PAYMENTS PROCESSING

The Road Ahead for Cover Payments,
Remittance Information

The Federal Reserve Banks and The Clearing House are Streamlining Wire Transfer Payments

By Hank Farrar & Lauren Hargaves

In the next two years, significant system enhancements are going to
deliver a new level of efficiency and transparency to the nation’s major wire
transfer systems, the Fedwire® funds service and CHIPS®.

By November 2009, the international banking community, including the
Fedwire and CHIPS wire transfer systems, will begin using new message
formats to process cover payments and allow for greater transparency.
Frequently used in international correspondent banking, cover payments

pass through a chain of banks, while the underlying credit transfer message,
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PLEASE PRINT/Por ravor ascriba

containing details related to the commercial transaction, travels a sep-
arate route to the ultimate beneficiary’s bank.

By the end of 2010, U.S. dollar wire transfer systems will be upgraded
to allow business remittance information to flow along with wire
transfer payments. The significant improvement will enable corporate
customers to reconcile their payments with much greater efficiency.
The Federal Reserve banks and The Clearing House have been work-

ing with financial institutions, global payments systems operators, o
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corporations, and software companies over the past two years to create
this long-awaited process improvement.

Information related to upcoming cover payment message format
changes is available at www.FRBservice.org for the Fedwire Funds Service
and at www.chips.org for CHIPS' participants.

Remittance Information with Wire Payments

By the end of 2010, corporations and banks will realize one of the most
significant improvements to the wire transfer system in many years: The
inclusion of business remittance information with wire transfer payments.
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standards that do not ensure full transparency of the parties to the
underlying commercial transaction. As a result, today’s cover payments
process could expose intermediary banks involved in the transaction
to increased risk of unknowingly facilitating illicit activities.

The new efforts to support greater transparency are part of a broad
industry initiative. In April 2007, the Wolfsberg Group and The Clearing
House Association LLC published four payments message standards aimed
at enhancing transparency and reducing vulnerabilities in certain payments
processes, such as the cover payments process. Banks are expected to start
testing the new format in the spring of 2009 in anticipation of the November
2009 implementation deadline.
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Two years in the making, the joint standard championed by the partici-
pants of the Fedwire Funds Service and CHIPS will enable corporations to
eliminate the inefficiency of sending payment and business remittance infor-
mation separately. Instead, companies will be able to send and receive wire
payments containing pertinent remittance and invoice information needed
to automate and process wire payments.
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The process improvements will result in substantial benefits. No longer
will corporations incur the time and expense of follow-up phone calls and
e-mails to match invoice and other key information with wire payments.
For corporations, that means a significant cost reduction in managing wire
transfers. For banks, it means one of their most essential payments products
will be even more valuable to their best corporate clients.

To facilitate adoption of the standard, the Federal Reserve Banks and The
Clearing House are enlisting the support of banks, corporations and tech-
nology providers to adapt their processes for the new message format.
As part of the initiative, the Federal Reserve Banks and The Clearing House
are engaging high-value payment system operators from around the globe
to discuss interoperability and global compatibility.

To take advantage of the opportunity to send remittance information
with wire transfer payments, banks need to engage with their corporate
clients to understand better how customers intend to use these messages.
Banks also need to review their IT systems — ranging from back-end pay-
ments processing engines to customer portals — so that they can plan for
and implement these changes.
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For their part, corporations need to work with their treasury workstation,
cash management software, and enterprise resource planning (ERP) soft-
ware providers and banks to identify, plan for, and implement the IT
changes that will support this initiative. In addition, corporations should
reach out to their trading partners and encourage them to take steps so that
they, too, can accommodate payments using the new standard.

Finally, technology providers need to work with their bank and corporate
clients so that the required functionality is delivered on time.

By continuing to work in the spirit of cooperation, banks, corporations,
and technology providers can help usher in a safer, more efficient era of
wire transfer payments.

Lauren Hargraves is senior vice president, Wholesale Product Office, at the
Federal Reserve Bank of New York. She can be reached at 212-720-5000.
Hank Farrar is senior vice president of The Clearing House, responsible for
CHIPS. He can be reached at 212-612-9339 or hank.farrar@nych.org.

“Fedwire” is a registered service mark of the Federal Reserve Banks. “CHIPS” is a
registered service mark of The Clearing House Service Company LLC “SWIFT" is a
trademark of the S.W.ILF.T. SCRL.
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Only time will tell us what is
in store for the rest of 2009.

But there is always time
to benefit from

TAWPI Membership

TAWPI Membership is the best way to gain a
fresh perspective on cost effective payments
and document automation!

Take advantage of time as a TAWPI Member!
* excel in your job and enjoy what you do
* position yourself for career growth
* gain valuable knowledge and insight
* make better business decisions

Call now for membership information.

Contact Dave Nitchman at 617-426-1167 x115 or

dnitchman@tawpi.org
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