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Ecommerce Europis proud topresent in cooperation with Innopay, this special editioithe
Online payment2012report.

Until now, there has been no structured collaboration directly involvitcgmmerce
businesses. The European market is open and offers plenty of opportunities for online
retailers. For thatEcommerce Europeaslaunched in Agr2012.

Ecommerce Europe will focus primarily on reinforcing the success omeethantsand the

right investment climate for welmerchants It will do this by robustly promoting their

interests and by lobbying European institutions. For that, this repil be mosthelpful. We

must shift towards European standard&irope needs a broader variety of payment solutjons
because a broad palette of payment solutions with mass adoption leads to more business for
web retailers.

This report provides an overwieof ecommerce payment methods and habits across the
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developments but also one that has plenty of room for innovation to enable web retailers to
sustain growth and offr their services increasingly across borders.
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The content of this report will helfp achievethat goal!

BrusselsJune2012
Annette Falberg FDIH
Marc Lolivierg Fevad

Wijnand Jongew Thuiswinkel

The Executive Committee of Ecommerce Europe

www.ecommerceeurope.eu
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You are readinthe 2012edition of Innopa® Online payments repoit a special edition with
Ecommerce Europe. Weavesubtitled the reportWloving beyond the we@Thissubtitle is
derived from one of the trends we cover in the fipsirt of the report. Payment methods &t
were designedor the internet are now findingheir way into thephysicaworld. Only one
examplethat illustrates thdivelinessof the market we &e in.

WYnline paymets 2012¢ Moving beyond the wetbffers a completely revised regional section
with more extensive coverage of upcoming regions #aicific and the Middle EasiVe
present a new overview of trends as we identify them from our daily consulting practice.

The Online paymestreports have evolved from the first edition in 2005 as a guide for Dutch
web merchants into the international editiowith a globakoverageA theoretical background

on e-payments was removed, but it is still available in the 2010 edition of the reypdrile

prior editionsalsoincluded an overview of payment service providers, the growing market has
led to the creatbn of the PSP Buy@rGuide, a separate publication by The Paype291Q

The latest version of this guide was publiste®ctober 2011.

The report is divided into two sections. Part 1 presents the general developments in online
payments and an overviewof the activity of some global players in the online payments field.
One of the important trends we observetig close relation of theffline and online channel.
Movements we see areffline retailers are moving towards thiaternet and payment

methods that were designed for@mmerce, how appearing at the poiof-sale.

Part 2 covers regional developments in the world, includimge case studies.

The target audience for this report are professionals in #ansaction servicemdustryQ

including merchants, banks, payment service providers, risk service providers, scheme
organizations and policy makers. With this report we hope to provide both web merchants and
payment professionals with a clear insight into the online paymasstry.

All details concerning payment methods, specific payment products and payment service
providers are based on information that was publicly available at the moment this report was
written. Although we do not claim to provide a complete descriptad the market, we do feel
that we present an overview of the main and relevant developments.

Finally, this report has been written with the utmost care. If you discover that, despite our
efforts, it contains information that is unclear or erroneous doimation is missing, we
would appreciate it if you would let us know. Feel free to contact usfa@innopay.com

AmsterdamMay 2012

Chiel Liezenberg aridouwe Lycklamg Founding Partnexinnopay
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Innopay is an independent, full service consultancy pecializedn payments and related
transaction services. It is our vision that:

Globalizatiorincreasingly leads to a network econoniectronic infrastructures enable
industries to cooperate inetworks, in reatime.

(Mobile)Internetis developing into a true transaction channel, creating new transaction
contexts.New contexts require new transaction services and new options emerge in
existing contexts.

Transaction services are part of twga@ed markets, with sophisticated network effects.

Development of successful transaction services requires a thorough understanding of the
context in which transactions take place. Development is complex and costly and asks for
specialist expertise and a spkciapproach.

Innopay has been active in online payments since 2000. Many of our consultants have

acquired handsn experience of online payment solutions in the last decade. During this

period a great variety of online payment solutions was launched, kewehe larger part has

also been closed down again.

.F&ASR 2y 2dNJ SELISNASYOS 4SS KIS ONBbat§d§R (G KS WL
understand the success factors for development of online payment services. We serve our

customers in three ways:

2SS KStLI LINPFTS&aaAzyl t &heiddine WayrieNttin@ustgzNE 9  dzy RS N& (
2 S KSft LI LINE @A RS NAEQhéirdnliNeRS et basinkss seiitey andl S

products.

2§ KSfLI YSNDKI yiGa | yR Qofine)lpayméntisSiutions. 2 WOK223a$ -

Inaddition to Innopag practice in online payment, other key practices include: mobile
payment, einvoicing, eidentity, cards and related rules and regulation. On most of these
topics Innopay regularly publishes leading industry reports, which can be daged for free
from our website.

Innopay is a member of the European Payments Consulting Association (EPCA) and an

associate member of thEuro Banking Association (EBA).

For more information visitvww.innopay.conor contact us directly ahfo@innopaycom or
+31 20 658651.
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Throughout the economic crisis of the recent yearspeimerce has remained the growing,
innovating sector that it was. With the proliferation of mobi¢ernet, in some regions
surpassing fixed connections, the appearance of the sector grows even mersdli
Payments are a part of this vivid esgstem and have to adapt to new regions, new forms of
usage and new channels.

One of the ways payments do this is that they adapt to the global shopping patterns of their
users. We see merchants, often throudteir service providers, welcoming a more and more
international clientele and their payment methods.

As payment methods follow their users, they also cross the barrier between online and offline.

This distinction is becoming less clear as traditional lest@imove online to leverage on their

brands and online merchants are expanding into the baickkmortar world. Payments are

LI NI 2F dKAa RS@GSt2LIYSyYyd FyR INB Ffa2 ONRaaay3
appear at the counter of a hardwareose. Mobile devices bring thiaternet literally

everywhere and bring online payments along with them.

It is gettingcrowded at the checlout counter. The traditional cash register as we know it from
the local grocery store is increasingly the focus obiration. We see two driving forces for

this development: thdmobile)internet, providing a versatile infrastructure for all kinds of
services surrounding the payment and the additional revenue these services might bring as
payments themselves are becomiogmmoditised.

Loyalty schemes are the kind of service we see appearing together with the payment, as well

4 NBRSSYAy3 02dzZl2ya +ta Fy WHEtGSNYFGAGS OdzZNNB Yy (
more complex, what might jeopardise conversion. Paymerds differ these services and at

the same time keep the user experience smooth and fast, offer added value.

[FAG @SFENE Lyy2LIF& ARSYGAFASR WFNIIAYSY(dlFdAazy 2-
with all kinds of dedicated tasks. In 2012, this treodtinues The fragmentation and limited

ability of apps to communicate among them, has led to another trend. Platforms of services

take the role of integrating the user experience of all these different apps. In terms of

payments, they offer their prefeed payment method to function in all apps on their platform.

For merchants, this leads to a complex ecosystem and a demand for dedicated service

providers to guide them.

In 2011, Innopay pointed out the enormous growth in the market for virtual goodstend t
specific requirements they pose for payments. This trend shows no signs of slowing down and
we there is still room for payment methods that seize the full opportunity of virtual goods.

In 2012, all global players in the online payments landscape clibesestrategy to maintain
or expand their position.
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their PayPal account img the same credentials they use online.

Google launched Google Wallet, a wallet that can be used online as well as at the point of sale
through a certain kind of mobile phones.

Card networks, the biggest providers of online payments in terms of transacshow activity

in different directions. VISA for instance launched V.me, a cross channel digital wallet.
American Express strengthened its loyalty proposition in collaboration with Twitter and started
an online payment platform called Serve. Cards rmeks pursue a mix of strategic

partnerships, acquisitions and development projects to maintain their dominant position in the
online payments market.

Banks are the third category of payment service providers we cover in this report. Last year,
weexpected  y1a G2 06S8S02YS Y2NB OGAGBS Ay (KS 2ytAyS
aftermath, attention is drawn to other parts of the business and developments are not as

strong as we expected.

We do still believe that banks have a crucial role to playnlme payments, especially in those
regions, where retail banking is solidly grounded. Initiatives to gain reach with online banking
enabled payments exist in several regions, one more successful as others. In Europe, part of
the banking sector works togie¢r in MyBank, a paikuropean OBeBystem. It remains to

been seen whether MyBank is able to gain market share quickly enough to earn a place in the
European EEommerce landscape.

In the regional sections of the report, all continents are covered.

With hardly anyinternet penetration, the African-€ommerce market is still in its infancy.
Payments are predominantly cash, with mobile payments being popular in certain regions.
Taking advantage of the lack of an efficient ro@sh payment systermobile payments by
SMS are a typically African phenomenon.

Impressive numbers characterise the Asiatpenmerce landscape. Both volumes and growth
rates are impressive. The diversity in market maturity, culture and language, make for a
fragmented regional markeChina draws attention to itself with huge local players hardly
seen outside the region. AliPay, claiming over 500 million registered users is the local
champion with a market share close to 50%.

We see a trend of US and European businesses lookingifimeps in Asia: it has proved hard
for non-local parties to be successful in the immense Asian market.

