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Overview

The financiab er vi ces i ndustry has risen to the challenge of m
operations and liquidity challenges and their own internal operations, given the effect of ongoing pandemic

related policy decisions. Given these unusui@mmstances, we take a look back at our expectations going into

2020 and what has actually happened. We then provide detailed previethe &ky trends, issueand success

factors affecting the commercial payments indusim2021 and beyond.

This Merator Advisory Grou@utlookfor 2021 in Commercial and Enterprise Paymey@serally reflects the

upcoming research agendar this Mercator advisory servicvhich is on a rolling 28onth schedule. The CEP

service provides ongoing insight across the ctatgtransactioncyclevh er e commer ci al banks’
wholesale/corporate businesses and myriad other industry participants provide payments and related services,
including treasury, trade, and alternative lending.

The 2020 Outlook Revisited

Beforeconsideringhe prospects for 2021, weeviewthe outcomes to date for the expectations we expressed in

the 2020 Outlookr el eased i n Novemb e roft@@sifdrcommerdal paynendsrThes previ ew
review’' s purpose i s to de tedyingrcompeneriisthave subseqaeatly glignedwith t h e me
actual events. Of course the pandemic effect, which may create widely variant outcomes versus expectations,

must be added to the equation. Nevertheless, one invariable theme in the space is protectisk mariagement,

while other priorities may vary in relation to market conditions, regulations, and technology gains.

Based on results for 2020 year to date, we think that the Outlook was spot onh&meswe anticipated for 2020
and their general results as of this writing (October 202@summarized as follows:

Collaborationwas meant to describe the circumstances under which increasing regulatory and market
pressures in various global markets for open banking, most directheiEuropean Economic Area (EEA) and
certain Asian markets, would cause traditional banks to seek closer collaboration with fintechs. It seems fairly
clear now that banks have fully overcome their fear of massive finedlisintermediation of clientghey

have come to see that APl development is a key initiative at forward thinking institutions, even when not
required by regulatory fiat. The pandemic has only elevated this trajectory as banks have worked quickly to
provide digital solutions to hard pssed clients struggling with analog financial processes as cash shortages
and workfrom-home mandates persist. This has been very evident in North America, where checks underlie
many payables and receivables operations. The convergence atgalghsolutbns by fintechs and between
banks and fintechs through fast API integration will continue to occur and work its way further into small and
mediumssized businesses.

Globalizationincludes sovereign markets improving their capabilities to interact onlzagkrale by adopting
advancements in digital technology, including modern
spurred in part by government policy aimed at reducir
and moving toward higttech payments systems, such as the Unified Payments Intetfaceing 2020 we

have seen a steady flow of innovation in crbssder payments, including the recent Swift announcement of a

strategic expansion into transactional serviéeEhe B2B €ommerce meketplace continues to grow. In one
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recent survey, 52% of B2B buyers are conducting at least 25% of procurement through marketplaces, with 9%
of buyers at more than 75%. The B2B marketplace procurement number is expected to reach almost $4 billion
by 2024 Reailtime payments also continue to grow, with The Clearing House (TCH) reporting that its RTP
network now reaches roughly 60% of demand deposit accounts in the United States.

Resourcefulnesauns the gamut from easier navigation of bank services to giogifaster and better
information through the use of transactional and other data, as well as a more consuieated look and

feel to mobile channel interaction. The use of data and growing acceptance of artificial intelligence (Al) in
machine learningnd robotic process automation (RPA) was a consistent theme at the Sibos 2020sexent (
References), and we expect this theme to continuein20Zlh e conc e ptasasfe r viBaaB i ng
surely gainingredence withBanco Bilbao Vizcaya Argentaii&BVA) launching such a capability this year.
Such models allow for nimble organizations to create better experiefocdsanking customerdVe have
discussed the convergence of the cash cycle products and services frgodweritig the past severgkars.

