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ABSTRACT

The increasingly complex and dynamic business dietsvidlemand continuous enhancements to the regulato
and supervisory frameworks to maintain financiabsity. This has led to the enactment of thayment
Systems Act 2003PSA 2003 which was gazzetted orf' August 2003 and came into force chNovember
2003. Its aim is to provide a comprehensive legahtwork to ensure that the payment systems ategbed
from disruptions that may affect financial staliléand that public confidence in the payment systams
instruments is preserved. This paper defines cekeynwords in relation to an electronic paymenttesys
examines the background to the introduction of ¢kextronic payment systems and studies the scoge an
efficacy of thePSA 2003in Malaysia. The research questions addressed )attee(relevant security issues in
electronic payment systems; (ii) the function of elactronic payment system,; (iii) the different égpof
payment systems; and (iv) whether the electronjereat system has improved the efficiency of theavisian
financial system. Based on the research findingg#per submits certain recommendations.

1. INTRODUCTION
1.1 What is a payment system?

Commerce always involves a payer and a payee wtitaege money for goods or services. With the lawfich
e-banking and e-commerce, business activities hageeme increasingly complestemanding a regulatory and
supervisoryframework to maintain financial stability. This hkesl to Malaysia’s enactment of tliRayment
Systems Act 2003hereinafter referred to as thPSA 2003) (Act 627) which was gazzetted or"August
2003 and came into force oft Movember 2003.

In an electronic payment system as in the non+eleict, there must be at least one financial instituwhich
links “bits” to “money”. In most existing paymenystems, the latter role is divided into two pa#s:issuer
(used by the payer) and an acquirer (used by theepaElectronic payment from payer to payee is émanted
by a flow of real money from the payer via the &sand acquirer to the payee. The internet andesdtrenic
payment systems run on computers, based on digitabchip technology in the form of “bits” of eleicity. In
an electronic transaction, it is these bits of teleity that whiz around the globe through cabkestellites, and
tiny hollow glass tubes (fibre optics). The firssential element for a functional electronic paynssgstem, is a
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physical infrastructure capable of managing thenfdable flow of binary codes around the globe. &ebg for

feasible electronic transactions there will havéegpayment systems in place that will allow uattach value
to these transmissions of transactions. They wilirb¢he form of various financial systems (fromwvaite-

company-based to governmentally-guaranteed systd@syvill actualise, maintain and guarantee tHee/af

electronic money. Finally, there must be safetycaudions in place that will facilitate and secureaution of
electronic transactions. Legal repercussions for whBous types of ‘faulty’ electronic transactionsust

likewise be brought into existente.

1.2 Definitions
A payment is a transfer of monetary value.

A payment system consists of the mechanisms — including the insitis, people, rules, and technologies — that
make the exchange of payments possilpayment system comprises a set of instruments;ggiures, rules
and infrastructure used within a market economiyansfer funds among individuals and institutiong Bank

for International Settlements (BIS) defines a paynsystem as; “a set of instruments, banking proeeiand,
typically, interbank funds transfer systems thatLea the circulation of money”.

Finally anElectronic Payment system (EPS) is a payment system consisting of electrochanisms, which
make the exchange of payments possible. In a lagntemguage EPS can be defined as a payment ortargne
transaction made over the internet or simply a agtvef computersThe technical infrastructure provided by
the internet is becoming increasingly popular owiagts speed and convenience. It is based on eugpmes
among the banks and other participating institwiorcluding the central bank and clearing/settlensgstem
operators in the payment and settlement systeneduio the provisions of governing statutes amglilations.
Typically payments are initiated from the paymeravider's secure website, with notification of theyment
being registered electronically. The systems differording to the type of account from which thed&imre
drawn, and the payment networks used to completéutids transfer. A number of providers essentiadigks,
have developed systems that require establishniemtspecial purpose transaction bank account asréafit
cards and debit cards. In other systems ®&agich ‘n Gocard or prepaid phone cards, value is transferred
between special purpose non-bank accolints.

The Bank for International Systems (BIS) definitioha payment system focuses on instruments, banking
procedures, interbank funds transfer systems, iolpdrouses and settlement of funds or securitiéissing
from the BIS definition is thentrabank systemthat give effect to payment instrument transfeithiw the same
bank. This is however overcome in the very broaihilien undersection (s) 2of the MalaysiarPSA 2003
(discussed below

Let us now examine each of these.