The European region can be divided in three: mature market in the weetlt, rapidly
developing markets in East and Central Europe and a group of tadhled is in between,
experiencing moderate growth. Market integration efforts supported by European



policymakers are slowly shaping theemmerce landscape. In the meantime merchants are
demanding attention for their most pressing issues.

LatinAmericais experiencing a period of unprecedented growth and optimism. We see a
strong startup culture in the ecommerce sector the growth of this sector leads to a strong
demand for suitable payment methods.

Latin America might be the first region where mohileernet eclipses fixed connections. This
makes for interesting contexts that merchants should be aware of. Possible barriers for the
development of the market are stringent regulations that seem not to match with e
commerce.

North America, namely the U@ndeniably sets the scene forammmerce and online

LI @YSyGaod 90Sy (K2dzaAK Al gAftft y2 t2y3ISNI oS (KS
most new services are being piloted and introduced. This does not mean that@ind@mers

are frontrunnes. The largest part of k®nsumers pays with credit card and this share is even

to grow a little more.

The Middle East is an increasingly important market fooemerce and online payments.

Therefore it is covered in a separate chapter in the 2012 edifahis report. A rapidly

growing middle class is discovering the convenience of itleagnel. A lack of suitable

payment methods in this cash based region, is one of the strongest inhibitors for the e

O2YYSNODS YIN] SGd ¢ KS Nedad pravidels bffcommercepdyméns. 6 S 3 Ay
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E-commerce, and with it, online payments, have seen anothiting year of rapid growth in
2011 and 2012. In last ye@redition of Innopa@ Onlingpayments2011 eport, we reported

the emergence of continents on the web and we extensively described the battle of the
Unternet giantQ This year the arena for ine payments expanded in the direction of
traditional in-storeretail. These and other developments will be extensively addressed in the
following paragraphs.

Globally, the development of online payments is driven by country specific economic,
technologi@l and social factors. There are significant variations in the use of online payment
methods across regions, with transactions ranging from small values to substantial sums,
initiated via a range of payment instruments and driven by different business Isctee
differences per region will be illustrated in the chapters of the second section of the report.

In 2011, consumers in both developed and developing countries have again manifested an
increased willingness to manage more aspects of their lives viatdet. This could mean
anything from overseeing the state of their bank accounts online to agteagying out
internet-based financial transactions, from seeking investment advice to meeting potential
new friends and even new love interests. Thirnetis quickly becoming the first stop for
people making a decision about buying a service or prodiie number ofnternet users
worldwide reached the two billiomark in 2011, with almost half of them (4%) living in Asia.
China is the global leader with nearly 485 milliorindérnet users. About half of all people
online are younger than 25.

Throwghout 2011, in most markets, online spending has proved quite resilient, with significant
growth in ecommerce revenues. Online retailers not only survived the recession but thrived in
the midst of it. Ecommerce revenue reached USD 680dylworldwide n 2011, up 18.9%
yearoveryear, with online retail commerce in the US alone jumping by %8®@USD 187

billion.

! UN's telecommunications agen@Number of internet users worldwide reaches two bil@a011
2gp. Morgan: Globatleommerce Revenue to grow by 19% in 2011 to $&8EhCrunch Newsroon2011
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Figurel: Internet users worldwide. Sourcenternet World Stats, 2011

In such a context, projections fercommerce remain positive for the years to come: global e
commerce revenues are expected to hit USD 963 billion by 2013. China is expected to overtake
the US as the world's largesttemmerce market by 20#5with transactions valued at USD

314 billion. Wstern countries have discovered the power ef@nmerce for over a decade,

but China has adopted this trend quickly. By 2015, the number of Chinese online shoppers is
expected to jump from 145 million today to 329 millfon

In their effort to gain volume, providers of payment methods are increasingly acting on a
global scale. This is to say, tHellow their user§®) 6 dz& A y Fromthéi dbriSiNdéEra
perspective, payment methods gain reach because mercHaften through their payment
service providers, PSPs) (are able to) accept more and more payment methods.

The developmenwe see is that at the issuirgide of the online payment landscape,

consumers stay close to the brands they know. The acquiringssiderie than willing to adjust

to service a globalizing market. This means that European merchants (through their PSP) are
happy to accommodate an Indian customer with a niche payment method that is hardly used

outside India, if this means increased reveiue ¢ KS YI Ay Y2@0SYSy® Aa o6Sis

United States and Europe and the fiercely growing markets in the East.

This development has two implications. The first is for merchants. For merchants that want to
operate on a more than local scale, a serviaevpter that unlocks payment methods from all

over the world is indispensable. The other implication is that for providers of payment
methods, it will become harder to grow in number of consumers (on the issuing side), because

5¢KS .zabzy [/ 2yadz Ay TobDmRaduperpovirs20212 Nt RQa bSEG 9
4
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consumers experience that anlited number of payment methods provide the reach they are
looking for. To convince a consumer to take up a hew payment method, will take added
functionality. As a consequence, industry players wanting to expand are eyeing brand names
from other regions.

Until recently, payments and payment methods were closely tied to channels or contexts.
Point of Sale (POS), online and mobile contexts all had their own characteristics. Now the
infrastructural charaaristics of these channels are converging as the (moinilejnet is

becoming the infrastructure for every payment context. The world is becoming more and more
WSSo the merger of online and offline is basically the disappearing of the first andtére lat
taking over. In a fe® S| NJ&, @e will hoYb® writing about epayments or online payments
because it will no longer b& meaningful categoryWe do still recognize channels and contexts
and online payments will diversify to cater for all these atela and contexts.

We sedraditional businesses moving intc@@mmerce, online payment methods developing
offerings in brickand-mortar contexts and finally, we see mobile devices takinghernet
literally everywhere.

A growing number of successful traditional retailers are offering their products online. Some of
these retailers are evolving from oftBmensional product offering towards broader

experience. This strategy entails moving businedme and making online payment methods
available for customers. Others are mainly interested to leverage on their brand. Typically,
merchants are sourcing their POS acquiring from their bank. Online payments are more often
than not, sourced from a dedioad Payment Service Provider or gateway. 2011 brought us
offerings from service providers that combined the traditional acquiring services and the
gateway role as we know it from online. Combining the two can bring advantages in cash
management for merchastthat serve different channels and regions.

Another way traditional briclkand-mortar retailers are trying to win back business is by offering
the opportunity of ordering online and collecting the goods. The payment can be made in the
store.

In 2012, we epect this to be the model Dutch online champion Bol.com will add to their
offering, after their acquisition by leading supermarket group Ahold. Undoubtedly, consumers
will be given the option to order online with Bol.com and collect their goods in thé loca
supermarket. The combination of Bol.com and Ahold will be able to service a clientele that is
still uncomfortable paying online and leverage on the existing logistics network of Ahold.



The movement in the other direction isnaybeeven more significant: payment service
providers that offer online paymentwre looking to the offline market to expand. We see
payment methods that were originally offered online are now being offered in offline ctstex
as well, as the PoS terminal functions basicaliyt@snet-enabled device.

This move not only secures growth potential for years to come, but also increases the
relevance of these payment methods as they become part of consbhyso-day routine.

PayPa®® POS Hstore pilot serves as the best example to illustrate such a convergence. The
company is trying to maintain its expansion by challenging traditional payment systems by
developing a sealled mobile wallet, which could be stored on a consugnsmartphone or a
special PayPal card, letting shoppers pay for items at checkout. Following the Home Depot
project, PayPal has revealed plans to extend its initial pilot program by expanding into all of
the hardware supplig® 2,000 US stores. It is exgpped that the service will be made available

at about 20 different retail chains by the end of 2012.

We see interesting differences between PayPal and Google in their nartdahvourtowards

the offline world. Google is lining up the whole existing valain where PayPal is setting up
an alternative chain. The search engine, together with MasterCard, global financial services
provider Citi, US electronic commerce and payment processing company First Data and US
providerof wireless and wire line commumition services Sprint announced in May 2011 that
they had teamed up to launch Google Wallet.

Launched in September 2011, Google Wallet features Near Field Communication (NFC)
technology, enabling consumers to make payments by tapping their phone on asBayPa
enabled terminal at checkout. The wallet requires an-appcific PIN and in the first release,
all payment card credentials are set to be encrypted and stored on a chip.

The third development behind theonverging of online and offline contexts is that of mobile
devicegaking theinternet everywhere. On their way, they are taking payments along. Within
the past years, the distinction between online and mobile payments has become less clear.
This is mainyl driven by an increase of mobile aimernet based social networks, virtual goods
and games, the popularity of mobile applications and a considerable number of unbanked
customers (i.e. those too young to have credit cards or a bank account but wittsaoces
mobile phone).

®The Paypers W1 2 YS 58112 (G (2 -t@epiotprogran20i2Qa t h{ AY



Mobile online payments are payments via the mobile browser or via an app on the mobile
phone. Two use cases of maobile online payments can be distinguished, that both are executed
in the B2C environmenmm-commerce and digital goods.

The first use case is that of online shopping for goods or services on the mobile phone, called
m-commerce. Online business models are incorporated into mobile devices in order to
maximize revenue opportunities. Mobile devices are thereby becoming an e¢eosjer m-
commerce, allowing developers to build their ownammmerce applications on the mobile
device.

