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RTP vs. FedNow: Is There a Wrong Choice?

Credit unions have been placed in a difficult position when it comes to real-time
payments. They could either offer the benefits of real-time payments right away with
real-time payments by leveraging the TCH RTP® network, or wait for the FedNow*™
Service. Now, the FedNow Service is scheduled to go live in 2023. With both rails

as viable options, it begs the question, ‘which one is better?’. Alternatively, credit
unions could embrace both networks. In a NACUSO hosted webinar, Erika Baumann,

Sr. Analyst for Aite Novarica, and Al Griffin, Product Manager at Alacriti, discussed
how the FedNow Service and the RTP network should fit into a credit union’s
payments strategy.

State of the Market

The way businesses handle payments used to be primarily ACH. However, it is now
starting to become more varied. Baumann observed, “We see that companies are
disbursing in more ways than ever before. And they're also trying to make it as easy
as possible to pay them as quickly as possible”


https://www.alacriti.com/rtp-vs-fednow-is-there-a-wrong-choice/
https://aite-novarica.com

Q. Which of the following payment methods does your company use to disburse/make
payments today? (n=213 mid and large companies)

Credit/debit/commercial card

Same-day ACH

RTP (real-time payments over the RTP network)

Pushtocard (real-time push payments via Mastercard

Send or Visa Dirct)

Cryptocurrency (e.g., bitcoin)

ACH

Paper check

Wres

Cash

PayPal

Zelle

Venmo

Source: Aite-Novarica Group survey of 213 U.S. based midsize and large businesses, February 2021

Q. Which of the following payment methods does your company accept from payees
today? (n=213 mid and large companies)

cor I

Paper check

Wres

Credit/ debit/commercial card
Cash

Same-day ACH

PayPal

Zelle

Venmo

RTP (real-time payments over the RTP
network)
Push to card (real-time push payments via
Mastercard Send orVisa Direct)

Cryptocurrency (e.g., bitcoin)

N -
I

Source: Aite-Novarica Group survey of 213 U.S. based midsize and large businesses, February 2021
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While it's great to be flexible and responsive to the market, this creates a complexity
that members aren’t accustomed to. They need to understand what their credit union
is offering that can help them become more competitive in the marketplace. Small
businesses are often more aware of different payment types than FI's give them
credit for. Baumann dispelled some common misconceptions about small businesses.
“Alot of times | think small businesses are really underestimated. There's this
perception that they're simple and won't adopt new technology or invest in it. And
that's really not necessarily true. Small businesses are doing a great job of getting
educated on what's happening in the market. One of the factors that is playing a

big role is that fintechs are going to your members directly and explaining the value
proposition of their niche products. Your competitors in the market, whether other
credit unions, community banks, or fintechs are actively seeking growth in the small
business space because there is so much opportunity.”

Griffin agreed. “We are seeing the same thing. There's an adoption of more non-
traditional payments, and they are really starting to evolve and affect where
small businesses can get involved. In particular, the buy now, pay later option
that's taking hold as well as offering other additional payment channels that are
somewhat nontraditional”

Q. Which of the following payment methods are you familiar with?
{n=100 small businesses)

Paper check 97%
Cash 95%
Credit/debit/commercial card 95%
ACH 93%
PayPal 83%
Wires 81%
Venmo 72%
Same-day ACH 52%
Zelle 52%

Cryptocurrency (e.g., bitcoin) 44%

Push to card (real-time push payments via
Mastercard Send or Visa Direct)

RTP (real-time payments over the RTP network) 16%

28%

Other 5%

Source: Aite-Novarica Group survey of 213 U.S. based midsize and large businesses, February 2021
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It's probably not much of a surprise that most (68%) small businesses prefer
electronic payments over paper checks. However, the umbrella of ‘electronic
payments’ is much more complex now that it refers to digital wallets, e.g., Zelle,
Venmo, the TCH RTP network, the FedNow Service, etc. When figuring out what
your offerings are to your members and how to position them in the market, it's
important to consider what small businesses actually want. Key considerations are
cost, lowering fraud vulnerability, and speed.

Q. When your business determines the payment method to use when making
payments (e.g., credit card versus other electronic payment versus paper check),
how important are each of the following factors in that decision?

