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Stratfegic Review of lnnovation in the Payments System:
Concluwsions — June 2012

Hewlett-Packard Awstralio Pty Lidl (HP) thanks the Reserve
Bank of Australia (RBA) for both the Strategic Review- of
lnnovotion un tive Payments System and the opportunity fo-
comment regording tive conclugions.

HP s one of Hre largest Huiwrde porty Covds & Payment processors
globally and. hay performed. integral roles Un payments
processing botiv within Awstralio and globally for decades.
Since 2006, HP oy operated an Avstrolion based. poyments
wtllty hadp processing a significant proportion of Avwstralia’s
EFT payment travsactions. HP performs payment processing as o
service and provides infrastructure to- the payments industry
globally touching one un two- transactions across He globe. HP
W keendy nterested Un the developments withvin He Australion
poyments wndwstry and s more than happy to- contribute owr
experience Uv operating o payments hudp v Avstrolia. Ouar
main pointy v response to- e Review- are:

o Deupife the best intentions of all parties, previous
reforms Un the payment system have not delivered on all
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aspecty of their stoted agenda, particvdarly arownd access
for new entfrants, cost and efficiency;

o The main reasons for Hus are technological anod

o A central processing hdp withv appropriate governance
arrangements provides the best model for overcoming
these indnibitory and providing a suitable platform to-
deliver true reform in the payment system.

While Hre breadtiv of HP'y current payments processing does not
cover all areas withvin tihe scope of s RBA review, Uy
activitiesy v payments are closely aligned. suciv that there s a

General Comments

HP welcomes Hhe RBA'y interest; bwolvement and ongoing
engagement withv the payments industry on strotegic objectives:
Similarly HP wouwld welcome Hre opportunity to- participate un
the endranced induwstry representation suggested by the RBA.

HP has followed the RBA’y reform agenda over the past decaoe
and (g keen to- see the the learnings of priov reform applied. un
any proposed changes that may occiir.

One of He RBA’y earlier and. simiilor major reform activities,
te Review of Corde Paymenty Systems, was well intentioned,
committed tor, and glwen Hime fo- work.

However i some cases, this reform hag failed to- deliver Hive
resudts expected by the reviews U our views The areas tHhat diod
not meet the outcomes sought by the reform will provide
guidance to- futire reforme We have Uisted below presvions
amendments, whose impact should be reviewed to- ensure the
changes proposed within the RBA'y cuvrent review have Hie
best chance of sueceeding.
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Mention (s made of foir and open access within the reviews
HP'y experience s that tihve previows reforms to- provide access to
the EFT payments streams howve delivered some improvement:
However, tive EFT Access Code has not delivered tie access of
was meant to- guarontee, witiv the COIN initiative only
providing o small umprovement to- a techuical component of
conmnectlon for a new- access seeker.

This s evidenced un the lack of new entranty - witv He e,
cost and otiver mposts of access contunning to- be a significant
borrier to- entry.

Similarly, HP supports e RBA’y intention to- encowrage Low-
and travygporent pricing to- ensure the efficlency of the reform
within commercial guidelines. Unfortunately, despite te
previows reform efforty - cose—by-case pricing and non~
travsporency remain the norm un EFT access:

HP's view- s that despite the indwstry and RBA’y best infentions
many of the traditional payments industry players wll
contunue to- struggle to- meet the requirements of tive Payments
Bovowd. It i owr belief that this s not thwough any deliberate
ntent - rothver Huwough Hie volume of work requived to- deliver
to- customer expectations v a highly competitive and fast
moving market: This challenge s exacerbated by the cost and
complexity of changing or modifying systems Hiat are Un many
cases legacy and requine renewal or replacement

HP’s view i that Hiese inhibitory have prevented unstitutions
meeting the access reguivements of Hhe previouws reforms; and
provide guidance un lhhowto- enable successful change n tire

future.

Wit regord He RBA’y comment on tokenisotion, HP has
supported significont growtiv un tokenisation asy a means of
delivering wider comsumer payment channely for many years.
Such systems are available today, un large scale use anol
growing worldwide across a wide range of payments operations.
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Showld tokenisation be looked at HP (s able to- provide subject
maodtter expertise to- assist witiv the reviews

Awstralion Paymenty Hulp

HP supports He RBA'y view on the benefity of a central

processing huip. Blateral ond poived arrangements untroduce
unefficiency v ol but a two-party market; an bnnefficiency
that grows per new- participont:

The Awstralion payments system has groww over decades wiere
Huly structure has been relied upon to- provide safe and efficient
wherenpon o new- construct U requined to- enabple future
efficient growtiv. The challenges referred to- un the presiows
section resudt from, and are compounded by tHre large and
complex nature of interlinkages that need. to- be maintained. by
every player v the Australion payments system.