The second use case is that of purchasing digital goods on the mobile phone through mobile
platforms. Often ignored in the field of mobile paymentsying apps, games and music is the
fastest growing area in mobile payments. Depending on the platform, mobile payments are
typically done by either having stored card payment details linked to the user account on the
mobile phone, or prepaid cards creditémlthe user account.

Now that the online payments have penetrated new contexts, what will it take for them to be
successful there? Online payments will have to compete outside the boundaries of their
traditional 'habitat' (as we showed in paragraPhso they have to bring something extra.

Existing providers of payment services are trying to increase their market share either by
introducing new business models (crossing the border foofime to offline or viceversa),
tapping into new markets geographically or by expanding their services around payments in
order to boost revenueln this paragraph we will investigate what new functions are added to
the payment. And why.

Functionality abund payments has traditionally been quite limited, especially at the POS due
to the fact that it was heavily regulated. Now that timternet is one common infrastructure,

this will change and functionaligan be added to this paymeridding functionaty to the
checkout is daringbecause it might affect conversion or speed. Nevertheless it is what we see
happening as it may provide the business case that providers of payment services are
struggling with, as the payment itself is becoming a commoditg.challenge for value added
services around the payment is to balance their functionality (and revenue) with conversion.

Loyalty schemes and marketing purposes have become the reason why new players want to
offer payment services in the first place, asyloffer interesting opportunities to add value. A
few examples will illustrate these opportunities.



Loyaltyand rewardschemes aimed at customer retention are a strong marketing instrument
that is being enveloped with theayment. The cheetut, in both the ecommerce and
traditional retail context, is a logical moment to apply loyalty instruments as it is a moment
where the customer makes himself known.

When it comes to big players combining payments with loyalty, theet$Stse tone. In May

2011, American Express and online discounting services provider LevelUp launcheecaymulti
pilot in the US with the Le®ibrand, underanewdlR S @St 2 LIS R QW@ offed2 y £ Sa &
model. Under the deal, American Expi@mart Offe APls enable cardholders to redeem
LevelUp deals by enrolling and using their cards, thus removing the need for-partshand
coupons at the point of sale. When a cardholder uses his or her enrolled card at a merchant,
the corresponding LevelUp savireye automatically delivered via a statement credit to the

card account.

InMarch 2012, American Express presented a new loyalty scheme during thef &XiSs\.
Customers now also receive credit when tweeting special offers. This feature adds a social
component to the scheme where people can share the offers they reteive

In early 2011, American Express acquired Loyalty Partner, a marketing services company that
offers loyalty programs in various countries such as Germany, Poland and India, in a bid to
build and diversify its fee service revenues and expand its international presence.

Coupons are another marketing instrument that is in the centre of attention among retailers.

Coupons are points that can be tradf rebates and are typically applied in the cheek.
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instead of money, but can only be redeemed under certain circumstances.

This does put extra requirements time checkout and makes handling more complex.
Payment services that can facilitate all this complexity, and make sure the customer is
experiencing a smooth chedut process can add value as they maintain conversion.

On the side of the merchant, theisalso demand for services that enable the use of these
strong markeing tools and at the same tintake away all the complexity that comes with
their handling.

® Twitter advertising blog 'Twitter advertising for small businesses', 2012



As we noted in the previous chapter, thasss demand for increasingly rich services
surrounding the payment. At the same time, while on the web services are integrating, the
Wi LILJ LXadideRiandfied in last ye@rreport, is moving towards a collection of small
applications focusing on a gie function. This contrast is a topic of great interest, as future
developments in this area will impact payments.

We can see thinternet as the equivalent of the ancient supercontinent Pagey connecting
the world, everyone together on one cybeontinent where we can connect and meet with
anyone, from anywhere. PCs, but also mobile devices, TVs and POS devices are being
connected.

Figure2: 'The web idreaking up intocyber-continents'. Source: Innopay

In an analogy with Pangaea breaking up into continents, the web is also breaking up into
Y O e-@@inehtDWalled gardens, controlled by their respective platform owners. We can
recognize these walled gardens from the early days ofritenet’. Like in those days, their
function is to create an easy, secure and seamless user experience. But today, th@inglso
their own business model. They are an answer to the increased complexity from the last
paragraph: they enable a rich interface and value added services, without disturbing
conversion.

Because these owners of the platforms have control over whagirggttraded on their
WO 2 vy @we/sBeyaliierce battle between the platform owners to get users on their
continent. Once a consumer is on boardsitikely for him to stay. Within one platform,
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Aswe reported in lastyeg@ S RA (i A 2 y Gbrouglit Gs séparatdl dppS iat take care of
separate functionalities. We saw these functionalities decomposing, as smartponaier
screens quickly became the waoB8davaurite way of accessinigternet services. Because of
the smaller screen size and the different interaction methods though, mobile apps had to
reinvent the way we access and use those functionalities.

The main result of thigend is the proliferation of pps that take care of one partitar
function, but that do not communicate with each other. They are not like the whby are
not hyperlinked creations that allow you to move seamlefiglgn one operation to another
perhaps not yet.

The development that we expeis the appearancef@pps that aggregate functionality to
keep things simple for the user.

We see that on theybercontinents mentioned in the previous paragraph, the platferm

owners are promoting their preferred payment methods and stimes force them onto their
WNEB & mRdDysingsséd Ly a2YS Ol aSas owithderdwh 4SS wOSy i NI
currency.

A similar trend we see is platforms entering into parts ofititernet that are not directly

related, but use credentials from the platform. An example of this is Facebook, as it is
becoming an important player for online information repository: many websites now allow
users to log in using their Facebook credentials, arsbine cases they also allow users to pay
online through Facebook stored information (Facebook Credits, credit cards on file). An
example is Delta Airlir® online booking application, relying on Facet®gKatform to provide
certain personal dataGooglehas waded into the world of online publishing by launching its
online charging service for newspapers and magazines. With Google One Pass, users can
register by using a single sign with an email account and a password that works on all
devices and thepay for content on any other site signed up to the Google service on the web
or on mobile apps. The Google online payments service will attempt to attract publishers who
are keen to establish new digital charging strategies as print revenues decline.

Combned with the app paradigm, consumers are gonted with a multitude of appwvithin
one platform. For payment functionalitthe apps mostly rely on the preferred payment
methods for the platform.

8 An example is Google, putting pressure on sellers in their Android Market to use Google Wallet as a means of
payment Reuters, 2011
? http://www.facebook.com/credits/


http://www.reuters.com/article/2012/03/09/us-google-idUSBRE8271CJ20120309

On the merchanside, there will be a demand to handle thgferent functions and platforms.
For a typical merchant, keeping track of all new developments in payments, loyalty and related
services will be a real challenge. This offers opportunities for specialised service providers.

One last trend we would like to highlight for the coming year is actually a continuation of what
we saw in 2011 for virtual goods. Over the next years, virtual goods will maintain their growth,
driven by the booming of mobile devices and mobikernet usage. Whether it is games, apps

2 NJ W Qth¢ deBd/far quick and easg-use payments for these kinds of goods persists. A
single winning solution for micro payments dtidls notemerged so providers keep trying.

Virtual goods, seen as an effective way to monetize online games, have been driving revenues
in Asia and Europe for years. They include items that people buy on popular Facebook games,
as well mobile games and virtual worlds. We will see thamiai goods are an inseparable part

2T (KS W2QA tektaihS\siad defiahsitdbiiBpter Asia Pacific).

Virtual goods started to catch on with US gamers who pay for virtual goods to improve their
performances in online games. While social games oaldéad are relatively new to this area,
they started to generate a large share of revenue. The growing popularity and salegaofién
items, such as avatar customization and virtual gifts, is expected to make the US market reach
USD 3 billion in 2012

Acording to research, consumers are spemgmore money on virtual goottsand the

importance of the iPhone as a medium for online purchases has increased. iPhone owners
make up the highest concentration of consumers purchasing virtual goods with 44% of them
buying apps, games and more, as compared to 28% registered during the previous year. Virtual
world users came second, with 41% of regular visitors having bought a virtual item. 33% of
handheld gamers and 32% of mobile gamers claimed they spent moneytual givods. 2011

added tablets to these statistits

In terms of payment options, credit cards and PayPal are the top preferences, with 51% of
buyers saying they used these methods. Notably, 16% of virtual goods buyers have used
Facebook Credits for paymgshowing the great rise in popularity of this rather new payment
method.

19 juniper ResearctiMobile Social Media2011
" Frank N. Magid Associates, PlaySpdime Virtual Goods Market Penetration and Growth in North Ameras.0
12Bsiness InsiderThe Future of Mobile', 2012



Source of Virtual Goods Purchase

Online store (not a game publisher)

Prepaid Game Cards at retail stores |
Directly within a game application

Connected console

Source of purchase

0% 10% 20% 30% 40% 50%

Figure3: PlaySparsurvey of virtual goods trend2012 Source: Frank N. Magid Associates

As consumers are becomingpre comfortable paying for virtual goods in games, virtual

worlds and social networks, there is also a huge opportunity for developers to capitalize

outside of these environments. This might be the rationale behind Google entering the online
publishing spce as the launched an online charging service for newspapers and magazines
early 2011, just a day after Apple unveiled a similar online payment offering for publishers.