The process of digitization allows a bank to connect products internally as well as with external partners,
which increasingly is accomplished via ARisexample is the Citi virtual card account integrating with Coupa
Pay through APls. We coveritese continuing advancements in our Viewpoints on fintech in corporate
banking and commercial cardsé References).

Protectionis a foundational theme in the financial services industry. Risk management is a core business
requirement as regulators cdimue to examine institutionsThereare various categories of risk to manage

regulatory, legal, market, operational, and finaneiaind we have seen no letup in the investment required to

keep the fraudsters and other bad actors in chéldkis year, of cage, saw a large uptick in the attention paid

to cybersecurity given the wotit-home environment and changing tactics of threat actors. According to one

estimate, the global investment in cybersecurity fintechs for the first half of 2020 has alreadpsedthe

entire year’  ‘sProtegiegrhe gafesaf the2ifdtiuion has downstream impact when it comes to
preventing payments fraud, a&anmdreetfraud JerddrreporsdeMer cat or ' s
References).

Success Themes for 201Commercial and Enterprise Payments

In commercial banking and payments, broad and rapid change from any given year to the next is not to be
expected. There may be certain aspects of the business where developments occur at a different pace than others,
such as adjustments for some regulatory requirement, but in terms of overall themes the pace of change tends to
occur over several years. We do see a change in some of the themes that drove 2020 going into 2021. Others
remain constant.

Even in this most ursual year, the impact of the pandemic and subsequent governmental policy decisions has
been to accelerate trends that have been unfolding over the past few years, but we do not see a radical change in
direction. Mercator Advisory Group anticipates that aoercial banking and payment developments will continue

in similar thematic fashion as the previous two years, with perhaps one exception.
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The four general themes outlined igure 1for commercial and enterprise payments are as follows:

1 digitalization of financial operations has accelerated in 2020 and will continue as corporate inertia around
such investments has been greatly challenged
1 platform bankingand services seem poiseddain traction given the need to gain efficiencies, the
coming changeovédn payments standards to ISO 20022, and the growing adoption of Al
1 collaborationbetween financial technology companies (fintechs) and financial institutions will continue,
with perhaps some consolidation as fintechs mature and banks deal with market risk
1 risk managementemains as the evepresent priority. Each of these areas has various subthemes that
will define the agenda for Mercator’'s Commercial an

Figurel: Success themes for commerdinking and payments in 2021 and beyond

Cash cycle modernization catches fire
- Working capital effectiveness

L. ) ) - Cross-border improvements continue
Dlgltallzatlon - Real-time gains ground

Efficiency and resilience
- Cloud flexibility

Platform - Future proofing

q - Opex not Capex
Banking
Open banking is here to stay

- Invest and grow together

. - Cooperate and innovate
Collaboration - Ease the experience

Safety & Soundness
= - Fundamental building blocks
Risk - Fraud prevention and mitigation

Management - Portfolio management

Source: Mercator Advisory Group

Modernizing Financial Operations

Cash Cycle Convergence

Managing the financial cash cycle involves systems and pestesshing everything from procurement to

payables, trade financing, receivables and reconciliation. The cash conversion cycle for corporations is the time
from inventory investment to receiving cash for a sale. Those firms that do a good job of undargthodi to

best organize these operations have a distinct advantage over laggards. In the past there were technology firms
that specialized in various point solutions. During the past several yeefirgech convergence of these separate
capabilities has &en happening through acquisition, partnerships and APIs. Banks and networks have interest in
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figuring out what they need to service their cliengéd how to take advantage ekisting and futuresollaboration
opportunities The pandemic has driven mudoser corporate scrutiny on the supply chain, working capital and
cash flow management, especially as one moves down the food chain into smallefFigon® 2provides insight
as to how executives in financial operations view the importance of increasiegtments across the cash cycle.

