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EXECUTIVE SUMMARY

Payment Trends: Embracing the Shift to Electronic Payments, commissioned by Deluxe and
produced by Aite Group, aims to emphasize the importance and advantage of electronic
payments as part of a business’s overall payment strategy. As more businesses are incorporating
electronic payments and automating payment processes, the importance of making this shift is
becoming more apparent.

Key takeaways from the study include the following:

e Businesses that are not embracing the shift to electronic payments may find
themselves at a competitive disadvantage in the market as dependence on legacy
and manual payment processes is becoming more expensive.

e The shift to electronic payments benefits both the payee and the payor with
increased automation and straight-through processing (STP) rates, higher recipient
satisfaction, more robust data, quicker settlement, more predictable cash flows, and
greater operational efficiencies.

e Payment technology is moving faster than ever before. Education about best
practices and emerging and next-generation payment types and capabilities is
important to implementing and maintaining a mature and efficient payment
strategy.

e The demand for faster and real-time electronic payments is important to recognize
as more recipients expect faster payments. Meeting those expectations strengthens
vendor relationships, mitigates delays to the supply chains, and creates customer
loyalty.
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INTRODUCTION

Payments innovation has been happening at record speed in the industry. Payments are
becoming faster and more efficient, and the technology to automate processes and provide
access to emerging payment types have become more accessible to businesses of all sizes.
While the COVID-19 pandemic created a difficult pause in the economy at large, a consequential
implication is the acceleration of payments technology and the electronification of payments
themselves. Recipients are coming to expect and, in some cases, need and demand faster
payments, and payers need to oblige in an efficient manner. While checks certainly still have a
share of the payments landscape, electronic payments are growing in both dominance and
preference.

This white paper provides an overview of the payment methods utilized by midsize and large
businesses today and the impact of efforts to improve the payment process and electronify
payments. It also looks at the speed and efficiencies created by incorporating real-time
payments capabilities. Finally, this white paper emphasizes the importance of businesses having
a comprehensive payments strategy and strategic payments partners to help make them more
competitive.

METHODOLOGY

This white paper, which was commissioned by Deluxe and produced by Aite Group, is based
primarily on the results of a February 2021 Aite Group online survey of 213 U.S.-based midsize
and large businesses generating more than US$5 million in annual revenue with more than 20
employees. From this sample, 204 were midsize businesses generating between USS5 million
and US$99.99 million in annual revenue with 20 to 499 employees, and 209 were large
businesses generating US$100 million or more in annual revenue with 500 or more employees.
This paper’s content also leverages Aite Group research on banks’ payment offerings and
strategies as well as the author’s extensive knowledge of the market.

Survey respondents were highly qualified payments professionals and executives with titles such
as head of finance, controller, and vice president/director of payments in finance, accounting,
and payments divisions within their organizations. Figure 1 breaks down survey participants by
functional job role.
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Figure 1: Breakdown of Survey Participants by Functional Job Role

Q. Which of these functions best describes the area in which you work?
(N=213 midsize and large companies)

Receivables Other
Payables 1% 6%

Other 2%
executive
3%
Payment
operations Finance
7% 49%

Accounting
32%

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

Survey participants represent a range of industry groups; however, 68% are from companies
within financial services, professional services, and manufacturing industries. Qualification to
participate in the survey required the participant to work in a payments or finance-related role

with decision-making authority and knowledge of their company’s payments methods and
processes.
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PAYMENT TYPES USED BY MIDSIZE AND LARGE
BUSINESSES

Midsize and large businesses have a high awareness of payment types available in the market,
even though they may not be utilizing them all as part of their payments strategy. This is
important to note, as businesses that are aware of a functional offering are likely to be more
open to adopting more efficient payment processes as well as being better prepared and
informed on the benefits of emerging payment types and technologies. There are still some
educational awareness gaps in the market for emerging payment types, such as push to card and
RTP, but as use cases for these payment types become more obvious in the market, the numbers
are quickly rising (Figure 2).