With Google One Pass, users can register by using a singtensigith an email accaint and a
password that works on all devices and then pay for content on any other site signed up to the
Google service on the web or on mobile apps. The Google online payments service will attempt
to attract publishers who are keen to establish new digitaarging strategies as print

revenues decline.

Virtual goods offer a real challenge for payments because the business model, the risk and the
user experience are totally different from what we are used to in the physical world. But a
market that is growig to be USD 5 billion in 2065 to be taken seriously and will rightly

have the attention of the payments industry.

Virtual goods show peculiarities that require different checkout methods:

Low prices require differerfees structure
Need to pay with alternatives to credit card payments
Delivery process that requires a different approach than physical goods

These peculiarities require PSPs to provide merchants with different checkout capabilities to
handle the differeniexperience. The first challenge that became clear over the past years is

13Juniper ResearchVirtual Goods; Real Revenues on Mobil2011



about payment processing pricing. As per mittemsactions, a pricing model with a base fixed
fee would result in a too high cost for merchants. For this reason, many startups meth of
micro-transactions sprung to tackle the problem and provide with a variable fee only pricing
scheme. Examples of these startups include the successful case of Zong (now acquired by
PayPal).

Some of those startups also started providing alterrafpayment methods rather than credit

card based transactions. In the case of Zong, clients are allowed to pay for virtual goods
through mobile billing. This is ever more important in a sector where large part of the
demographiaoes notown a credit card peven a bank account: most of the social games
attract a young audience of teenagers, who are usually too young to have a bank account, but
already have access to a mobile phone.

PSPs active in the virtual goods sector also started offering deliveryilibgsbo their

offering. As virtual goods require a different approach than physical goods for delivering and
users expect to receive the goods immediately after the payment, PSPs started including this
functionality in their online checkout system. Exales in this area include PaylLoadz, which
enables directlownloads as delivery services.

Overall, social developers haliecomesavvier about how to make money from virtual goods,
even as traffic to many games has flattened or fallen. Mobile has also been coming into its own
in the last 18 months, with mobildrtual goods in the US making US&D million this year,

and will growto USD500 million next year. Big players such as Google and big gaming
companies like EA sports started investing or acquiring up and coming players in the industry;
while at the same time credit card companies are now merging with virtual goods payment
service providers. All these recent trends show how the market is rapidly evolvingnaeidng

a more mature phase.
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In this section we present a general overview of the main players' activity throughout 2011. As
these businesses typically operate on a global scale, some of their activity is reflected in the
regional chapters of part 2.

In the category of nottraditional payment systems, PayPal and Amazon aray@djlobal
giants in the online payments space, with other names, including Google, trying to grasp
market shareand Chinese champion Alipay not to be underestimated.

PayPa(claiming 230 million users as of 26%emains a prominent example of theiccess of
non-traditional payment systems which has managed to gain both revenue and market
presence from financial institutionsVhile 2010 was a landmark year for PayPal in Asia Pacific,
2011 was a challenging year in this region. At the same timesitv®, PayPal announced their
first major step into the bricland-mortar world (see chapter.5).

As an example of the trend weve discussed in paragraphPayPal has revealed plans to

enter the discount coupon market and compete with the established players. The new service
is expected to be launched across the US by 201i2- about the time for this report to be
published. eBa® unit plans to start offering coupons tailored to its 103 million mem@Qers

buying habits and mobilphone locations. The company will make its first foray into mobile
deals by joining forces witk00 US merchants. By moving into deals, PayPal revenue can reach
USD 7 billion by 2013, as compared to USD 3.4 billion in2010

The world has been following with interest the battle between Google and Visa, which have
both stepped up their offers on digi wallets (hamed Google Wallet and V.me respectively).
The game for the emerging mobile payments market took off in May 2011 when Google
launched its eWalllet application for smartphones, initially in partnership with MasterCard. Visa
followed with the réease of V.me, @scribed in more detail in paragra@?.

The much anticipated Google Wallet is based on-téEfihology (Near Field Communication),
enabling consuns to make payments by tapping their phone on a Payaabled terminal
at checkout. The wallet requires an appecific PIN and in the first release, all payment card
credentials are set to be encrypted and stored on a chip.

In early 2012, Google annoued the merger of Google Checkout with Google Wallet.
Following the transition, users of Google Checkout are able to make purchases via Google
Wallet tapping their phone on a PayPas®bled terminal at checkout. The wallet enables
consumers to pay with aitCMasterCard credit card and a Google Prepaid Card, which can be

“ payPal.coq2012
®The Paypers'PayPal to tap into daily deal coupons markad11


https://www.paypal.com/in/cgi-bin/webscr?cmd=xpt/Marketing/bizui/AccessUserBase-outside

funded from existing plastic credit cards. Google Wallet requires users to set up a Google
Wallet PIN that must be entered on the smartphone before making a purchase to prevent
unauthorizedaccess and payments.

The move does not come as a surprise, given the fact that Google Checkout never came close
to meet market expectations as‘BayPal killeé&and instead becoming a payment system
primarily for Google sites, the company has not givelomphe online payments market.

Googled long expected shot at taking on Facebook in the social networking space has arrived
in the form of the Google+ tool, officially launched in June 2011, which offers many of the
capabilities available on Twitter anah -acebook. According to company representatives,
Googled social network boasts a user base of nearly 100 million usmgpticisnregarding

the actual popularity of this service remains high.

For Amazon, 2011 was not marked by a very intense activigycdmpany focused primarily

on geographical expansion by moving into Germany and the UK. In February 2012, Amazon
entered the Indian market by rolling out its shopping website junglee.com, as part of a major
boost to the country's fasgjrowing ecommercemarket. The online retailer will thus compete
with Flipkart, India's biggest online bookseller, which was founded by two former Amazon
employees in 2007.

In February 2012, only months after first announcements, the company officially removed its
3-yearold PayPhrase-eommerce program, which had been developed to allow shoppers to
insert a personal phrase and then a faligit PINnumber to verify shipping and payment
information. No clear reason was given for the move, but most likely the payment opsbn ju
did not appel to customers.

Together, the global nebank providers of payment services tightened their grip on the online

payments market and even expanded outside their original habitat. In the light of the trends

we highlighted in the first chapte8 ¥ (KA & NBLIRZ2NIZ adNRy3a LRAyilGa 27
paymentgare their technical capabilities antleir capacity to offer a smooth user experience.

This is especially helpful in the market for virtual goods, where they are leading.

The current global payment card network industry is dominated by only a few players. Among
them, Visa and MasterCard enjoy a dominant market share. However, an ascending trend
towards domestic processing of payment teactions has been spotted in many countries.

Since the launch of UnionPay cards in China, many other countries are also considering
following such footsteps by introducing similar networks in their countries. For example, NPCI,
an organisation set up bydia's central bank to manage the domestic debit card network
RuPay, is in talks with lddaanks to roll out the count® first debit cards on the RuPay

network. RuPay, a PIN debit network, is to provide a local alternative to international card
networks,including Visa and MasterCard.



Credit card networks adopt various strategies to ensure that their role in the online payments
world remains dominant. MasterCard, Visa, American Express and Discover have ramped up
efforts to challenge payment provider Pa}Ria a series of-eommerce offerings,

partnerships and acquisitions.

Visa acquired Cybersource to expand online fraud management capabilities and also to
increase the online use of its credit, debit and prepaid cards. The acquisition was completed in
May 2011, for USD 2 billion.

Visa has launched a few initiatives of its own in theanmerce field, including Rightclig, an
online shopping tool designed to provide consumers with a number of tools that aim to
facilitate online shopping. The service hagibenarketed as a social@®mmerce service. The
tool lets customers involve friends and relatives in their purchasing decisions via email or
Facebook, which makes shopping on the web more socially interactive.

Visa also announced V.me, a crobannel digal wallet together with a range of customised
mobile payment services. Vi@aligital wallet is set to enable consumers to make purchases
online or via their phones instead of traditional cards. @ishgital wallet V.me stores Visa and
non-Visa payment accounts, supports NFC payments through the company's PayWave
application and provides a range of transaction services includamrenerce, mobile
commerce, micropayments, social networks and P2P gaysn

MasterCard is believed to be investing USD 20 million in the creation of its own Russian
processing centre as authorities are regulating domestic card payment processing. The
legislation is part of a set of amendments in connection to R@splannal switch to a
national payment and universal electronic card systerg012.

American Express is also determined to stay in the race. The company wants to gain a bigger
foothold in online payments and has already revealed plans to invest USD 100 mifliowl to
early stage digital commercart-ups American Express will invest in those companies
focused on serving critical parts of the digital commerce experience, including loyalty and
rewards, mobile and online payment management -bssed services, sedty and fraud

detection and data analysis.

Chapter2.2 of this reportmentioned an example of Am&steps into loyalty. Furthermore,

American Express has launctiel)k S RAIAGFE LI @YSyd I @Gidaléd2 YYSNDOS
entered a payment agreement with Foursquare, a social network website, Zynga, a US social
network game developer and Facebook. In addition, the company revealed plans to join forces

with ISIS, a wbile payment joint venture between US telecommunication companies Verizon,

AT&T and ‘Mobile USMid-June saw American Express acquirebd&§ed virtual currency

platform and ingame payments provider Sometrics for USD 30 million. Sometifidse used

to bolster Serve.