Furtiver, their breadtiv and complexity iy a near impenetrable
borrier to- entry for new players and processors: The propensity
for new- payments playery to- seek their oww travnsaction network
portnersihips witiv competifors s just one esidence of the
broader Lmpost o the system.

Again, HP doesy not suggest that Hiy iy infentional, rativer an
use of legacy arrongements that have grown v complexity
over decades, and now- prevent all porties from operating
effichently, including Hhe existing players:

Combined witiv the often dated natre of tecihnology supporting
Huy system, HP U not surprised to- hhave encowntered access
proplems, and U presents o significant umpediment to- successful
reform It s possible Uf not Likely Hhat this legacy techunology
will not provide the capability He RBA iy seeking at a price
that b commerciolly viable for eitiver Hhe provider or the
povties wsing Ut A change to- a contemporary tecihunology
platform would provide a fundamental shift un the way un
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wivich the ndwstry can bnnovate and remain competitive v a
global market:

HP i of the furm opiniow that tive establishvment of a central
processing b iy one of the few pathy avaidable for solving thuis
situation, and represents the best option for cuarvent
pairticiponts, new players, and end. consmmers. HP'y successful
operation of Paymentsy huibs has demonstrated tHhat significant
efficiency and cost reductions con be acihieved Huroughv
establishing a central pount; supported by the latest approacies
and techunologies withv a sound comumercial model and
appropriate governance.

Wihile tie RBA has guestioned the commercial proposition for
o central hadp processor, HP has suecessfully operated similar
by for years witiv lesser volumes and cients: There s
Awstrolion Paymentsy System at present to- support o commerciol
hibp ag o central processor. The key pre-requisites for the
estobplishument of the hadp are committed volume and access to-
the latest techunology.

Private ownership of the Hub withv appropriate governance
from Hhe Payment System panel allows for a more viable
commercial operation withowt confused divectives from o select
ponel of tihe industry.

There are successful efficient Governonce and regulotory modlels
v place worldwide wiere the prvate service W provided to-
mudtiple parties v crifical processing areas that enmsure clients
are properly represented and Hie commercial unterest of tie
hady Uy managed. These modely can ensurre that even tire
perception of Loss of control or market force sy ovoided and the

Beyond. this, He collected volumes centralised bn a vy b tiiy
way provide the revenue and ability for the kind of bnovation
roadmap the RBA evuisages to- be realistically mapped out, co-
ovdinated and implemented. Once established, payments
processing wwolves very high transaction levels, a need for
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absolute certainty and precision: Becaunse transactional
requivements are relatively simple, costs are typically very lows
Ay a consequence, highh volumes are requined to- botiv poy for
e service and also-to- ensure there sy sufflclent funding for
ongoing bwestment anod lnnovation. An appropriate balonce of
these factory will ensure the proposition attractsy o provider
witiv Hhe appropriate size, copabllity, certainty and long term
outlook that U requined to- entrust thiy critical processing
reguirement

I the Awstralioan context; processors have typically priced to-
process travsactions ovdy, to- the detrument of wwestment un
unovation or new product; and hawve not kept pace witiv globhal
markets, falling belind in mobility, customer insight and
seemrity. Funding unnovation Hhuwouwglv a central b witiv
many different players witiv differing profut targets as clients
adduressed and. agreed collectively.

HP has demonstroted a suecessful utility model that leverages
) .- [ e for indinid cliends:

Key to- acceptonce of the Hulp concept s Hat companies
requiving poyments services do- not differentiate un tive
techunical minuwtiae of processing, but rativer do- so- b e “front
end’’ of their product development and differentation,
marketing and delivery. Refaining payment processing seirvices
W only taking buwestment away from real competutive
Aifferentiation. This concept hhas beew repeated Hhwough variows
expent opindlons over many years and g staurting to- gain
widespread induwstry acceptance.

In addition with the advances in technology, including Clowd
computing, security, storage and infrostructure, a newly
architected techunology W requined to- drive Lnnovation and
maintain the competitiveness of Awstralia in global payments:
We believe Hsy will be key to- assisting withv the sepoarvotion of
processing from ownersivip wirieh will be key to- enabling te
changes reguined n Hie lndustry.
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Conclusion

HP applaunds the RBA un Uy infent to- drive a more competive
ande bnnovative agenda within the Awstralion poyments
system. However we see challenges for botiv e RBA and
pairticipants v achieving the gooly of tHhis review withinw the
cwrrent techunical and commercial corstruct: The Hup concept
proposed by Hhe RBA s one that v owr experience hay
delivered significont benefit wirere deployed. We believe it
represents the next generation model that will enable
Awstralia’s payments system to- develop most efflciently and
wnovatively unto- the future

HP wouwld welcome the opportunity to- discunss any aspect of Huls
paper furtiver, and looks forward to- furtiver developments
arising from the RBA’s reviews

Yours sincerely,

Dee McGrotiv
Vice President Funonciol Services
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