* Instruments — a mere half century ago this was easy to deRagment instruments were basically cash and
cheques. Today however there is a vast range ohg@atyinstruments. Apart from the cheque and cashame
have giro-payments, electronic transfers, intepmtments, debit orders, standing orders, credds;adebit
cards, electronic “cash” and so on. And the nabfireach is vastly different from the other. Tlau2of the PSA
2003 defines a payment instrument as “any instrumehgther tangible or intangible, that enables a petso
obtain money, goods or services or to otherwiseentakyment”. Furthefdesignated payment instruments”
include:-

0] charge cardwhere a line of credit is granted by the issugh&user who has to settle the sum used in
full before a certain specified date without anyeexled credit;

Justin McCarthy:- Consumer Protection in ConterapoElectronic Payment Systems :- A Familiar WalfDigital
Clothing? [2002] C.O.L.R. 1l (Cork Online Law Rewg University College Cork ;_Available online:-
http://colr.ucc.ie/2002ii.html

Stanley Epstein “A glossary of terms used in paymand settlement systems”, Committee on Paymeaeiflement
Systems. BIS, Basel, Switzerland. March 2003 (Rel/Edition))._Available online:-
http://www.glasgowaccess.org.uk/articles/Businesg/\WMat-is-a-Payment-System-_98250.html
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(ii) credit card where a line of credit is granted by the issuentdogre unlike the charge card should the
user be unable to settle in full on the due ddtie, ttme may be extended subject to payment of
interest, profit or other charges;

(iii) e-moneyis any instrument whether tangible or intangibletth
« stores funds electronically in exchange for fundisl oy the user to the issuer
« which can be used as a means of making paymenytperson other than the issuer and
< any combination of that prescribed above.

» Banking Procedures— these cover a huge area. Anything that is nahstnument or that does not relate to
how that instrument is moved, must, by definitibe, related to a banking procedure. Here thererdeenal
bank procedures (such as how a branch initiatemeats), payment systems rules, the agreements ésich
those between banks, between banks and their cetpivetween banks and the clearinghouse), natiohl
international payment laws and payment regulatems operational procedures, either manual or tdobyo
driven within individual banks that are used tdiate, verify and process the payment. All of thpescedures
are simply to get the payment ready for the nest, 9b move it to a transfer system.

« Interbank Transfer Systems— this covers local and national clearinghousaispghysical instruments such as
paper), Automated Clearing Houses ACHs (for thectedaic ones), message carriers such as S.W.L.F.T.
(society for Worldwide Interbank Financial Transans), a financial industry owned co-operative syipgi
secure message services and interface softwarkotsands of financial institutions all over the ldpr
switches for ATM transactions, the national andrimi¢ional credit card networks and so on.

An Automated Clearing House(ACH) is a secure and efficient nationwide batclemied electronic funds
transfer system governed by the PSA which provmletiie interbank clearing of electronic payments fo
participating depository financial institutions. TREPS acts as ACH service provider, central clearing
facilities through which financial institutions tremit or receive ACH entries.

The key word in the definition issét” - for all these components have to be combinethae up a complete
unit. In a payment system each link in the chaim giae rise to a serious problenrisk. Risk takes on many
forms; credit risk, liquidity risk, legal risk, opional risk, settlement risk, systemic risk and the whole
fabric of the payment system in danger.

In prepaid cash-like payment systems, a certairuaiaf money is taken away from the payer (for eplamby
debiting that amount from the payer's bank accobafpre purchases are made. This amount of monepean
used for payments later. Smart-card based electqmnises, electronic cash as well as (certifiedantaed)
bank cheques fall in this categdry.

This paper investigates the scope and efficacy dayd&’'sPSA 2003by looking specifically at the function of
a payment system and whether the EPS has improgezffibiency of the Malaysian financial system.
2. BACKGROUND:- HISTORY OF PAYMENT SYSTEMS

Glyn Davies (1994) in his massive study entitled’Hie History of Money from Ancient Times to the Rrese
Day’,” remarks that over the last five thousand yeanethave only been two fundamental innovations @& th

SWIFT is a Belgian cooperative society, ownedtbymiember financial institutions with offices ardutme world with
headquarters at La Hulpe near Brussels. Found@&tussels in_1973to establish a common language for financial
transactions and a shared data processing systmaidwide communications network. As of 2005iiitked over
7,800 financial institutions in 202 countries sagribanks, broker/dealers and investment manageraeh as their
market infrastructures in payments, securitiegisiiey and trade. Available online:-
http://www.swift.com/index.cfm?item_id=43232