It is clear that all card brands are pursuing a mix of strategic partnerships, acquisitions and
development projects to preserve their dominant position in the (online) payment landscape.
Central themes for the card brands are the move iiotalty (especially clear with Amex),
mobile commerce (like both Visa aMhsterCarcdare showing) and generally expanding their
portfolio of online payment services (i.e. fraud prevention).

During the financial crisis, finaatinstitutions dramatically reduced their exposure to the risks
they had accumulated during previous phases of financial stability. In the aftermath of the
global economic downturn, attention has focused on how to change bank regulation to
prevent a repeaperformance and on the criginpact on the economy. Therefore, last y@ar
observation that the banks are becoming more active on the payments front is not catching on
as strongly as we anticipated.

We do still believe that it will be crucial for bartksbecome more active in online payments

(and not only because before long, the only payments will be online payments). Banks should
think of ways to stay close to their customers and not bemtsrmediated so much that they
become invisible. In develed markets, the user base of the traditional banks is still large
enough to enable them to make the step, but they will have to get moving.

In Europe, the banks behind the MyBank initiative have an opportunity to regain a position in
the online payment ladscape. MyBank is building on customer base and trust: two undeniable
strong pointsof banks TheMyBank initiative is covered in more detail in chapter on Europe in
section 2.

In certain regions!h vyt Ay S . I y 1 AY HOBRR)havd chifmedabitdry|6 il
andEurope, it is now or never for the banks. In regions such as Asia and Africa, banks have
never had a dominant position in the payment industry, so it is unlikely that their role in online
payments will be significant. On the otheaird, although online banking in Asia does not

present as high a level of penetration as markets in North America or Europe, the sector is
increasing rapidly as more consumers respond to the convenience the online channels offer to
conduct bankingelated activities.

Driven by the continuous growth of@mmerce and the increasing share ef@nmerce in

retail spending, banks should put more effort towards the online channel, to keep up with
consumer demand for convenience and security. Many new playersligreng to take

advantage of weaknesses in the traditional banking model. Banks do have a strong and trusted
relation with their customer. Furthermore, banks have control over the account where
ultimately, the funds are held. If banks find a way to béntan these strong points, they might
maintain their dominant position in the payments landscatso online.
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Despite extreme poverty and the lack of a uniform

financial infrastructure, there arfinancial services that , ‘

bloom in Africa: mobile financial services. Despite this ‘
notable success, the African society is still primarily cas

based: people are accustomed to using cash for most o

their transactions. The limited access to financial sesvic: .

in general and availability of electronic payments and th ,
low level of credit card access are major barriers for the

development of ecommerce. The lack of government

policy on credit cards, the lack of credit card initiatives =

from the private sector, @nservatism among banks and

high risk for consumers are also major challenges whict *

prevent the development of a reliablegayment market.

There are several initiatives to help overcome these challenges. For example, in South Africa,
regulation is introdaed™ to improve legal certainty, promote trust and confidence in the
electronic landscape and encourage consumers to transact online. Such transactions are
extremely difficult though in a region where computers are rare, alternative payment services
such & PayPal operate under restrictions and the number-obmmerce portals that allow
customers to buy onlindirectly from the brand is low.

E-commerce in the region has been slow to take off also due to fragmentation, both regionally
(high concentrations fifinancial service providers in East and West Africa, but with significant
gaps in Central and parts of Southern Africa) but also at a local level (a huge gap between the
people that have access to financial services and those that do not).

The slow upta& of payment methods for-eommerce has forced the industry players to
integrate their systems to mobile phone operat@o$atforms to attract more customers. Thus,
the mobile has come to be regarded as the channel that facilitates access to finandiz@serv
and money transfer.

Africa lacks dedicatedpayment infrastructureso innovative ways to use what they do have
(phones) have pushed payment innovation forward. Thus, the mobile phone has grown to
become somewhat of a lifeline for consumers with limited access to financial services. In such

18§ e Electronic Communications and Transactions Act (2002), Consumer Protection Act (2010)



a context, the development of (mostly rudimentary) mobile infrastructures has been swift
albeitdriven by bare necessity and lacking in sophistication.

Mobile financial services have bloomed in Africa, more often than not leapfrogging traditional
financial services models and becoming the only viable alternative to otherwisegpadity
financial service. Africa is now the wdBdecond largest mobile markey bumber of
connections after Asia, as well as the w@lthstest growing mobile markét

The accessibility of electronic services has traditionally been associatethigithet-based
services on a PC platform. But in Africa, mobile is the only vidbdstiucture for eservices,
asfixed line or card infrastructure is just too expensive.

The growth of mobile telephony in Africa, coupled with a high unbanked population, presents
a unique platform for businesses. Mobile phones have an instant accesshiterbased tools

or an online transaction processing system that would allow those selling their goodstonline
do so with much convenience. Mobile payment aggregators, such as PesaPal (Kenya) are
beginning to see success as their web options catch tmmeérchants. Other companies, like
M-Order @lsoKenya), are creating simplified mobile and wedsed ordering systems for
customers to order services and products.

Africa@ mobile markets being described in very optimistic ternidumbers by Pyramid
Re®arch® reiterate the impressive growth: money flow through Af@aobile transfer
servicess expected to account for some USD 2@dm or 18% of the continent's GDP by
2015.

While related to online paymentsnoving funds via mobile phones represgatdistinct field

of digitalmoney transfer The Kenyan NPESA is often cited as one of the most successful
examples of mobile money. The success of mobile pHi@sed money transfer services in the
region has inspired the development of online payment & by IT companies. Intrepid

Data System, an online digital branding firm, is in a partnership with Safaricom and Airtel to
allow online buyers of goods to use eitherRESA or Airtel money transfer services to pay for
their goods through a new platforniRay. iPay is a mobile money transaction processing
system that incorporates the popular-MESA and Zap modes of money transfer. They have
packaged these two popular money transfer systems into an online transaction processing
system to receive payments.

Another example is MobiPay by Kenya Data Network (KDN)texnet payment gateway
solution. The MobiPay platform is meant to offer b&gnoximityCand YemoteCphayment
services while at the same time bypassing the inherent risks associated with cgedinsa
Africa.

" GSMA: 'African Mobile Observatoty2011
18 Pyramid ResearchMobile Financial Services in Africa, 2010



Africa® history with mobile money has its roots in a number of premises that have shaped its
mobile ecosystem into its presediay form. One of them is Afri@alarge unbanked or
underbanked population. Almost 80% of Africa's adult poputaisounbanked and this portion
represens a total of 326 million aduft$ In this context, mobile network operators and
payment service providers have started to pilot away, under the ptaiggerving the
un(der)banked.

In their eagerness to hit the magk some pilots take shortcuts in security and can become
instant successes, growing beyond their initial (pilot) design purpose.

Regulators are not always capable of judging the risks of such proposed solutions. In addition,

most pilots are initiated by wbile network operators (MNOSs) that have different regulators.

So regulation that applies to banks may not apply to MNOs for-likalservices, and this is

judged bynormd I Y 1 A y 3 NXB 3Idz | G 2 NEromrketcial reklityBf all-of tifis: é Yo SK )\
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contaminated for use in financial services.

Recorded remittances into Africa, which gréaurfold between 1990 and 20%?) are the
continS ysis€zond largest source of foreign capitééaforeign direct investments.

The World Bank estimates that about 120 million people in Africa receive money from about
30 million relatives and friends who left their home country, faotal of U 40 billion a

year’, the equivalent to % of Afric&® gross domestic product (GDP) in 2009. Countries in
Northern Africa (Morocco, Algeria and Egypt) are the major receivers in the continent, while
EasternAfrican countries depend heavily on these inaftows.

In such a context, there has been an underlying need for a service that would allow migrant
breadwinners working away from their homes in urban centres to send money back to their
families and friends. This state of affairs also explains thetatt2P money transfers

which allow consumers who do not own bank accountsisbantly and safely send money

over the mobile phong are the most common type of servicerdad out by African

consumers.

However, remittance costs continue to remain higtAfrica where remittances provide a life
line for a large group of peopldhe World Bank and the African Union have taken steps to
lower the cost of sending remittances to and within Africa by launching an online database

¥ McKinsey & CompanyHalf the World is Unbankéd2009

“The African Development Bank (AfDB) and the World Bamveraging Migration for Africa: Remittances, Skills
and Investments 2011

# International Fund for Agricultural Development (IFAD), 2009



that will help increase tranggency about prices and stimulate greater competition among
service providers.

Although in some regions, mobile payments became a reality for everyday consumers,
throughout most of the African continent the availability of formal financial services is still
limited to certain income ranges. Put simply, it was unprofitable for bamlksgitve poor
consumers, as the revenues resulting from managing their srakle deposits could not
offset the costs of servicing them. This left the majority of Africans to look for alternatives.

In the absence of a widespread network of bank brancimesad more established payment
instruments, mobile money transfers became very attractMebile financial services have
developed to become accessible and affordable and make the difference between access to
banking ando access to banking. While the hile operators have diversified their revenue
streams, the banks have not been nearly as active. Many of them would rather create a mobile
way to check balances, than provide a tool to pass money through to merchants or customers
contacts.

