U.S. Wire Transfer Systems Enhancements:
Missing in Action

George Thomas, CEO, Radix Consulting

Over 15 months ago, the Federal Reserve
Bank of New York and The Clearing House
Payments Company released the results of
their research on wire transfer business-to-
business payments. The study—“Business

to Business Payments: Customer Prefer-

ences and the Opportunities for Financial
Institutions”—clearly indicated that automa-
tion and payment information capability (in-
voice data) for business payments was needed
on the Fedwire and CHIPS payments systems.

As a result of the study, the New York Fed
and Clearing House management believed
that these changes were critical as compa-
nies begin to consider electronic payment
alternatives instead of continuing the process
of issuing checks.

The following excerpt from the Asso-
ciation for Financial Professionals 2007
Payments Survey illustrates the importance
of the wire transfer systems to business
customers: “Wire transfers are an important
component of an organization’s B2B pay-
ments. Most companies use wire transfers.
At the typical company, wire transfers
comprise 11% of payments to major suppli-
ers.” The 11% is not insignificant since the
percentage of payments to major suppliers
via the ACH was only 18%.

In the first half of 2007, both organiza-
tions took a leadership position and present-
ed the findings of the study to the industry.
The goal was to get the industry to coalesce
around the need for enhancing this criti-
cal payments infrastructure. At first, both
organizations believed that the main hurdle
to overcome was deciding what technical
format to use for the invoice data.

The debate centered on the simplified
American National Standards Institute
(ANSI) Electronic Data Interchange (EDI)
X12 STP 820 or the brand new 1SO 20022
format developed in Europe for use in the
Single European Payments Area (SEPA),
an implementation that is just now taking

place. The STP 820 should be the format of
choice because of a number of compelling
reasons such as:

* Speed to market—Ilarge corporations
are able to process the STP 820 into
their ERP packages without any up-
grades or changes.

¢ Cash management software vendors are
already implementing the STP 820 for
their ACH cash management offerings,
adding it for wire transfers, according to
several of them, will not be extremely
complicated. This will enable the small
and mid-size business market as well.

* Banks already have EDI delivery plat-
forms that can be used to deliver the
STP 820 to their business customers
today. Though there is cost initially
to bridge this internally at financial
institutions, in the long term this will
streamline infrastructure and mainte-
nance costs.

* This is the first step in streamlining
front-end applications for business
customers. One interface should enable
a company to send a wire or ACH pay-
ment with the same type of remittance
information to their trading partners,
regardless of the settlement needs—
real-time or next day.

¢ The Association for Financial Profes-
sionals (AFP) Payments Advisory Group
supported the STP 820 over the ISO
20022

¢ The ISO 20022 would have required
the Clearing House and New York Fed
to implement completely new payment
formats which would have taken at least
seven years to complete.

The major hurdle is the amount of data

that the Fed is willing to supply to carry

the invoice data. Rather than agreeing to
add 9,000 characters available in the CHIPS
and SWIFT formats to carry this data, they
looked at a number of alternatives that

N

would have allowed only three invoices

to flow with the payment, a choice in my
opinion that will defeat the purpose of the
entire effort. The expansion of the payment
formats with extensive data capabilities
would also provide a foundation for moving
to the ISO 20022 over time.

Representatives from the New York Fed
and CHIPS promised to announce a decision
on the direction that they would take by the
end of June, 2007. As we move into 2008,
no one is sure when or if the direction will
be announced. The corporate community
was counting on leadership from these two
organizations to move this initiative forward.

To ensure the continued viability of this
critical payments infrastructure for business
payments, the banking industry must contin-
ue to pursue the vision and leadership in the
electronic payments environment or watch
business opportunities pass them by, A
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