Figure 2: Payment Type Awareness

Q. Which of the following payment methods are you familiar with?
(N=213 midsize and large companies)

ACH 95%
Paper check 93%
Cash 93%
Credit/Debit/Commercial card 93%
PayPal 88%
Wires
Venmo

Same-day ACH
Zelle

Cryptocurrency (e.g., bitcoin)

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

Other

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

PAYMENT TYPE USAGE

Although a company may be aware of a specific payment type, that does not mean that it is
necessarily using it. There are several reasons for this scenario. First, many businesses recognize
that its financial institution does not offer the breadth of payment services that are available in
the market. It does take time to move payment processes to another financial institution or
select a nonbank payment provider to supplement the incumbent financial institution’s
capabilities. Also, there may not be a current use case to utilize a specific payment type,
particularly for emerging payment types. As an example, a business may be aware of push to
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card technology that utilizes the debit card rails to move funds directly into a bank account in
real time, but it may not have use cases in which the debit card information is on file and it is
more efficient to select an alternative payment method. This example can be seen by comparing
Figure 2 and Figure 3, which show that 38% of businesses are familiar with push to card, but only
9% are utilizing push to card as a disbursement option.

Figure 3: Payment Methods Used for Disbursements

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

ACH 84%
Paper check 75%

Credit/Debit/Commercial card

Wires

Cash

Same-day ACH

PayPal

Zelle

RTP (real-time payments over the RTP network)

Venmo

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

Cryptocurrency (e.g., bitcoin)

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

There are also still education and implementation hurdles to overcome. While a payment type
may be known, how to connect to the payment rail and change processes may be unclear. There
is often a notable gap in the education and information being provided to companies from their
financial institution.

On the receivables side of the payment strategy, over 90% of businesses say that they prefer a
digital payment; however, they are still accepting other forms of payment (Figure 4).
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Figure 4: Payment Methods Accepted

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

ACH 84%
Paper check 82%
Wires

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 or Visa Direct)

Cryptocurrency (e.g., bitcoin)

Source: Aite Group’s survey of 213 U.S.-based midsize and large businesses, February 2021
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THE VALUE OF IMPROVING THE PAYMENTS
PROCESS

With the current pace of innovation and automation capabilities in the payments space, it is
clear that modernizing, maturing, and improving the payments strategy is beneficial for
businesses of all sizes and profiles. There are many ways that the payments processes can be
improved—some ways more complex than others.

One way to reduce the number of checks without investing in new technology with minimal
process changes is asking recipients if they would prefer an electronic payment along with also
asking payers to send funds electronically. While the industry saw an uptick of these types of
initiatives sponsored by banks hoping to move payments over to a purchasing or commercial
card program to enjoy the benefits of revenue sharing on the rebates and proposing ACH as an
alternative, these initiatives are not as popular as they once were. It is time for businesses to
reinvigorate these efforts to reduce the dependencies on paper checks.

Other changes include implementing an automated payables solution, implementing an
integrated receivables solution, partnering with a payments provider that optimizes
disbursements using intelligent routing, and implementing a cash forecasting tool that utilizes
advanced machine learning and integration into payments systems.

Cost is one of the biggest hurdles that businesses report as an inhibitor to executing on any
initiatives such as these to improve the payments process (Figure 5).

Figure 5: Hurdles to Improving the Disbursements Process

Q. If your company wanted to make changes to methods or processes
used in disbursements/payments it makes, what are the biggest hurdles
in changing the payment methods or processes?