In this context it is no surprisehat the biggest opportunity for retail banking may be via

mobile phones: retail banking is expected to account for neadgditthe continenf@ banking
revenue by 2020 helped by the rapidagdion of mobile phone bankiri§ Changes ithe retail
banking environment are being driven, among others, by the reduced growth in branch
revenue and the availability of other channels to handle processing and customer service (such
as ATMs and mobile banking).

In South Africa, even though the cdwy@ largest banks, such as Standard Bank, Amalgamated
Banks of South Africa and Nedbapfovide personal online banking service, there are many
constraints for online banking adoption and growth. Consumers prefer paper money and
legislation for etransadions is poor. Also, technological infrastructure is a problem, especially
in the rural areas.

One valuable lesson that Afr@arapid mobile financial services adoption has yielded is that
GKAET S Wol y{ Ay Jnoldsymat prdmBe, diy it patlaByRe&sy to make

African consumers see the need for an electronic banking system or trusassystem. A

Sybase 365 repdttindicated that in 2010, fewer than 10% of African consumers were

enrolled in formal banking, due to the poverty and thetftmat brickand-mortar bank

branches were inaccessible. As far as trust was concerned, the same survey revealed that the
easiest way for mpayments companies to bring consumers on board is to keep their offering

2Bain&Company¥’ ¥ Ngidéchddong banking bullun in picture§2011
% Sybase 36§ 'Mobile Banking in Africa2010



simple and allow customers to carry out riple types of transactions via locally established
agents thatcan offer handsn assistance.

The Africannternet arena is populated with some online payment options powered by banks
or other companies. EBucks, Standard Bank Autapayoney, Npay, PayFast, payGate, SID
and more are jostling for a piece of a relatively small pie of customers who have access to the
internet. So far, none of these systems has managed to become widely accepted even within
national borders, leaving mobkilpayments on the front stage due to the lackcoddit/debit

card penetration.

When PayPal entered the African market in 2010 by partnering with FNB in South Africa and
allowing the bani users to have access to the international online payment service as part of
its internet banking package, everyone thought that this payment option will be the-long
awaited universal answer. But soon, South Africans realised that, in order to beconteoh pa

the PayPal family, they need to open an FNB account, withstand Reserve Bank scrutiny and
have all the transactions done in the USD. The last requirement practically excludes PayPal for
local trade. The diversity of payment methods has created camfiusinong the African

consumers, ather than a wealth of choices.

E-commerce cannot thrive without access to a computer and an affordable broadband
network. With almost half of the South African population living below the poverty line and
24% of it unemplged, the price of new computers is beyond the reach of most people. No
African country comes close 1846 of total retail spending spent \iae online channel. In
South Africa, ecommerce has a 8% share of the retail market, while in countries such as
Egpt andNigeria, the figure stads at 001%. In mature economiethat percentage is about 7
to 10% If Africa is to experience similar growth, it needs a reliable, trusted and widely
accepted online payment method which can grab a slice of the market sharently owned
by the mobile. But given the poor telecommunication infrastructdirejted readiness by
banks,behaviouralconstraints, inadequate legal and regulatory framework dominating the
region, it is hard to imagine that in the near future @witness such a scenario.

Also, in the absence of a widespread network of bank branches and of more established
payment instruments, it is not hard to understand why mobile money transfeasried out
from anywhere, cost effectively via a prepaid mobitepe, without the need to travel to the
bank and manage a bank accoufiiecame very attractive. It is even less difficult to imagine
that the mobile industry in Africa will continue its upward curve and remain a catalyst for
immense growth, leaving no roofor alternatives.
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Until recent years, the-eommerce market has
been synonymous with online retailing in the U
and Western Europe. But driven by an increas
in the number ofinternet users (Asi@acific

now includes more than 40% of the global
online population) and with the growing
percentageof online shopperand an increasing
online spending per capita, online retailing in
the region is now growing faster than its
counterpars in North America or Europe.
Residents of China, South Korea and Japan ai
leading the way: in Asia, they are the people ¥ ~
most likely to access the online channel for shopping.

Internet Penetration

>

The Asiamegion includes an extreme diversity of markets with different paynemosystems.
AsiaPacific includes both developed and developing markets, both large and small territories,
some with an established and modern telecommunications, retail and transport infrastructure,
others with high numbers ainderbankedand unbanked @nsumers; some with a high urban
population, others with a sprawling rural ecosystem marked by the lack of basic access to
financial services. Last but not least, industry standards and the levels of regulatory compliance
differ significantly from one masgk to the next.

From a payments perspective, Adacific has traditionally been a region dominated by the
use of cash. Recently, the increase in the use of credit cards has led to an evoltiien of
payment ecosystem. The online payments market has also grown in importance in recent
years as a result of a boom in theemmerce market, resulting in éhshift of customers from
paperbased payment mediums to online payment mediums. The consumegrprafes are
shifting towards transparency and flexibility as they are looking for better, more proactive
solutions around life events.

It is generally considered that Asia has the biggest market potential in almost every industry.
This chapter aims to prade an overview of the AsiaPacific ecommerce and online

payments landscape. In this way the chapter helps to understand the sources of
fragmentation, the differences per online payment service and per country. For the purposes
of this report, the ecommerce markets in the Asia Pacific region inclAdstralia, China,



India, Japan, Malaysia, South Korea, Thail@Mmiha, Japan, South Korea, India, Australia,
Thailand and Malaysia.

The digital enviosnment is constantly growing and evolving and no place is greater proof than
AsiaPacific. The broadband revolution is sweeping through the region, with 130 million
broadband users registered only in China (as compared to Europe, which has only nearly 189
million). Singapore alreadyas a more than 195% penetration rate for broadband|uding
wireless connectiorf& There were 1.01 billiointernet users in Asia at yeand 2011,

accounting for nearly 48% of the population worldwide.

Internet users in Asia (million)
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Figure4: Internet users in AsiaSaurce: Internet World Stats, 2012

Social media usage has witnessed an astonishing increase in the region within the past year. In
January 2011, there were 284 million unique visitors, out of which 115 million were on
Facebook. Moreover, four of the world's top ten Twitter usagantries &e in Asia Pacific.

The main adopters of social media are Australia, China, India, Japan, Korea and Singapore.
Among Australian users of theternet, content sharing has become one of the mospplar
social media activitiedNearly three quarters of Auslianinternet users visit social networking
sitesto check profiles and 37%4se such websites on a daily basis. Facebook is the dominant
online social netwrking site in Australia, with 1@million activeusers registered iduly2011.

In Chinapne ofthe most popular social networking si&s RenRen, with 13fnillion users and
38 million monthly unique logn usersQZone is a local competitateveloped by Tencerg
the maininternet service company and the third largest in the world afé®ogle and
Microsoft.

% psia Digital Marketing AssociatietAsia Pacific Digital marketing Yearbo@011



In India,Faceboolenjoys the highest popularity among tkecial networking sites with 29
million users registered in 2011

In Japan, gamingelated activities tends are central to the user experience Whereas Facebook
and Twitter usually see for content exchange, many Japanese social networks have a strong
gaming element that attracts users. Japan is also a good example of the shift towards mobile
internet connections: three quarters of Japanese social network users access the sites only
from their mobile phones, with 3G petration at 95% of the market.

Korea has more than half of the contin@ntities with the fasteshternet bandwidth.internet
population penetration rate passes 75% and oveb8d of households haveternet access.
Cyworld is Kore@ most popular social networking site owned by SK Communications, boasting
around 18 million registered users (over a third of the cou@tentire population).

As the use of social networking sites continues to grow and develop, a trenl istatso
evident at a global level, the use of social networking sites inevitably affects cust@mkmns
behaviour too: not only are people using social media as a way to connect with friends and
family, but they are also engaging with businesses aadds online, and more importantly,
these interactions influence their purchase decisions.

Within the past years, the retail landscape in most of the Asia Pacific region has undergone
dramatic changes. &ing economic growth and changing societies have transformed the way
consumers shofor products and services.

As a result, the online market is continuously growing and manufacturers and distributors
across the region are taking advantage of all the opportunities associated \sitmmerce.
The Asian retail-eommerce market, excluding travel, is expected to ntben double from
USD 156 billion ia010 to USD 323 billion in 20%3

There is an increasing movement, both inland and in the major cities, to buy goods online and
the appetite for overseas products is strong. There are more and more Asian consumers eager
to purchase products traditionally made in the UK, Europe and the US from their homes.
However, there are a lot of hurdles to overcome to convince consumers about the true

benefits of online payments. Poor delivery networks, the distrust between buyerseliers,
security issues, also issues related to the convenience of the payment methods available and
different levels of regulatory compliance are still some of the challenges that lie ahead.

TheAsian ecommerce market is not a uniform market, but ratha collection of economies
currently at different stages of maturity. Therefore fragmentation is to be expected beth in

®The Paypers'Group buying sites drive@mmerce growth in Asia2011



country and at a regional level. Each market in the region is increasingly developing its own
characteristics and dynamics. The indigized countries, like Japan and South Korea, are very
mature markets, and dominated by strong local retailers such as Rakuten. The Chinese is
dominated by eBajike marketplaces including Alibaba, but also local retailers such as 360Buy,
Joyoand Dangdag. By contrast, India's online market remains extremely scoatipared to

these countries.

