedded finance, and just how deep a
provider can go. Grab’s journey began by initially embedding seamless payments
into transactions and then going deeper and deeper into the financial service
stack through offerings such as insurance and investments. Grab was very
successful at doing one thing really well - payments - and then expanding out.

PayPal (paypal.com)

The origination of embedded finance can popularly be attributed to eBay
(originally a second-hand goods marketplace, though more recently a full service
marketplace) and PayPal. A merchant, being a one-off seller, did not have the
resources to establish a merchant acquiring account and there was no easy way
to make payments online other than through a payments card gateway. By
embedding a payment solution in the buy/sell experience, users are able to easily
onboard both consumer and merchant customer (simplifying otherwise complex
KYC and risk management processes), performing fraud checks, KYC compliance
etc. Today, PayPal offers an extensive range of embedded finance services, such
as guarantees, business loans, P2P transfers and others.

Embedded finance and payment platform providers absorb the complexity
associated with their offering, and allows the merchant, or end customer
provider to focus on their core business value proposition.

Further, with a deeper view of customer behaviour, PayPal is able to better
assess risk and enter into the credit market with an edge.

Currencycloud (currencycloud.com)

Currencycloud gives businesses the capability to move money across borders,
and transact globally in multiple currencies, fast. Experts at what they do, their
technology, including the use of cutting edge APIs, makes it easy for clients to
embrace digital wallets, and to embed finance into the core of their business - no
matter what industry they're in.
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Currencycloud provides three things:

» the ability to leverage the complex compliance requirements to provide
sophisticated cross border services (licenses, reporting etc) - by meeting
complex anti-money laundering and counter-terrorism financing regulations.
= provides a platform that allows a seamless process of transactions, no matter
what the country of origin, destination or currency is.

* a method to move and settle the money across those currencies and countries.

Clients may need any combination of these to meet their needs. Currencycloud
takes away the complexity of dealing with these three needs and delivers these
capabilities quicker, more cost-effectively - allowing the business to focus on
offering the best value and experience for clients.

TazaPay (tazapay.com)

TazaPay provides escrow services to customers so that transfers can be made
conditional on delivery, helping solve the DvP problem (delivery vs payment). The
delivery versus payment option is a big one on the Internet. A provider is unable
to trust a buyer without seeing the money, and a buyer is unable to trust a seller
untill they receive the goods. In stores, the problem is solved by a simultaneous
exchange: something not possible online. Online, the problem has been partially

solved through the use of trusted intermediaries: brands, marketplaces (like
Amazon, eBay or Taobao). These marketplaces are great enablers but introduce a

middle-player, and adds complexity for once-only sales. TazaPay alleviates the
DvP issue and makes direct selling more accessible by integrating escrow for any
merchant, without needing to sell on a marketplace.

ENABLERS
Cross-border payments, modular approach

We find that many embedded finance providers share a few features that act as
enablers for their hosts, features that are a necessity but not core business of
the business that subsumes them:

» The facilitation of payments
* Enhance, doesn't disintermediate
» Cross-border capability (globalisation especially in financial services)
= Modular "plug and play" to various apps and sites through APIs
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NFC and QR codes

Contactless payments through credit cards have proved to be very successful and
seamless in markets that have adopted them, such as in Australia where over 90% of
transactions are contactless. “Embedding” these payments on devices like smart
phones and watches has led to a large amount of convenience for consumers.

In the consumer world, the pandemic has recently increased QR code adoption to a
level where they are universally recognisable and usable. This means that mobile
phone applications and websites are able to intercede to provided embedded
finance solutions seamlessly: Whether it be pay-by-QR (e.g. PayTM in India) or menu
ordering (e.g. contactless dining by Zomato), apps are able to efficiently facilitate
payments.

As a counter measure, payment providers have sought to enable seamless digital
payments directly. EMV QR standards, Bhim on UPIl in India and QR payments on NPP
in Australia are examples of some of the solutions payment providers are eager to
have embedded by merchants. Generally they are enabled via bank applications or
payment service providers.

The Octopus card in Hong Kong was a travel card, that was extended to allow
payments outside the transit system and even online, due to the fact that it had its
own embedded payment solution (digital top up or via a machine at a train station or
mall).