Abhiraj S. Kulkarni:-Legal Analysis on Electronic Payment Systefmsilable online:-
http://www.asianlaws.org/projects/analysis_eps.htm

7 Davies, Glyn “A History of Money from Ancient Tiraeo the Present Day” (Cardiff, University of Walé§94) p 18;
Quoted in Bernard A Lietaer “The Future of Paynf@ystems” Unisys Corporation 2002; Available online:
www.unisys.com/financial/insights/insights__compiend\WPaper_BLietaerbergdahl.pdf&w=future+paymensteyn
s&d




technology of money. The first was paper money, riteg in China during the 9th century and spreading
Western Europe during the late Renaissance. Weatibled was the transfer of the power of creaifanoney
from kings and emperors to the banking system. \Wermw in the middle of the second fundamental
innovation: electronic money. Electronically-basegmpent systems have been in operation since thes1a&l
have been expanding rapidly as well as growingompexity.

Andreas Crede (1995) finds that in most of the major industrialised coi@s, an inverse relationship exists
between the volume and the number of transactiamsllbd electronically. Typically, of business payisen
around 85-90% or more of monetary value will becpssed electronically, while less than 5-10% oftthal
number of payment transactions will be handledhis tvay. This has been due to four related fact{rk:
proprietary closed networks were developed by baakisandle large and increasingly internationalisdx
payments systems; (2) large value payments aredsitrgly associated with foreign exchange and globa
securities transactions, thereby becoming divortech underlying world trade; (3) large value paymen
systems were not designed nor are they cost-aféedtir small value payments; and (4) paper-based no
automated payment systems remain an establishédfpaccepted business practice for varying inttital
reasons, thereby remaining ingrained in the econeystent.

However, the technological revolution in the fieldsinformation technology and communications hasl h
profound implications in the rapid growth and imegn of financial markets, which has caused the
proliferation of the number and volume of transférat take place through payment systems. Alreadgyt,
over 95% of the money existing in the world resideshe form of bits and bytes in computers at lsaakd
brokers. Payment systems have operated as a gedilgpace reserved for the banking system.

The Cruickshank Report (2000)to the Chancellor of the Exchequer about the (tdtkompetitiveness in UK
banking services concluded: “Money transmissiorvises are supplied through a series of unregulated
networks, mostly controlled by the same few largalds who in turn dominate the markets for servioéSmall

and Medium Size Enterprises (SMEs) and personal mast This market structure results in the creatibn
artificial barriers of entry, high costs to retaflefor accepting credit and debit cards, chargeschsh
withdrawals up to six times their costs, and a cemrsbme and inflexible payment system that is ofdwly
adapting to the demands of e-commer€e.”

This report found three key features that reducepatition:
. The Association of Payment Clearing Services (APAB®)de factomonopoly, controlling the terms
and costs of access to the money transmissionnsyste

. APACS has no direct competitive incentive to redize®@wn costs or to provide innovative services;

. The internal decision-making process operates bgearus, so that innovations tend to happen at the
pace accepted by the least innovative.

. Furthermore, the supervisory or advisory boardsagiment systems have typically no representation at
all from outside the banking industry, and speaificno customer representation, be it corporate or
individual.

These findings were also reflected in a survey keyFtderal Reserve Bank of New York (2002}

Andreas Crede:- Electronic Commerce and the Bgnkimdustry: The Requirement and Opportunities fawN
Payment Systems Using the Internet ; JCSC Vol 13N@995). Available online:-
http://jicmc.indiana.edu/voll/issue3/crede.html

®  Cruickshank, D. Competition in UK Banking: A Repto the Chancellor of the Exchequer (2000). Regubit
Bernard A Lietaer “The Future of Payment Systeliisisys Corporatio2002; _Available online:-
www.unisys.com/financial/insights/insights__compienad\WPaper_BLietaerbergdahl.pdf&w=future+paymensteyn
s&d

1 bid.
11 Radecki, Lawrence, J. (AVP, Federal Reserve BdnKY) “Bank’s Payment-Driven Revenues” FRBNY Ecoriom
Policy Review (July 1999) pp. 53-70. Reported irerard A Lietaer “The Future of Payment Systemsisys
Corporation 2002;qupran 9).