Figure2: Automating financial operations is a top priority

Change in the level of investment during the next 12 months

21% 26% 22%
Significant
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Top 2 B Top 2 599%, 7 Moderate
67% 73% — increase
Stay about
the same
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Significant
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10%
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=— 3% I I I
Treasurers Payables Executives Receivables Executives

Sources: FIS, 2020 Corporate Liquidity Market Report

Digital Payments

B2B paymenthave gotten the most attention on the fintech side financial operationsAs we have been

covering now for some years, global noash payments growth has been on a steady rise of 124&8&rom
20142019 More recent surveys suggest that this payables trend continues and is accelerating in the middle
market during 20207 However, the discussion has expanded into supplier payments acceptance and receivables
automation as the full cash cycle is conside¥édn various direct industry discussions we have, st through
remote participation in panelidcussions, it is clear that B2B card acceptance has received a major boost, and the
guestion becomes one of pepandemic sustainability. Mercator Advisory Group thinks this is a permanent shift.

The innovation around crogsorder payments will also cdinue as the industry focuses on improving speed,
transparency, cost and access. The recent announcement by SWIFT of a strategic shift ifiorderss
transaction processing on behalf of members is an important signal to the industry that banks expectinoe
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playing a major role in the space, despite the emergence of fintech alternativies also includes the ability to
eventuallyconnect sovereign domestic retine payment systems into a crobsrder use case. Retine

payments is making progss across the globe, but for the most part is being used for peis@erson transfers,
payroll related services and walli-account transfers. We expect that 2021 will see increased B2B use cases as
more banks enable the send payment capability. Trefreuld also be more substantial adoption of bill pay use
cases givethat the Request for Pay messaging in RTP (Request to Pay in Builbpe)more widely launched

during 2021.

Platforms

In a pipeline world, strategy revolves around erecting barrifigh platforms, while
guarding against threats remains critical, the focus of strategy shifts to eliminating barriers
to production and consumption in oedl to maximize value creation.

-Pipelines, Platforms and the New Rules of Strategy, Harvard BuBiaek&s

The growth in platform approaches in banking has been generally slow to develop, but has been given a boost by
the PSD2 directive as well as success among challenger ardmhnks, most readily in the consumer and small
business banking space. Technologigsh asAPls and cloud delivery underpin how the various platform models
work. In its report titledBanking on the Platform Economy, IBM describes four different roles for platform

business models:

1 Integrators allow for the melding together of producend services through open APIs and includes
companies such as Boomi and Jitterbit.

91 Providers allow for others to create businesses by provisioning-tmdnd services. In the Bankiag-a-
Service space this would include BBVA, Fidor and Green Dot.

1 Specialists focus on functional or technological activities in the business process. Examples of vendors in
this area include PayStand and Volante.

1 Orchestrators operate across an ecosystem, enabling mass interaction among participants. Ant Financial
is one of the early successful examples of this model.

Cloud

Many of the largest banks have their own private clouds, an IT processing modptdkistes greater oprational
control butreduces the overall potential for cost savirtat are available in public cloud servicEame utilize
hybrids, with public cloud for development agility and private versions for systems operations. Financial
institutions have beemgenerally conservative about utilizing cloud, especially public cloud, but this is changing.
Mercator believes that there will be substantial movement to the cloud among financial institutions of all sizes in
2021. The migration will also include publiowd. Two important reasons for this turn of events diest, bank
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concerns about potential cybersecurity issues are being allayed by the cloud psyaitéisecondthese same

cloud providers (Microsoft Azure, for example) have been educating the tegsi@bout how their security stacks

can actually perform better than banks’ own | T operat.i
light migrations to the cloud. Bankge a need for adoptioas theynotice expansion of the open banking

environment, digital bank competitors, speed of change, and need for cost efficiencies. Cloud technology directly

supports ths growing platform environment

Collaboration

This is the most common type of fintech collaboration we s@ere a fintech compangr
software development company provides its underlying technology or software to banks
and other financial institutions in the form of whitabel. For the financial institutions, the
partnership means they have immediate access to the latest-stédthe-art technology
stack or new capability to expand faster into new markets or to reach new customer
segments without ichouse development efforts.