Application Programming Interfaces (APIs)

APls are often a key ingredient of many embedded service providers, they provide
the modularity consuming applications require. The “iFrame” short for inline frame
was a technique used in the early Internet to embed a third party website, e.g. a
credit card collection window into the parent site i.e. an online shop. More
sophisticated use of APIs can lead to better integration in embedded finance.
Providing a Buy-Now-Pay-Later option, for example on check-out, is enabled through
APIs.

With open banking, the APIs are expected to broaden and continue. APIs are
particularly useful in selling to developers, and many great technologies have
dominated because of their integration capability or APIs.

The development of Open Data is a significant discussion for a future paper.
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CHALLENGES
Regulations

In Asia, each country has different regulations with different infrastructures and
bodies that oversee financial services. Deposits, lending, insurance, investments,
payments, money transfers, taxation are some of the many areas where activity in
those fields requires adherence to specific and quite often disparate requirements,
and in some cases, specific licensing. Many of these regulations stem from the need
for cross-border standardisation, and each country is incentivised to ensure
compliance, in order for their economies to participate in and leverage the global
market. The G7's Financial Action TaskForce (FATF), and the UN Security Council are
some peak bodies that guide some of the regulations, and at that level there is
consistency, though at a national level there is considerable deviation and specificity
that means a “one-size-fits-all” approach is difficult if not impossible to implement.
Many countries are assisting their local businesses to comply with specific non-local
legislation such as the United State’s Foreign Account Tax Compliance Act (FATCA).
Cross-border embedded financial service providers therefore invest in offices and
expert personnel in each jurisdiction to ensure they are implementing solutions that
optimally meet requirements.

When it comes to regulatory compliance, there is a clear first-mover disadvantage,
where a first-mover-at-scale often catches regulatory attention that smaller players
may have avoided. Despite no intent to breach regulations, these institutions can fall

foul of the regulators and be embroiled in ongoing dialogue or attention (or even
litigation) as both the fintech and regulator mature their approach - clearing the way

for followers. We have seen China create a special payment license for Alipay and

Australia similarly allowing a special deposit takers license for PayPal, allowing the

next generation of embedded finance providers a smoother ride on a well
established path.

Where a business is looking to provide a service within or across geographies,
embedded finance providers can take the complexity away from the business.
Compliance is not just one-off, it is a continuous process.

For this reason regulatory complexity is both an enabler and a challenge for
embedded finance providers.
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Branding, Partnerships and Pricing

When it comes to taking ownership for a customer outcome, in a highly integrated
world, several brands can participate in the experience. Increasingly end-users are
made aware of who is responsible for what part of the transaction. As the landscape
evolves, users are or will be able to select from different authentication schemes (as
they are today), different payment solutions, and potentially different fulfilment
options. Embedded finance solutions may need to assert their own brand to the
consumer in order to get market share, and not just win over the business that hosts
them.

The corollary to this is that businesses will need to support the maximum number of
options and flexibility for consumers, in much the same way that shops support
multiple payment methods today. Today, the merchant generally absorbs the fee,
especially for new offerings. As the offering matures (like credit cards), the merchant
may choose to pass on the surcharge to consumers.

Competition and Contestability

As a flagship application becomes bigger, and the embedded provider becomes a
more lucrative business, competition watchdogs may question the relationship of the
two. In Australia, Paymate successfully challenged eBay to allow them to appear as
an alternative payment method alongside PayPal. Alternatively, an organisation may
seek to partner with a different provider as time goes on. For this reason, the
modular approach, and use of APIs to integrate embedded platforms is useful. The
standardisation of this integration would, no doubt, be a good thing, but unlikely
without some external stimulus as we are seeing in Open Banking.
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Risks and Cybersecurity

Today, no reasonable person should assume any solution straight off the business
model canvas is inherently more secure and less risky. Hackers have proven time
and again that no system is beyond reproach.

The threat though is not just the material loss through cybersecurity breaches, but
the loss of confidence of consumers, with customers wary of what is difficult to
understand. A credit card number reappearing magically on a new site can be a

scary proposition to a user. Better digital identity and the ultimate depreciation of

the Primary Account Number “PAN” or card number and associated static
information as the primary payment authorisation mechanism will help.