The diversity of culture and languages has very real and specific implications for retailers
looking to tap into this market. Also expected and easily justifiablled presence of a large
variety of active players currently looking to establish themselves in the promising online
payments playing field.

As the regional fragmentation is an unavoidable reality in the business environment across
Asia Pacific, the onknpayment industry in the region implicitly demonstrates a very high
degree of fragmentation with a high number of new initiatives. In Asiaific, countries differ
strongly in their preference of cash versus cards for poirgale (POS) transactions awid
cheques versus electronic payments for bill payments. Hong Kong has revealed a similar
pattern to the US, in terms of customé€lmyment preferences, with a relatively high usage of
cheques and cards and less use of electronic transfers. On the a@hdr the Japanese and
Indonesian customers show no attachment to cheques, but prefer to use cash rather than
cards. In general, cash proliferation is widespread throughoutRagfic, a situation rather
similar to Eastern Europe. This will probably cheawith time, but cash will still continue to
play a mgor role within the next years.

As fagmentation can be a destabilig factor for any industry, proposals for a unified market

are being put forward. One of the options for the Southeast Asia ragtonconsider an

eventual currency convergence to strengthen the re@atonomy and facilitate international

transactions. A unified currency it I O2 dzf R K S dttadeAlhdughthdt KS NB I A 2 Yy Q
subject has been studied seriously in earlier years rétent difficulties that can be observed

in Europe certainly do not bring a single Asian currency cfoser

What we see as the main trend is that Asian companies and companies from drelfEl8qe
are partnering up. The Western partners bring expertise and marketing powerga$éhe
Asian partners providéhe knowhow on cultural preferences that isdispensable.

Until now, wee seen global companies including Google, Facebook and Microsaft o
acquisition rampage. This scenario has also become visible WP &ai# this year, as well. A

BBC News, Asean siagurrency unlikely after eurozone ‘'lesson', 2012



lot of foreign companies, especially those from the US and Europe are now tapping into Asia
Pacific or extending their footprint, driven by the explostveommerce growth and strength

of the internet market in the region. The biggest challenge for internatidimens in exploring

0 KS NBriirde dagrient businesses is to manage the cultural differences and find the
balance between localisation and gldisation. Therefore, it is important for international
companies to have the right connections and knowledge to explore the tremendous potential
of the market.

Realiing the impressive growth momentum of the emerging markets in the region, Adyen
opened theAsian markets tats merchants. In the pashonths, Adyen has expanded its global
reach by adding a variety of new payment methods to its platform in the US, Canada, Latin
America and the market leaders Alipay and Tenpay in CBilgiumbased online payent
services provider Ogone Payment Services has followed a similar path, by tapping into the
Indian ecommerce market by acquiring of EBSB(ling Solutions), the second largestlina
payment provider in India.

2010 was a landmark year for PayPal sreAacific with a range of innovative business models,
strategic partnerships and investments across the region. In 28&1JS online payment giant
saw its payment volume in the Adtacific region increase by 35% and its number of active
accounts ris¢o 6,5 million (in Q32011).

To expand its global presence, PayPal opened its first Southeast Asian operations centre in
Malaysia three months after online payments provider AsiaPay established its own local
presence there, as part of its continuous efftotexpand its operations in the region.

In April 2010, Alibaba and PayPal partnered. Alibaba offered PayR# a$ the payment
options onAliExpress.com. Just one year lateQ?2 2012the two competitors ended their
cooperation. No reason was providlevhy both parties decided to end their partnership.

In India, he American payment champids struggling to comply with the guidelines set by
The Reserve Bank of India (RBBre PayPal is not coming under the category of Isaamid

can only operate aa payment gateway. Due to disputes Indian merchants have for several
months not been able to accept payments via PayPal above USD 500 pacti@msAfter
negotiations RBI announced in October 2011 that merchants can receive erglated
payments forgoods and services into their PayPal account up to UBID Per transaction.

Amazon has also been testing Indian waters and is set to enter the market as well. The
company is in discussions with Indiam@mmerce players like Flipkart.com, LetsBuy.com and
Exclusively.in, among others and may enter the market as early as the first quarter of this year.

While alliances with players in the region have been the dominant theme for foreign
businesses, Asian companies try to keep pace by moving out of their femioes and trying

to get their own piece of the payments pie. Expansion overseas has become a top priority for
many of China's leading firms.



Alibaba, which has made its global ambitions obvious by openly declaring its interest in buying
Yahoo, is the pant company of the Chinese equivalent of PayPal, Aliphyayis the world2
largestonline payment platformand claims to have registered over 500 million accounts
According to rumars in the Chinese media, Alipay is set to go gfdbahus, overseassars

would be able to use Alipay directly on Alib&eacommerce sites, including Taobao.com and
Alibaba.com, to make online purchases. Currently, only consumers living in Hong Kong, Taiwan
and Macau may use their Visand MasterCaréranded cards with Wpay, while those in

China also may use their China UnionBegnded cards. Such a move could be a huge online
paymert threat to PayPal and in 20142 expect some significant initiatives from PayPal to
maintain their front position.

Alibaba is also repaetly busy negotiating with several of the wdBdiggest credit card
organigtions. The company has already announced a partnership with MasterCard to develop
the overseas bhusiness of the gr@pnline payment division Alipay. The partnership is set to
enable customers with Alipay accounts to set up virtual MasterCard accounts in order to buy
goods overseas. This deal will probably prompt the Chinese online companies to globalise their
own businesses in line with such new opportunities. This is a claanm® of a payment
YSGK2R Wi NI @St AGE unibdkingpotdntiabon theingihaGsde: 5

development we highlighted as a global trend in section 1.

/ K Asyhter@et market is dominated not only by Alibaba, but also by Baidu and Tencent,
which have upped the stakes for survival in an increasingly competitive marketplace. In 2011,
Tencent spent USD 390 million to acquire nearly 40 companies, ranging from shoe shopping
websites to group buying stattps. More significantly, Tencent teamed wjih American

Express to provide cro$mrder online payments. The deal allows Tenpay users in China to buy
goods from US and Ukased online retailers through Globalshop, a globebenmerce and
shipping service.

Baidu, Alibaba and Tencent are worth a ¢toned USD 95illion based on market
capitali@tion, representing almost five times the size of Yahoo. In 2012, they will seek to
expand their market even more.

International brands are also exploiting the group buying business model in the region. US
basal multinational corporation WaMart has purchased a minority stake in Chinese e
commerce company Yihaodian. Groupon tries to expand in Asia by initiating a joint venture in
China and acquiring sites in Hong Kong, Singapore, Malaysia and Taiwan. THiasnove
encouraged local competitors like Taobao to add their own group buying model

Given the fact that the Asian market has no clear player dominating the group buying industry,
the field is open to new entrants. In 2012 we expect new companies to taphiatmarket,
driven by the popularity of the group buying in the region.

27TechinAsiahttp://WWW.techinasia.com/alipawlobal/, 2011
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Powered by the increasing popularity of online games and social networking, virtual goods are
also hot in Asia. The region is responsible for almost 70% oflwioe revenue for virtal
goods®,

The ease of using and accessing the payment systems associated with purchasing virtual goods
is a key determinant for success in sellingse Virtual world participation across Asia is

switching to mobile as this channel is regarded as beiogereecure than paying from a

computer. In Korea for example, 80% of all gamers already play on a mobile device, while in
China, casual game websites and games on sociabnies attract 85% of the gamérs Virtual

goods as a global trend have been coverethe first section of this reportAsia illustrates the

trend like no other region

The preferred online payment methods vary substantially between countries: in general,

despite the fact that most Asidpacific countries are used to traditional casmsed

transactions in stores, the favourite online payment method for the consumers in the Asia

Pacific region ® NS RA G O NR&az SEOSLII F2NJ/ KAYl X $6KSNB
Thailand, where theebit card is morgreferred for online purchases.

This section details country specific differences for a few of the more important markets in
AsiaPacific. We present the market share of payment methods per county of those countries
where reliable studieare available. In cases where figures are lacking, we give only a rough
overview of which payment methods are popular.

China is not the biggest market, but it clearly is the most promising. The country hasset

a dramatic increase in the adoption of electronic payment cards, an initial growth which was
generated by the credit card market and the emergencimtarnet giants such as Alibaba and
Taobao.

In China, Alipagwns the spotlightn the fastexpandhg payments space and now. Alipay is
part of the Alibaba Group, founded in 1999, which also owns the Alibaioenenerce

platform. Alipay is an escrow service that lets consumers pay online by credit card or online
bank. Alipay keeps the payment until theagls are delivered and then transfers the funds to
the merchantAlipay leads the market with a 49% market share, followed by Tenpay with a

8 |n-Stats 'Asia/Pacific Responsible for 70% of 2010 Worldwide Virtual Goods R&ZDLE
2 http://www.globalcollect.com/onlinepayments/news/2011/GlobalCollesponsorsNewzoasurveysociat
mobile-gamingChinaKorea/



20.4% market share, data released by iResearch indicates. 99Bill and ChinaPnR %fdve a 7
and 74% market share, regctively.