- Viktoria Rubbel, Chief Product Officer, IPF Digital

Partners

Only a few short years ago, the genergltgvailing attitude among financial institutions regarding fintechs was
either trepidation or disinterest. That has changed for a number of reasons, including open banking regulation,
further technology gains, and, more importantly, there has been anvawgplecognition between the two sectors
that working together is not a zersum game; instead it creates expanded opportunity. We have chronicled this in
member research and see ongoing partnerships, investments and other forms of collaboration on andalityo
basis® Fintech funding has been on the rise since 2014 for venture capital and private 8titl, the only
exception being mergers and acquisitions. There is even some evidence that fintech is maturing. One source
indicates that as of June 2020 there were 66 fintech unicorns globally valued at $248 billion th Tdtsl. means

more mainstream eceptance and easier sells within banks to collaborate.

Data is Key

As we noted in our 2020 Outlook in commercial and enterprise paymsgd®Réferences), banks have a lot of

dat a, but don’t necessarily us e heplogercapiufe@and mse ofidadanin as s et
order to optimize the vast t eednmyack aceesgibilig,dind availebiitipbe Nt s | NV ¢
as was explained in the Eur o B“Keykeonstituen’ sfsasporatebtkingppn’ s pap .

institutions are financial professionals, including chief financial officers, treasurers, operational heads and analysts.
Data intelligence has been increasingly utilized as a path to better financial performance. The mostBfecent

Global C-suite Study, covering all industries in major regions, suggests that the most forthéméling executives

are active in the cleansing and optimal usage of available data.
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Figure 3shows a substantial gap betweewrchbearer and aspirational CFOs in terms of hothey use data and
technology, such as Al, to improve operations. This gap indicates opportunity and provides a roadmap for
corporate bankers. They can support the more advanced CFO technologists as well as assist the lagging adopters.
This approach in turrequires that banks be in position to help provide the data required, placing them in a critical
support position. This data trend is only going in one direction, so institutions need to be in the process of creating
information excellence.

Figure 3:The Gsuite is getting the data picture

Use of analytics and Al to perform key financial tasks

Profitability and margin analysis +155%

45%

Financial planning and budgeting +150%

Management reporting and perfomance +116%
analytics

B Torchbearer CFO Aspirational CFO

Source: IBM Global€lite Study, 2020, CFO insights
Risk Management

If you put a key under the mat for cops, a burglar can find it too. Criminals are using every
technology tool at their disposal to hack ifboe o pl e’ s account s. I f they know
hi dden somewhere, they won’'t stop until they find

-Tim Cook, CEO, Apple
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Foundational

One of the foundational strengths of the financial services industry is risk management. Indeed, there cannot be a
chartered bank without such fundamental capabilities. We listed those risks in the prior year Outlook (see
References). When regulators conduct their ongoing examinations of depository institutions, they use a general
ratings system that is referred to as CAMEapital adequacyasset qualitymanagement qualityearnings

quality, liquidity, andsensitivity to market risk). The asset quality rating is associated with the loan portfolio while
the management quality has mostly to do with controls, policies and performance. This is where the ability to
manage operating risk comes into play, so bardsehhigh incentive to invest in security and fraud controls. There
is also the question of bdgatiepublicityesultmg frora ang numberobfactors s r e p u
can also include thkegal riskof adverse judgments, lawsuits, bad contracts Bank clients have risk concerns as

well, as summarized iRigure 4 which is based on a survey of payments executives across various industries.
Cybersecurity risk is one of the biggest concerns of banks and their clients. This risk, ofczoulsad to bad

actors committing payments fraud.

Figure4: Risk keeps payments executives up at night.

How likely is your business risk exposure in the following categories?

