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Navigating the instant
payments revolution:

A roadmap for implementation and success
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Instant payments hold immense potential to revolutionize the financial landscape, offering
faster settlement times, enhanced security, and improved customer experience. However, their
widespread adoption faces significant challenges, creating a critical gap between innovation
and accessibility. This article summarizes the key features and benefits for the consumer and

corporate customers that can be delivered through the instant payments initiative, a high-level
roadmap that financial institutions can embark upon to offer these services through the

FedNow initiative, key considerations for evaluating a solution, and a list of critical solution

components from a technology perspective.



Drivers
for the
adoption

and growth

of Instant
Payments

The adoption of instant payments in the US is
driven by the following:

FedNow Service:

The Federal Reserve's FedNow Service,
launched in 2023, provides a nationwide instant
payment infrastructure, enabling banks and
financial institutions to connect and exchange
payments in real time.

Industry Collaboration:

The financial industry collaborates to develop
and adopt common standards and protocols for
instant payments. International organizations
like ISO and CPMI are defining instant payment
standards, enabling interoperability and
broader adoption.

Consumer Demand:

Consumers increasingly demand instant and
more convenient payment options, driving the
adoption of instant payments in various sectors,
including e-commerce, retail, and
person-to-person (P2P) payments.



Services and Benefits Delivered

The instant payment landscape in the US is evolving rapidly, with players like FedNow and
existing Real-Time Payment (RTP) networks offering various products and features for
consumers and businesses. Some of the key features of these services, along with the
potential benefits, are listed below.

Services Brief Description Benefits

Consumer-focused

Real-time P2P Send and receive money instantly  Splitting bills, sending

transfers between individuals within the gifts, or repaying loans
same bank or network. in real-time

Bill payments Enable bill payments with Avoiding late fees
immediate confirmation

Pay-on-demand Enable instant payments for Improved user

services online purchases, subscriptions, experience and reduced
or microtransactions. cart abandonment

Mobile wallets and Integrate instant payments with  Seamless in-store or

contactless payments mobile wallets online purchases

Bulk payroll Deliver salaries and wages to Improving financial

disbursements employees instantly on payday security and employee

satisfaction

Real-time vendor Streamline supplier payments Boosting working capital

payments with immediate settlement management and
enhancing supplier
relationships

Subscription and Automate recurring payments Timely settlements and

recurring billing for services or memberships improved cash flow
visibility

Supply chain Facilitate instant payments Increased efficiency and

financing within supply chains. cash flow through faster

access to funds and lower
transaction costs

Microtransactions Enable instant payments for Improved business
and pay-per-use small transactions or operations and
models usage-based services innovation through new

revenue streams and
business models

Financial institutions' expected benefits from servicing the above business segments include
access to data-driven insights from transaction patterns and reduced settlement risks.



Challenges

Some of the critical challenges
in the implementation of the
instant payments initiative are
provided below:

Legacy technology
infrastructure and
interoperability:

{0

Customer
education and
awareness:

[l

Regulatory
framework:

Cost and
> profitability:

e Fragmented landscape: Interoperability issues and instant
payment systems and networks hinder seamless
transactions.

* Legacy technology infrastructure: Many financial
institutions still rely on outdated legacy IT systems, making
integrating with real-time payment solutions difficult.

¢ Lack of awareness: To drive adoption, consumers and
businesses need to be educated about the benefits and
features of instant payments.

e Security concerns: Concerns about data security and the
risk of fraud can reduce uptake for this service.

e Regulatory uncertainty: Unclear or inconsistent regulations
across different jurisdictions can create compliance
challenges and hinder growth.

¢ High operating costs: Implementing and maintaining
real-time payment infrastructure can be expensive and
needs to be balanced with the suitable revenue model
(fees for the service) while ensuring user adoption.



Roadmap

The US instant payments landscape is evolving rapidly, driven by the launch of the FedNow
service by the Federal Reserve in July 2023. A high-level roadmap for institutions to onboard
themselves is provided below:

Pre-Planning and Analysis:

Infrastructure compatibility assessment: Perform a detailed analysis of
the core banking system, payment processing platforms, and other
applications to identify areas requiring upgrades or adjustments to
accommodate real-time transactions.

Cost-benefit analysis: Develop a cost-benefit analysis that includes
increased investments in technology infrastructure and the expected
revenue increases from transaction fees, increased customer engagement,
and innovation through new product offerings.

Pilot participant selection: Choose diverse pilot participants representing
different customer segments (retail banking, corporate banking, and
treasury functions) to ensure comprehensive coverage and broader
feedback scope.

Benchmarking and lessons learned: Analyze the experiences of other
financial institutions that have rolled out instant payment programs, identify
potential pitfalls, and develop risk mitigation strategies.

Implementation and Rollout:

Technology upgrades, solution plug-ins, and integration: Implement new
real-time core banking modules, interbank settlement interfaces, instant
messaging protocols, fraud detection systems, and data analytics solutions
while ensuring seamless integration with existing infrastructure.