Online Payment Companies in China - Market
Share as of Q4 2011
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Figure5: 'China Online Payment Analysis Report', 2011. Source: iResearch

Due to their large user base and continuous new product developmeanexpectAlipay and
Tenpayto remain the leaders in the online payments industry in the next few years with a
stable market share. As competition in the online payments industry continues to intensify,
Alipay is set to expand its footprint and challenge PabRakvealing plans to topBay@

division bytransaction value in two years.

Thirdparty online payments play a very important role in the Chineseramerce landscape,
acting as a neutral agent to collect money for sellers from buyers and transfer the money to
sellers' accounts tien buyers confirm the products. Thirdarty independent gateway

providers have driven market offerings and current market dynamism, while banks and mobile
operators have been exploring payments developments. Different companies focusing on
specific paymenareas such astgiwide bill payment (SmartPayjorporate purchasing,
telebanking (YeePay), consumer online auctions and virtual ma@kisy), topup (paipai)
andgaming (QQ).

China's thirdparty onlinepayment tansaction climbed 1% year on yeao (USD 153

billion) CNY .01 trillion in 2018°, while in 2011 it exceeded CNY 2 trillidihe growth was
attributable to the expanded development of online payment services in several online
business areas, as well as the booming development of relatkdstries such as travel

booking. Also, the government's regulations on payment services play an important role.
Effective 1st September, 2011, all thjperty online payment services providers (ramancial
institution) are required to obtain a PaymeBusiness License from the People's Bank of China
(PBC, Chirs central bank) before they can conduct any money transfer and payment business

*¥jiResearch Consulting GroufChina Online Payment Analysis Rep@®11



in China. This local law aims at consolidating and promoting healthy development of the
Chinese payment market, rkilmg the online payment more efficient and competitihe 2011,

the People's Bank of China granted over 70 rieankes to nosfinancial organiations

engaged in payment and settlement businesses. To date, the bank has granted more than 100
such licenses.

In China, a country with nearly 420 millionernet users, the ecommerce industry has
enormous potential. This sector will continue to be among the fasgestving business
segments, led by the dominant online marketplace Taobao of Alibaba Group. \Wéathpu
doubt, online payments and-eommerce will remain the hottest issues in the Chinese
industry.

Japan is the biggest market in the region with online sald®¥f®4 billion in 2011, up by 9%
yearon-year-,

TheJapanese consumers embrace and adopt new payments technologies (framey to
mobile money) far quicker than their US counterparts. Credit cards remain tharfa/o
payment instruments for online payments (52%), followed by cash on delivery (18%), bank
transfer (10%) and postal transfé§%) andnternet banking (395.

Cardbased payments hold the highest market share in Japan becauke bfgh penetration
of cards (& cards per capita). JCB claims to have the highest market share in the country, with
56 million JCB cards in circulation. JCB cards are also cobranded wigh@4ad and Visa.

The size of the Japanese B2€benmerce market is estimated at JP'¥ 4rillion, which is
approximately 3% of the entire domestic retail market, worth JPY 135 trillion.

Overall, Australian consumers appear to be reasonably comfortable with making online
payments. Around 90% of Austigals havanternet access at home or work. Consumers have
several methods for payments online, including: credit cards, scheme debit card, BPAY,
internet-banking traners, Paymate, PayPal and POL.i.

The online payments market is currently dominated by RhgRd credit cards. More than 90

of Australian adults who shop online pay for purséa using their credit card®nline

shoppers prefer to make purchases via computers, while mobile devices are used for banking
and bill payments. Of the.2 million adul Australians purchasing a good or service online, 97%

31 Euromonitor Internationat 'Internet retaiing in Japan February 2012
3 CyberSource'Global Payment Optiohs2011



purchased online via a computer, 4% made online purchases via a mobile phone and 2% made
online purchases &iother devices such as tabl&ts

The ecommerce market is forecast to grow at a compoundwaimate of 12% to USD 38
billion by 2013. Whilst there has been an increase in online retailing, the market pdaptist
only 38% of total salednternetretailing has jumpedhy 13% in 2011, reaching AUDB 3,
billion®*,

India is thesecond most populatedountryand fierce economic growth is creating a middle
class rapidlyBut due to the lownternet and credit card penetration in the country, India is
still at a nascent sge in terms of online payments.

There is awareess among the business communities in India about the opportunities offered
by ecommerce, but numerous barriers are difficult to overcome: limitgdrnet access, gaps

in the current legal and regulatory framework, logistics and multiple issues ofangstack of
payment gateways. India currently records 2.1 billion4sash transactions, compared to 15
billion transactions in Brazil, 5.4 billion@hina and 2.8 billion in RusSia

The epayment space in India is dominated by independent companiesa€iC Avenue and
BillDesk but the lio@ share of the space is held by private banks like HDFC, Citibank and ICICI.
Ogone haslreadytapped into the Indian €@ommerce market by acquiring independent

online payment company EBS, one of the key paymentgmteroviders in India.

In India, in spite of the fact that only select industries like retail and travel are reaping the
benefits of ecommerce, this sector sched USD 197 billion in 2011In 2012, the e
commerce segment will see more investments atrdtegic shifts, with expansion of
categories and new statips entering the market.

The Malaysian online payment industry is more advanced compared to India, as its market has
more advanced instruments likermoneywhich are currently not present in India and China.

Also, the country has a highieternet penetration rate, as compared to India. Malaysians®

online payment instrument is credit cards wititernet banking beinghe second most

preferred medium of onlia payment. The top three most visited online banking websites in
Malaysia are operated by Maybank Group, Cimbclicks and Pbebank.

33 ACMA: ecommerce marketplace in Australia: Online shopping, 2010 series
34 Euromonitor Internationat 'Internet retailing in Australia2012
B joint report by CapgeminRoyal Bank of Scotland (RBS) and The European Financial Marketing Association.



The increasing rate a@fiternet users, online spending and adoption of new technologies are
key drivers for the development eficommerce. In the cities, access to théernet is widely
available vianternet cafes, but PC penetration remains low among the poat thiwse outside
of urban areas.

Nevertheless, the market has not reached the maturity level. The Malaysians do mothieav
online shopping habit yet and the country lacks atoenmerce giant, something which could
boost local ecommerce mass adoption.

Online shopping in Malaysia hasached USD 602.2 million (MYR thillion) in 2010 and is
expected to jump to USDbillion (MYR 5 billion) in 201%

% The Paypers'Malaysia: Online shopping expected to reach USD 1,7 billion irl, 2.
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In general, Europeans are among the
world@ most enthusiastic users of the
web. As of March 2011, the total
number ofinternet users in Europe
alonereached 47& million,
comparedto 1.63 billion users
worldwide®. Moreover, by 2014 the
European online population is
expected to grow by nearly 20%, witt
countries such as Poland, Russia,
Ukraine and Turkey as the main
drivers for this growth. Although th
European Union is striving towards a single market, great dividesémenerce maturity and

IT development persist. Generally speaking, the Nordic countries in addition to the

Netherlands and the UK are most advanced, while countries in South andrEaatepe are
catching up fast. Access to broadbdnternet has increased strongly in the new EU member
states and the proportion of consumers having purchased goods online has grown accordingly.

Internet Penetration
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Figure6: European consumers spping online. SourceEurostat December 2011
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http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=isoc_bdek_smi&lang=en

This chapter examines the geographical differences and looks into the status of the European
market integrationwith respect to online payments. We will look into the European b@nks
initiative to develop a paEuropean OBeR 2 f dzli A 2 Y R daParagmploUaféhis I v |
chapter covers the requirements of European web merchants as put forward during a one day
session in Barcelona the Globat@nmerce Summit of 2011. Finally, for the main European
countries, preferred payment methodse mapped.

Europed geographical fragmentation is aggravated by the historical divide between Western
and Europe on one side and the Central and Eastern Eurapgémson the other side. This
division, the result of the postVW Il Iron Curtain, is reflected in the current state of e
commerce across Europe. Countries that were part of the Eastern communist dominion are,
with few exceptions, de facto developing marketsile the Western half of Europe includes
developed markets with solid financial infrastructures.

The broadband penetration rates are very different from one country to another. The
percentage of broadband subscribers (DSL, Cable and Fibre/LAN) in the&hethand
Denmark is 37%, in Germany and France about 30%. The lowest rates are Czedh &spubl
Poland with roughly 19%*,

The European-eommerce space cannot be regarded as a single big market in itself, as there
are significant diffeences from couny to country.We can speak of three blocks.

A mature marketn Northern Europeincluding the UK, Germany and the Nordic countries,
where between 60% and 80% ofialiernet users are eshoppers.The UK stands out as the
world@ kading country for &ommerce.In 2011, the online spending in UK reached GBP 68
billion, up by 16% as compared to 2010, while in 2012, the online spending segment is
expected to increase by 13% yem-year, accounting for GBP 77 billin

A growing marketn France, Italy and Spain, where the total number-eheppers is lower
compared to the numbers afiternet users, but the number of newghoppers is growing at a
rapid pace.

An emerging markeih Eastern Europe. The growth potential fec@nmerce iigh in Central
and Eastern European countries, despite the relatively smaller size ofdbmmerce
turnover and lower consumer spending.

¥ OEC 'Broadband penetration and GDB per capi2011
*The IMRG CapgeminiRetail salesnidex, 2012



















































































































































