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Today’s PF Issues Addressed (g

Many potential PFs also do not understand acquiring
risk and lack a risk awareness culture and process

The PF commercial/operational model is difficult for
regulators and card schemes to monitor effectiveness.

UK Gateway PF acquiring new entrants is accelerating
- there potential for future problems as competition
comoditises MSCs and risk-based pricing is not
applied
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“Acquiring is the art of passing

money from hand to hand until it
finally disappears!”

With apologies to :

Réi

Robert W. Sarnoff
Writer and Humourist - RCA Chairman

11111111111



Some Well-known Acquiring Bad Newspaper
Headlines - Money Disappears!

“Acquirers Big Hit as Thomas Cook
Collapse Revealed.”
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Commoditisation Driving Gateways to Become a (g
PF

Domestic
Market

* Gateway processing is rapidly
commoditising.

* Intense competition is driving
down revenues to less than
€0.05 per transaction.

5 Commodisation

Further
Acquiring * (Gateway players can add

S significant value and generate

txn+
additional profits through

acquiring.

> >

Drive by Gateways to Take a Share of Acquiring Margin

°13/11/2U1Y
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UK Gateway Market - Large Potential to Migrate to PF @

- 110

Total UK
Gateways

So far only 20% are Pl/PayFac - 30 more to Go PF by 20227
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ICS/APM Acquiring is Mostly about Managing Risk (@

Scheme
Collateral

Merchant
Bankruptcy

h

CBs and
CCA
Liability

. erchant
Balancing

Portfolio
Risk

Prohibited
High Risk
Sectors

Scale and

Compliance Risk Spread

Scheme and
Regulatory

Based
Pricing
Provision

The Acquiring Risk Tree and Business Continuity

*13/11/2019
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Cardholder Fraud
F2F

Cardholder Fraud
eCom

- NO liability Shift
- Liability Shift
Consumer Credit Act

Merchant Fraud

Merchant Bankruptcy

Card Scheme
Compliance Failures

Issuer Failure
Acquirer Failure
PF Failure

ayment Systems Europe Limited

Who Holds The Cards Payments Risk Exposure?

CX X XX X

Sponsoring Acquirer

X

QXL X X XXX

PF Acquirer Issuer Card Schemes

N

XXX X X XL X
XCAX XX XXX X
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Views on The PF Model - Heard in the Corridor! (@

“Selling PF sponsoring,

bit like ISO - mostly v

technical discussions - Q®
n

not really a product!” SRR

. “Qur success in
acquiring is based
on a 10 basis points
fixed offer to
medium sized
merchants.”

/11/2019

“The FCA is overloaded
_ ‘Conduct Regulate’

59,000 companies.
BAFIN in Germany
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Pl licence
criteria not
too difficult

to meet.

Is It Too Easy to Become a PF?

PFs lack of risk
awareness
culture
process and
pricing.

Card scheme FCA
PF framework overburdened
relies on sub- - “Prudentially
acquirer Regulates”
enforcement - 18K
do they do it? companie

«13/11/2019
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Do All PF Sponsoring Acquirers Conduct, DD, Mandate
Rules and Monitor? (@

Operational Policies, Documentation, Risk, Pricin Ownership Structure, Commercial Interests

IT Application Features
Company Principals/Organisation

Merchant Recruitment,
Monitoring/Termination
Products/services

Financial Performance (Historic/Current)

Business Strategy and Plans
Staff Recruitment Policy/Security Checks

Accounting Practices, Controls, Reporting
IT Applications Functionality

Data Security Practices IT Systems Scope

All these are defined in the card scheme PF rules.
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Payments Regulation - Typical UK Recommendations (@

Payments Banks Too man Poor
market not dominate - crosshol dir): ) FinTech's consumer/cor
working - So dilute " & disadvantaged - porate SLAs -
So privatise .
So more shared : So enable start- So real-time
"y : interbank
competition ownership of up/smaller Payments

: assets! :
needed! infrastructure! banks access! processing]!

A PF outcome from current review might be

*13/11/2019
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Possible Outcomes - Regulation of PF
Acquiring?

PF sponsoring acquirers apply over burdensome rules

Need for new open framework and rules to enable
more gateways to become PFs at low-cost

Limited consideration of exposure to medium/longer
term systemic payments risk

¢13/11/2019
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