(n=100 small businesses)

Cost associated with making the payment 58% 20% 19%
Reducing payments fraud/ivulnerability to fraud 52% 33% 13%
Improving cash ﬂowi:zlcereasing payment life 42 37% 14% b0
Ability to quickly resolve customer inquiries 39% 46% 11% [
Improving the customer/supplier experience 37% 45% 12% (34

Speed of settlement (e.g., immediate or same
day versus 3 days) 34% 37% 25%  [LA

Recipient (customer or supplier) preference 32% 46% 16% [

Desire to continue making payments the way

your business always has or the way its... 27% 43% il 10%

Selecting a payment type based on the use

case/recipient 26% 41% 27% 6%

Preference to use an electronic payment
method

Rewards received for using the payment type
(e.g., rewards with credit card)

25% Y.L 28% (A
22% 28% 20%

Preference to use paper checks EEE/A = 40% 28%

mVery important ®mImportant = A little important Not at all important

Source: Aite-Novarica Group survey of 213 U.S. based midsize and large businesses, February 2021
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Even though fintechs can serve businesses of all sizes, they tend to go after small
businesses because they understand that they represent a huge market opportunity.
Baumann shared Aite’s research findings. “Our research clearly shows that the
perception that small businesses are not willing to pay, and want everything for free
is actually not true. If you can show the value proposition for how something makes
a small business safer or how it makes their job easier, they absolutely are willing to
pay. And if they can't get that with the financial institution that they're with, they
will find it somewhere else. Of course you have to be very sensitive to their budgets
but if you're speaking to their business problems, and how technology can actually
reduce the overall cost of payments, help them to be safer, and make a difference to
their recipients— it can create loyalty and market differentiation.”

Waiting vs. Not Waiting

Smaller businesses have been slower to adopt real-time payments primarily because
of low availability for small businesses. Also, awareness of financial institution-
provided real-time payments is low. However, 79% believe real-time capabilities

would positively impact customer satisfaction. In addition, almost half of businesses
think offering the latest payment capabilities is a differentiator. This explains why
there was a shift in the market where the top four banks were actually losing the
percentage in the market of the total businesses that they bank.

Aite-Novarica found in their research that even small businesses are starting to
move using their primary banking services outside of their online banking for

their value-added services, going to fintechs directly. From their perspective, it's
necessary because it’s taking too long for the market at large to be able to offer
faster payments. Credit unions may not have members currently asking for this.
However, Baumann asserts, “A lot of times members don't know how to ask for a
specific piece of technology. They're thinking about opportunities in the market,
differentiation in liquidity management, or just being able to receive faster payments
and paying just on time. There are a lot of business problems that can be solved with
faster payments that we find financial institutions are not necessarily positioning to
their customers or members.” Griffin agreed. “Real-time payment has an enormous
influence for businesses of all sizes on liquidity, cash management, and how funds
get in and out of their accounts.”

By educating members, credit unions can equip their teams to understand what
real-time payments mean for them. That helps answer the question as to where

it fits into your strategic roadmap plan. When considering whether or not to wait,
remember that offering the latest payment capabilities is a competitive differentiator.
Businesses of all sizes can benefit. Also worthy of consideration is disintermediation.
It's not just about satisfaction, it’s about access to technologies. Value-added
services can help your credit union recognize a quick return on investment on your
technology as well as make your members sticky. For just small businesses, 17/% are
saying that they are already using a fintech provider, and there’s even a small slice
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that say they've been able to completely skip using their financial institution. While
these numbers are not yet huge, they are certainly impactful.

Key factors driving small businesses to make payments through a fintech provider:

e Ease of submitting a payment file (52%)
e Reporting and analytics capabilities (38%)
 Failure of Fls to offer real-time payments (24%)

e Fls doesn't offer the functionality they need (29%)

There is No Wrong Choice

The threat of disintermediation comes from providers that make payments easy, and
provide reporting and analytics that they say businesses cannot get from their financial
institution. They are also offering the ability to reach all of the emerging payment sites.
It's a very concerning trend, and it leads to the point that there is no wrong choice
between TCH RTP Network and the FedNow Service. The real issue, or the wrong
choice, is to make no choice.

Almost 250 banks have already implemented TCH RTP Network, representing over
60% of the total DDAs in the U.S. That number continues to grow, which means

real-time payments have already become an expected offering for a large part of the
market. The FedNow Service is only going to help increase the demand for real-time
payments, and validates where the market is going. It's not about a particular rail, it's
about the ability to move forward and prepare for what's to come.

The use cases for real-time payments have proven to be very appealing to the market.
For instance, the ability to offer non-traditional payroll has become a huge factor in
being able to attract and maintain workers in a difficult labor market. Just being able to
offer receive only has been crucial for small businesses who are so vulnerable to failing
because of their liquidity issues. The ability to collect funds quickly means being able to
keep doors open the next day.