(Select all that apply; N=213 midsize and large companies)

Costs 59%

Operational/Process change

demands 58%

IT resource demands

Resistance to change within my
organization

Understanding of payment
options available

Customer pushback

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

While this cost is sometimes more perceived than actual, it is true that changing processes does
take a certain level of resource commitment, and investing in new technology can be difficult to
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predict the actual return on investment (ROI). However, it is important to note that avoiding the
transition to electronic payments will be more costly in the long run, as dependance on manual
processes and legacy payment processes is often inefficient and more expensive than automated
and modernized electronic payments processes. It is key to seek and utilize available industry
information in the form of market overviews and trends as well as case studies and ROl studies
to understand the cost-to-value benefits.

Midsize businesses have a higher degree of resistance to change within their organizations

(Figure 6). This can make it more difficult to implement valuable changes that would create a
material difference in payments processes and operations.

Figure 6: Hurdles to Improving the Disbursements Process

Q. If your company wanted to make changes to methods or processes
used in disbursements/payments it makes, what are the biggest hurdles
in changing the payment methods or processes?
Resistance to change within my organization

48%

33%

Large companies (n=109) Midsize companies (n=104)

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

MOST IMPORTANT BENEFITS OF PRIORITIZING
IMPROVEMENTS

Different payment types are better suited for different use cases. Companies that are making it a
priority to improve the payment processes are more likely to understand this and optimize
receivables and payables to increase automation. There are also several other notable
differences between companies that are prioritizing improvements and those that are placing
less emphasis on potential improvements. First, these companies are more likely to be relying
less on checks and are more likely to use different payment methods based upon specific use
cases (Figure 7).
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Figure 7: Differentiation by Use Case

Q. Does your company use different payment methods when paying
consumers than when paying businesses? (Among midsize and large
companies that make payments to both consumers and businesses)

A high priority

(n=38) et

Not a priority or
somewhat of a priority
(n=41)

mYes No

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

Choosing a payment method based on use case helps companies not only make payments more
efficient but also provides competitive advantage in the market. The advantages materialize in
the form of recipient loyalty and satisfaction, and also quicker settlement speed because of a
higher usage of electronic payments. Making improvements to the payments processes also
helps a company prepare for the future, both in terms of future norms as well as unexpected
circumstances like the COVID-19 pandemic. Related to increased customer satisfaction and
reduced manual processes, businesses that place a high priority improving payables payment
processes field significantly fewer customer inquiries about payments and payment status
(Figure 8).
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Figure 8: Reduced Customer Inquiries

Q. For what percentage of check payments do your customers call
or email to ask about payment status? (Among midsize and large
companies that disbursed paper checks in 2020 or do so in current
disbursements process)

A high priority

(n=50) 24% 6%
Not a priority or
somewhat of a priority 24% 9%
(n=110)
| ess than or mBetween 2.1% Between 5.1% Between 10.1% = More Don't
equal to 2% and 5% and 10% and 15% than 15%  know

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

There are several key points to highlight about the relationship between customer inquiries and
placing a high priority on improving the payment process:

e Sixty-four percent of companies that are not prioritizing the improvement of the
payables process are receiving customer inquiries on 5% or more of their disbursed
payments.

e Almost one-quarter of companies that are not prioritizing the improvement of the
payables process are receiving customer inquiries on more than 10% of their
disbursed payments.

e Less than 35% of companies that have placed a high priority on improving their
payables process receive inquires on 5% or more of their disbursed payments.

A higher number of inquiries is taxing on internal resources and can also be very frustrating to
recipients, as there are delays to cash flow and potential disruption to supply chains. Companies
that can reduce the number of inquiries have a competitive advantage in the market with
resources freed up for other strategic businesses activities and stronger relationships with
vendor partners and customers.

HIGHER PRIORITY ON RECEIVABLES THAN PAYABLES

It is important to focus on both the payables and receivables processes when considering
opportunity for improvement. The payables process can be addressed incrementally by adding
or changing some payment methods used for disbursements, but the receivables process can be
a bit more complex. On the payables side, 36% of midsize and large businesses place a high
priority on improvements (Figure 9).
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Figure 9: Priority of Improving the Payables Process

Q. How much of a priority is it to improve the payables payments process?
(N=213 midsize and large companies)

Not a priority
14%

A high priority
36%

Somewhat of a
priority
50%

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

While reducing the number of checks being processed, receivables improvements generally
focus more on automation and STP rates. With a higher volume and more complex mix of
payments and payments data, receivables can be more challenging. Because falling STP rates and
manual intervention are so taxing, at least half of midsize and large businesses are making it a
priority to focus on improving the receivables process (Figure 10).