Nevertheless there will be other exploits, and we need to continue to maintain the

confidence of users that their participation in embedded finance is low risk. In the

process, we need to ensure we do not neglect older and disadvantaged citizens in
the quest for better tech solutions.
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COMPETITION TO EMBEDDED FINANCE

Payment organisations, banks and regulators as mentioned earlier are pushing seamless
integrated digital payments with QR codes and NFC. These implementations are often bank
driven, though increasingly like in India (UPI - PayTM), regulators are keen to integrate
fintechs. ApplePay is an example where Apple has embedded payments as a value-add to
their products, which was previously a controlled service by financial institutions.

Singapore, Thailand, Australia and India have discussed integration of their respective
domestic real time payments. Under-the-hood, this is a difficult problem to solve.
Inconsistent KYC, push vs pull mechanisms, mandate payments, APl standards, privacy and
tax implications are some of the stumbling blocks. Also many of these schemes have proven
to be less commercially viable that private schemes whether they be PayPal, PayTM, Visa,
Mastercard or bank offerings and systems. Also real-time settlement needs to be considered,
especially when the underlying Real-Time Gross Settlements System (RTGS) operates on
different regional clocks and restricted hours.

While discussions of Central Bank issued Digital Currencies (CBDCs) is in its infancy, a
comprehensive implementation of CBDCs could disrupt not just payment rails but money
itself. A similar thing can be said for distributed ledger technologies. Embedded finance
solutions can provide a bridge from the old world to the new, so that businesses can
continue to trade but support and utilise emerging technology as it becomes available.
Alternatively these new forms could challenge existing solutions.

Decentralised finance extends concepts in cryptocurrency and distributed ledgers to a world
where the subject and medium of finance could be very different to what it is today.

THE FUTURE OF EMBEDDED FINANCE

We can start to see the evolution of embedded finance, from store white-labeled credit cards
before the Internet era, the credit card gateway that fuelled the Internet dot com boom, and
the birth of payment wallets.

After the failure of Microsoft's Passport that was before its time, in the 2010s there was a
race to own the wallet that is spilling over to this decade - the Apple, Google, Samsung
wallets attempted to capture the payments of their respective ecosystems. Visa and
Mastercard also implemented numerous wallets — with Visa and American Express Checkout
along with Masterpass being later iterations, and the payment card industry's EMV Co Click to
Pay being a recent instalment of embedding payments on a brand or platform.
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Recent implementations are seeking to improve the end-to-end experience of consumers
without overt handovers - to make the process easy for end-users. Stepping outside of
payments into the broader world of cross-border transactions, credit, insurance and
investments we are seeing a new rich range of offerings enter the market as the third
maturity level of embedded finance. The dawn of solutions that use open banking and close
banking integration to provide more useful capabilities is what we see in the fourth maturity
level, and this will continue, as elnvoicing means that providers and customers can bring their
own accounting and Enterprise Resource Planning software to seamlessly integrate end-to-
end with marketplace participants. We can anticipate that the fifth maturity level could
include embedded supply chain services in a more accessible ecosystem where the poorest
rice farmer can sell goods to a buyer at the other end of the world, using logistics-as-a-
service providers to deliver the goods without the distribution and retail complexities of
today. Distributed ledger technology, digital currency evolution can further evolve online
marketplaces in ways few of us can conceive.
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CONCLUSION

Before the age of embedded finance, some stores offered credit origination facilities, where
one could apply for a line of credit inside the store to help fund a purchase.

The use of technology capabilities to seamlessly connect multiple solutions has been an
accelerator for the business world where a provider of a non-financial service is able to extend
their capability into the restricted world of financial services by offering a sum of offerings that
is better than the parts. Far from adding complexity, new use cases are often simpler than the

original.

We are seeing a gradual improvement of ideas that were seeded in the dot com boom days,
that are now multiplying. We will continue to see this growth in breadth and depth of coverage
as more and more embedded finance providers find value propositions, and as more
customer providers avail of them to extend traditional offerings.

The challenges are many, and first movers and their flagship sponsors are brave, with each
successive wave benefiting from an improved regulatory terrain and broader offerings.

The potential to bring down borders, whether it means wallets that operate internationally like
PayPal or the seamless integration of currencies and countries through offerings of these
embedded finance providers such as Currencycloud, means trade and exchange becomes
easier not just in one country but throughout Asia and the world.
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We always turn to the experts for sponsorships

Thank you Currencycloud for powering cross-border payments
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Currencycloud

BACKING YOUR BOLD
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