When asked about the difference between TCH RTP Network and The FedNow
Service, Griffin answered, “There's not really any difference between the two platforms.
Really the decision you need to make right now is, when do you want to get real-time
payments? And when can you afford to get into the real-time payments game? From a
functionality standpoint, they're all, they're both gonna be pretty much one in one in
the same as we mentioned, there's no wrong choice either way.”

Moving Forward

Griffin provided advice for credit unions who had not yet made a choice for real-time
payments. “Don’t look at planning for real-time payments as a huge monolithic effort,
because with today’s capabilities you can gradually get into the pool. So if you haven't
identified a plan to participate in real-time payments, | encourage you to begin that
process immediately so that you're ready as soon as you possibly can be. Think about
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the three different types of personas that are out there from a real-time payment
perspective. 1) There's receive only where essentially you're just setting yourself up

as part of The Clearing House Network or part of the FedNow Service to be able

to receive real-time payments. That's the simplest way—you just need a real-time
connection to your core for these payments to post. 2) Send and receive is a little more
involved because you're going to need more capabilities 3) The third one is the send,
receive, and request for payment. Alacriti offers the ability for your credit union to start
with receive only, and then elevate to meet the needs of send and receive, and then
send and receive and request for payment when that becomes a priority.”

Speak with your members and educate them on real-time payments, and also take the
time to understand what can help them be more efficient in their business. Some needs
may be more specific to a particular niche marketplace that you serve, and addressing

those needs can differentiate your credit union.

A really common use case in the industry today is A2A. Traditionally, an A2A transfer
was settled within 1-3 days with ACH. Real-time rails allows members to see their
money move instantly between their accounts from one institution to another. Alacriti
is working with several of its online banking partners to facilitate the ability to transfer
in and out of digital wallets (e.g., Venmo or Cash App), where previously there would
be a waiting period of days or weeks. Currently digital wallets charge a fee from an
instant transfer. Since people are accustomed to paying a fee, that's an opportunity to
monetize real-time payments.

Cost and Time to Implement

Regarding costs, Baumann provided her perspective. “It's not just about cutting costs.
Of course you want the implementation to be as efficient as possible, but the first
thing you have to think about is the opportunity cost of not moving forward. There's
going to be a cost to creating infrastructure change. The key question is what is the
opportunity cost if I do nothing? For implementation, finding the right partner is the
most important piece. A partner that has helped other financial institutions solve the
problem of moving away from batch, and that can then utilize the same infrastructure
and architecture within their platform to be able to connect to whatever comes next.
Griffin added that some of those costs can be offset. “The monetization of faster
payments is not something that's going to be new to anyone. People are accustomed
to paying a fee to have money instantaneously. There’s an opportunity to monetize
those services, because of the value of what you're providing.”

The possibilities of real-time payments are endless. Alacriti's Cosmos Payments

solution offers low total cost of ownership with a flexible pricing model that's scalable.
What makes it different is the ability to connect credit unions to multiple rails, whether
that be the Fedwire Funds Service, Visa Direct, the upcoming FedNow Service, TCH
RTP network etc. It's also not a time-intensive process—credit unions can be up and
running in approximately 8-10 weeks for receive only, and 20 weeks for send and
receive. In addition, the platform is ISO 20022 native, meaning that there is no need
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to adapt to any of the upcoming ISO 20022 formats that are coming to be required. Its
API-first and microservice-based architecture makes the solution very nimble, fast, and
adaptive. Cosmos Payments also offers very deep reporting analytics that allow credit
unions to report not only on the platform, but connect and report across all platforms
within the institution.

To learn more about how
the FedNow Service and WEBINAR PLAYBACK

TCH RTP network should fit RTP vs. FedNow:
into your payments strategy, Is There a Wror

watch the full webinar,
RTP vs. FedNow: Is

There a Wrong Choice?,

featuring Aite-Novarica

Group and Alacriti.

Alacriti ‘ AiteNovarica

Alacriti’s centralized payment platform Cosmos Payments, provides innovation opportunities
and the ability to make smart routing decisions at the credit union to meet their individual needs.
Credit unions can unify payment processing all in one cloud-based platform—ACH, the FedWire
Funds Service, TCH RTP® network, Visa Direct and soon, the FedNow Service®V. To speak with an
Alacriti payments expert, please_contact us at (908) 791-2916 or email info@alacriti.com
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