Figure 10: Priority of Improving the Receivables Process

Q. How much of a priority is it to improve the receivables payments process?
(N=213 midsize and large companies)

Not a priority
9%

Somewhat of a A high priority
priority 50%
41%

Source: Aite Group’s survey of 213 U.S.-based midsize and large businesses, February 2021
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The value of a comprehensive integrated receivables solution can be hard to see immediately,
but significant improvements have been made with these solutions. Over time, machine learning
capabilities can generate rules for payment application and exceptions processing that will grow
the STP rate over time. The solution can even pull in data from other sources to provide real-
time and actionable data to provide insights on payers that may potentially become delinquent
or that may be higher risk. Robust integrated receivables tools also have dynamic searching
capabilities to easily solve payment inquiries. These benefits can dramatically reduce manual
intervention needed to apply payments and predict cash flows. There are also many integrated
receivables vendors that incorporate automated invoices as part of a holistic payment solution.

THE IMPORTANCE OF ROBUST PAYMENTS CABILITIES

It is evident that improving both the receivables and payables processes has benefits to
businesses of all sizes. Focusing on a robust and comprehensive payments strategy provides
many short- and long-term benefits that can enhance a company’s competitive position as well
as contribute positively to the bottom line. Some of the most significant outcomes include:

¢ Increased customer satisfaction and loyalty: Recipients prefer electronic payments
and value payers that can quickly and efficiently make funds available.

e Greater flexibility: Commitment to modern infrastructure and payments technology
provides a company with more flexibility to automate processes and incorporate
emerging technologies in the future.

e Higher rate of electronic payments: With nearly all companies preferring electronic
payments, it is evident that the preference for electronic payments is due to the
significant benefits.

e Choose payment method by use case: Choosing the best method for a particular
use case leads to greater recipient satisfaction and more efficient payment
operations.

e Provide payment choice: Research shows that recipients place a high value on being
able to choose payment options and for at least one of the options to be in the form
of real-time payments.
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THE URGENCY FOR FASTER PAYMENTS

Speed of settlement continues to be a trending and important theme in the payments industry.
Improving speed of settlement is a significant opportunity that 64% of companies report as the
top gap in the current payments strategy (Figure 11).

Figure 11: Gaps in the Payments Strategy

Q. What do you believe are the biggest gaps in your company's
payments process/strategy?
(Select all that apply; N=213 midsize and large companies)

Speed of settlement

64%

Customer satisfaction

Resolving customer inquiries

Other

None

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

As more companies embrace the changes needed to incorporate real-time payments into their
payments processes, this gap will close. Companies that do not incorporate real-time payments,
particularly for business-to-consumer (B2C) and business-to-small-and-midsize-businesses
(B2SMB) payments, will quickly start to get push-back and potentially lose market share, or even
find that current processes are getting so expensive to maintain that they are too far behind
their competitors. More than half of companies believe they already have use cases better
suited for real-time payments (Figure 12).
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Figure 12: Use Cases Better Suited for Real-Time Payments

Q. Do you believe that your company has use cases or situations that are
better suited for electronic payments than for checks?
(N=213 midsize and large companies)

Don't know
8%

Yes
83%

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

The positive benefits of placing a high priority on improving the payables payments process
continues in the vein of real-time payments. Businesses that place a high value on these

initiatives are more likely to recognize that some use cases are better suited for real-time
payments (Figure 13).