Ensure regulatory compliance: Enhance existing internal policies and
procedures applicable to BSA/AML/KYC and transaction monitoring to
ensure compliance with applicable instant payment regulations.



Staff training: Conduct training sessions for all staff to familiarize them with
the prevailing regulations and the upgraded IT systems.

Customer education and marketing: Launch customer awareness
campaigns explaining the features, benefits, and usage of instant payments,
addressing potential fraud/security-related concerns to encourage
adoption.

Pilot launch and full-fledged rollout: Implement a phased rollout starting
with the chosen pilot candidates, monitor key performance indicators, and
incorporate feedback before a full-fledged rollout.

Service Stabilization and Innovation:

Data analytics and automation: Establish dashboards and reports to track
transaction patterns, identify possible fraud attempts, optimize routing
mechanisms, and automate internal reconciliation processes.

Innovation: Based on data-driven insights, identify possible innovative
offerings such as automated bill payments and subscriptions and auto
reconciliations for merchant settlements. develop risk mitigation strategies.




Other IT Components

Besides the upgrades required to the core transaction processing platforms and the
necessary plug-ins/interfaces for messaging and real-time settlements, other peripheral
systems/modules must be in place to support the service's rollout. The key modules are listed
below:

—=\ Fraud Prevention
0 @) and Detection:

Transaction Monitoring: Analyzes real-time transaction data to monitor
suspicious activity with potential money laundering implications.

Machine Learning: Deploy machine learning algorithms to detect anomalies and
proactively prevent fraudulent transactions.

@\, ldentity and Access
Management (IAM):

User Authentication: Ensures only authorized users and applications can access
the system to initiate transactions and prevent spoofing.

Role-Based Access Control: Defines different access levels for users with varying
roles and permissions.

Audit trail: Captures all system activities for an audit trail to enable future
investigations.

~ Security and
- Cryptography:

Data Encryption: Protects sensitive data like account numbers and transaction
details in transit and at rest.

Digital Signatures: Ensures message integrity and non-repudiation, preventing
tampering and guaranteeing authentic transactions.

Key Management: Securely manages cryptographic keys for encryption and
digital signatures.



API

Management:

Centralized Gateway: Acts as a single entry point for managing APIs used by
third-party applications and integrations.

API Throttling and Rate Limiting: Helps manage the load by limiting the number
of APl requests to prevent system overload and protect against denial-of-service
attacks.

< Data Management,
0P reporting and analytics:

Data Lake: Acts as a central hub for diverse data sources from various internal
and external systems. This should be a central repository for all data analyses,
management, and regulatory reporting.

Mobile Applications
=5 enhancement:
User Interface: Offers an intuitive interface for initiating and managing instant

payments on mobile devices.

Secure Login: Implements secure authentication methods like device/SIM binding
and multi-factor authentication.

Alerts and notifications: Provides real-time updates on transaction status.

In conclusion

Instant payments offer a transformative opportunity for the global financial landscape.
However, to realize its full potential, overcoming the challenges mentioned above is crucial
for widespread adoption. While implementing instant payments requires careful
consideration of potential challenges and costs, the disadvantages of not having them can be
equally detrimental to a business's growth and success.

By adapting to the evolving payment landscape, businesses can make informed decisions
about incorporating instant payment options to optimize their operations, improve customer
experience, and stay ahead of the competition. By addressing infrastructure, education,
regulatory, and cost hurdles through collaborative efforts, stakeholders can ensure that
instant payments become a universally accepted and accessible financial tool for customers.



About Us

With over 25 years of proven experience in software development and 2000+ digital products
delivered, we are a trusted partner in designing and developing end-to-end digital solutions in

banking, financial services, and insurance.

Our services span the entire spectrum: asset & wealth management, cards, payments, and
banking solutions, to name a few. We've partnered with leading financial brands across the
globe to streamline operations and deliver secure, delightful digital experiences to millions.

A team of 200+ comprising domain experts, business analysts, designers, and developers
ensures we understand your unique challenges and deliver digital solutions that drive better

business results.

Retail & Commercial Banking:

* Benchmark technology
platforms

¢ Define target state
architecture for digital banking

* Develop and maintain digital
assets

Capital Markets:

® Modernize access channel
applications

e Enhance overall user
experience for a unified
client interface

Our engagement models include:

We are chosen as a trusted BFSI partner as we specialize in:

@ Cards & Payments:

e Develop super apps with
diverse financial services

* Create mobile apps for
streamlined tools and
enhanced user experience

Insurance:

¢ Audit and revamp digital assets
for increased engagement

Implement data-driven

« solutions for personalized plans,
simplified claims, empowered
sales, and optimized
distribution.
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Brands you trust, trust us
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www.robosoftin.com

Connect with us to

kickstart the journey
of crafting delightful
digital experiences.
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services@robosoftin.com
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