23%
30%
35%
2% 37%
46%
42% 41% 55%
45%
£ H £
Cybersecurity Regulatory risk Operationalrisk  Credit Risk Business risk
risk

W Least likely Likely Extremely likely
N =235

Source: Capgemini 2020 World Payments Report
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The volume of cybersecurity incidents has risen, causing significant disruption to IT and
business proesses. At the same time, the percent of organizations that reported achieving

a high level of cyber resilience increased from 35% in 2015 to 53%, in 2020, growing 51%. A
cyber resilient enterprise can be defined as one that more effectively preventsgtdete

contains and responds to a myriad of serious threats against data, applications and IT
infrastructuresi

-Ponemon Institute, Cyber Resilient Organization Report, 2020

Downstream Effect

Preventing breaches and monitoring ongoing operational activitluding payments, is where investments

continue to be made. Once breaches occur, a payments fraud attempt will be made using various techniques that

are constantly being tested and “improved”’usédyn fraudst el
payments to prevent and mitigate fraud includes artificial intelligence (machine learning) for better prevention and

faster identification, and biometrics for authentication. The latest payments fraud report from the Association for

Financial Profesionals (AFP) indicates the number of fraud attempts at corporates in 2019 were on par with 2018,

after a steady increase since 20%4.Social engineering scams typically target employees in accounts payable and

treasury departments. Counter activity, $uas fraud planning and training, should augment the myriad of

solutions that are available across the spectrum of fraud vulnerabilities. Financial institutions understand the

potential aftershocks and therefore will continue to invest in this criticaharrisk.

Conclusion

In the corporate banking and payments world there are typically few major swings in priorities from year to year.
The year 2020 has been an exception in the short term since adaptation to the pandemic has placed heavy
pressure on banks to keep their staffailable for corporate clients. It seems generally clear that by and large the
banks have done a good job so far in meeting these challenges.

Mercator Advisory Group sees a general continuation of the overriding themes of 2020 continuing into 2021, with
an acceleration of certain technology trends, particularly financial institutions moving to the cloud. The digital
systems revolution got into full swing this year after several years of tepid but steady growth. Cash cycle
effectiveness became a major prity and we do not see that reverting to the previous period of corporate inertia.
The cloud movement will in turn drive platform banking to a new level, which we will also see advancing in 2021.
Collaboration between fintechs and the traditional providef financial services will continue as these market
participants see opportunities to learn from each other and better capitalize on opporturiitasintelligence is

an ongoing focus, and corporate treasury operations are seeking improved analyieseatbthrough the cloud.

Risk management is a fundamental requirement of the financial services industry and a critical investment priority
every year. Banks will continue to function as the liquidity engine for global economic activity and shoulohpe tak
steps to keep their primary position as technology advances at rapid speed.

© 2020 Mercator Advisory Group, Inc.
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Mercator Advisory Group is the leading independent resedr and advisory services firm exclusively focused on the
payments and banking industries. We deliver a unique blend of services designed to help clients uncover the most
lucrative opportunities to maximize revenue growth and contain costs.

Advisory Services. Unparalleled independent and objective analysis in research documents and advice provided by
our Credit, Debiand Alternative ProductPrepaidMerchant ServicesCommercial and Enterprise Payments,
Emerging Technologies, and Global Payments practices.

Primary Data. TheNorth American Paymentsinsights and European Paymentsinsights serieseachpresent eight
annual summary reports based on primary data fristercator Advisory Group biannual surveys of 3,000
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adult consumers to determine their behavior, use, preferences, and adoption of current and emerging payment
methods and banking channels to help our clients identify and evaluate business oppestamitt make critical
business decisions. Two other Mercator survey ser@sall Business Paymentsinsights and Buyer
Paymentsinsights—each receive coverage in three reports annually.

Consulting Services. Services enabling clients to gain actionable insigimplement more effective strategies, and
accelerate gdo-market plans. Offerings include tailored projdsed expertise, customized primary research, go
to-market collateral, market sizing, competitive intelligence, and payments industry training.

Paymentslournal.com. T h e i nd u s t,analysarivenrohliye pdyments and banking news information
portal delivering focused content, expert insights, and timely news.

For additional copies of this report or any questions, contact Mercator Advisory Group at 1-781-419-1700.
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