Figure 13: Priority of Process Improvements Linked to Use Cases for Real-Time Payments

Q. Do you believe that your company has use cases or situations that are
better suited for immediate or real-time payments than for other payment
methods?

A high priority

(n=77) 13%

Not a priority or
somewhat of a priority
(n=136)

mYes =No Don't know

Source: Aite Group’s survey of 213 U.S.-based midsize and large businesses, February 2021
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Some use cases that lend themselves well to real-time payments include the following:

Refunds and returns: Timely reimbursement of funds provides a best-in-class
customer service experience and shows commitment to and value of customers.

Loyalty and rewards: Attractive loyalty and rewards benefits for customers establish
loyalty and differentiation in the market.

Telecom and utilities: Using real-time payments, specifically RTP, can streamline
communications and operations for collection of payments using the messaging
capabilities that are tied into the RTP network.

Insurance: In times of tragedy or urgency such as a fire or accident, waiting on ACH
payments or a check can be intolerable.

Payroll: Offering nontraditional payroll options is a differentiator that can attract top
talent from competitors as well as remove the pain points of holiday payment
processing.

Vendor payments: Paying in real time strengthens vendor relationships and limits
unnecessary disruptions to the supply chain due to delayed payments.

THE HAVES AND HAVE-NOTS

Less than half of all midsize and large businesses lack clear plans to implement real-time
payments, but this still leaves a large portion of the market behind. Those that do not plan on
implementing real-time payments are missing out on the benefits, particularly in efficiency,
differentiation, and loyalty. For the businesses that do plan on implementing real-time
payments and place a high value on improving the payables process, an incredible 58% say they
would be willing to switch financial providers to do so (Figure 14).
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Figure 14: Switching Financial Provider for Real-Time Payments

Q. How important is it that your financial institution provide functionality
to at least receive immediate/real-time payments? (Among midsize and
large companies that don't disburse real-time payments)

A high priority

0, 0,
(n=59) 10% 5%
Not a priority or
somewhat of a priority 12%
(n=125)
mVery important, and | u Important, but not Somewhat important,  Not

would switch financial enough to switch but not enough to important

institutions to get access  financial institutions  switch financial

to immediate/ institutions

real-time payments

Source: Aite Group’s survey of 213 U.S.-based midsize and large businesses, February 2021
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THERE IS A PLACE FOR CHECKS

Even with the focus on the electronification of payments and innovations in payments
technology, there is still no denying the presence of checks in the market. In fact, 34% of
businesses report that checks are not important, but there is no way to eliminate them
completely (Figure 15).

Figure 15: Improving the Customer Experience

Q. How important do you consider checks to be to your overall payment
strategy? (n=160 midsize and large companies that disbursed paper
checks in 2020 or do so in current disbursements process)

Not at all
important
7%

Very important
26%

Not important but
cannot be
eliminated

34%

Somewhat
important
33%

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

Products like wholesale lockbox, retail lockbox, and remote deposit capture are services that
businesses continue to need. In some cases, the market needing check services is growing due to
the increase in overall payments, even as the percentage of checks decreases. For businesses
that report a growing volume of checks within their business, the predominant reason for this
increase is the total number of payments year over year (Figure 16).
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Figure 16: Reasons for Increased Number of Checks

Q. What are the reasons that your company disbursed/sent a higher
number of checks in 2020 than in 2018?
(n=21 midsize and large companies that disbursed more paper
checks in 2020 than in 2018)

Increased number of payments

overall 62%

Emergency payment

Preference for more checks

Recipient preference

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

Businesses cite two major drawbacks to this volume of check payments in the market: cost and
fraud. Cost is the most obvious downfall of check payments, with 20% of businesses reporting
the cost of a single check to be more than USS5 (Figure 17).

Figure 17: Cost per Paper Check

Q. Please estimate the cost per paper check.
(n=59 midsize and large companies that track the cost
for sending a paper check; In US$)

More than $5.00
20%

Less than $1.00
31%

Between $1.00
and $5.00
49%

Source: Aite Group’s survey of 213 U.S.-based midsize and large businesses, February 2021
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While it is difficult to get an accurate all-in cost due to the many costs that go into check
processing, most businesses focus on paper stock, postage, and printing. It is also important to
consider time, payment inquiries, positive pay fees, reconciliation costs, customer satisfaction
scores, and escheatment costs of checks that have not cleared.

The next big concern is check fraud. Fraudsters have the process down to a science, knowing
what to do to have the greatest success of illegally attaining funds. This has been a known issue
in the industry for decades, and the fraudsters’ capabilities only continue to get more advanced.
These fraud practices are considerably more concerning to large businesses that are frequently
the targets of such schemes (Figure 18).

Figure 18: Check Fraud Is a Significant Concern

Q. How much of a pain point is payments fraud associated with
disbursements/payments using paper checks? (Among midsize and large
companies that disbursed paper checks in 2020 or do so in current
disbursements process)

Large companies

(n=78) e

Midsize companies

(n=82) AR

m A significant pain point ® Somewhat of a pain point  Not a pain point

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

Even paper checks are experiencing innovations with solutions to electronify and email checks in
hopes of getting more recipients comfortable with electronic payment methods. The user
experience can mimic that of receiving a check and provide a gateway to electronic payment
acceptance and processing.
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CONCLUSION

There is no denying that the electronification of payments is a trend that is helping to accelerate
innovation and modernize the payments industry. Businesses that are not at least starting to
optimize the mix of payments they are disbursing and receiving will surely find themselves at a
disadvantage in the market—and arguably already are and may not realize it. Some of the key
action items and recommendations for midsize and large businesses include the following:

e Electronify payments whenever possible to reduce costs, increase operational
efficiencies, create differentiation in the market, and foster stronger relationships
with payees.

e Seek out technology and payment providers that can educate the business and help
implement payment strategies and solutions to take advantage of current
innovations.

e Both the payables and receivables processes need attention, but taking advantage of
solutions such as comprehensive integrated receivables can help reduce time spent
reconciling payments and responding to customer inquiries, increase STP rates, and
provide valuable payments analytics and data.

e Real-time payments are becoming table stakes and should be a focus for businesses
that lack real-time payment capabilities.

e Eliminating checks when possible is always a winning strategy, but there are some
situations in which this is not possible. Taking advantage of services such as lockbox
and remote deposit capture continues to be important to optimize check processing.

e Invest in education to have a better understanding of payments solutions in the
market. This will not only mature your company’s payment strategy but also help
your company to understand the place of emerging payments, their use cases, and
how to connect to new payment rails.
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ABOUT DELUXE

Deluxe, a Trusted Business Technology™ company, champions business so communities thrive.
Our solutions help businesses pay and get paid, accelerate growth, and operate more efficiently.
For more than 100 years, Deluxe customers have relied on our solutions and platforms at all
stages of their life cycle, from start-up to maturity. Our powerful scale supports millions of small
businesses, thousands of vital financial institutions and hundreds of the world’s largest
consumer brands, while processing more than USS$2.8 trillion in annual payment volume. Our
reach, scale, and distribution channels position Deluxe to be our customers’ most trusted
business partner. To learn how we can help your business, visit us at www.deluxe.com,
www.facebook.com/deluxecorp, www.linkedin.com/company/deluxe, or
www.twitter.com/deluxe.
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ABOUT AITE GROUP

Aite Group is a global research and advisory firm delivering comprehensive, actionable advice on
business, technology, and regulatory issues and their impact on the financial services industry.
With expertise in banking, payment, insurance, wealth management, and the capital markets,
we guide financial institutions, technology providers, and consulting firms worldwide. We
partner with our clients, revealing their blind spots and delivering insights to make their
businesses smarter and stronger. Visit U.S. on the web and connect with U.S. on Twitter and
LinkedIn.
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