The firstGlobal Future Forum (GFF) Survey (2001)of financial services industry, gave 2 examplesadt
inefficiencies as a result of a monopoly by Bankder the present systenf:-

. Policies on credit cards prohibit a merchant tosjate a discount to customers paying cash. As nioted
a recent OECD report, this implies a systematic idylisom the people who pay cash (typically the
poorer people) to those who pay with credit catgsi¢ally the better off).

. When a migrant worker sends USD100 back home, USIaB0be lopped off as a payment charge, a
price clearly not related to the costs of providaugh a transfer.

There is no technical reason why any organisatiah tas mastered computer network management cotild n
start providing some services traditionally supplisy banks. This begs the question as to whetlemnili also
imply the transfer of the power of creating monegnf banks to other agents in society. The regulatory
environment has hitherto protected the bankingesysrom most of such inroads with the result thanks
enjoyed a monopoly on costs. To quote a critiarfks are cast in the role of both toll collectardahighway
robber. And the pickings are very rich indeéd

3. REGULATION OF ELECTRONIC PAYMENT SYSTEMS

Malaysia’s legal framework for regulating the issiecard-based e-money or multipurpose stored veduds is
contained in th&SA 2003 ThePSA 2003 which was passed on 23 June 2003, has beenuetddo improve
the efficiency of the payment-related infrastruetuwhile maintaining the safety and integrity o thayment
system.

Section 2of thePSA 2003defines a payment system as:-

“any system or arrangement for the transfer, abegor settlement of funds or securities, but edet-

(a) a payment system operated by Bank Negara Maldlgsreinafter referred to a8NM”) under the
Central Bank of Malaysia Act 1958(Revised 1994) (Act 519);

(b) a ‘clearing house’ recognised under Sezurities Industry Act 1983(Act 280);
(c) a ‘clearing house’ licensed under thgtures Industry Act 1993 (Act 499);

(d) an in house payment system operated by a pedely for his own administrative purposes thagéslo
not transfer, clear or settle funds or securitiggHtird parties;

(e) a system that solely facilitates the initiatafrpayment instructions; and
) such other systems or arrangements as maydsetnired byBNM.

By this exclusionary definitioBNM, an approved clearing house for the Futures masdwt an approved
clearing house for the provision of services foe tlearing and guarantee of settlement of trarmastin
securities continue to be regulated under thepeaetive Acts. ThéSA 2003essentially recognises the role that
both banks and non banks can play in the finarssistem and th®SA 2003provides for the licensing and
regulation and supervision of theseRiYM as provided irs 69thereof BNM shall:**

2 Miller, Riel; Michalski, Wolfgang & Stevens BarriéThe Future of Money: An Analytical Synthesistbe Discussion

on the OECD Forum for the Future” (OECD: Luxembuhgly 2001). Reported in Bernard A Lietaer “Theufe of
Payment Systems” Unisys Corporation 2001pfan 9)
13 Logica: “Frictionless Money — The Future of Moreyd Payments in an Electronic World” pg 8. QuoteBérnard A
Lietaer “The Future of Payment Systems” UnisyspBaation 2002 , p 11; Available online:-
http://www.google.com.my/search?qg=history+of+inttional+payment+systems&hl=en&Ir=&start=30&s

14 Malaysia CPSS - Survey of e-money and internétranbile payments, March 2004 ; Available onfine
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. promoteorderly development of e-money schemes in Malalygiatimulating healthy competition and
e-money product innovation while maintaining fineth@and payment system stability;

. ensurethe soundness of multipurpose e-money schemetharstability, reliability and integrity of the
issuers; and

. protectthe interests of the public and maintain publinfatence in the payment instrument and

. payment systems. In this context it is pertinemdte the provisions of 6(1)whereby BNM may, by

order published in the Gazette, designate a paysysteém as a designated payment systaBhN is
of the opinion that —

€) the payment system poses systemic risk; or

(b) the designation is necessary to protect thegeast of the public.

Section 5() provides that a person who operates any paynystera shall receive a written notification
from theBNM. TheBNM may prohibit a person from operating any paymgstesn undes 5(4)where
(a) the payment system is detrimental to the ridiadafe, efficient and smooth operation of thenperyt
systems of Malaysia; or (b) the prohibition is e interest of the public.

By s 23(1) BNM may, by order published in the Gazette, prohihit person from issuing or using any
payment instrument if:- (a) the issuing or usehaf payment instrument is detrimental to the rediabafe,
efficient and smooth operation of the payment systef Malaysia; or (b) the prohibition is in theadrest

of the public. Further under24(1),if the BNM is of the opinion that:- (a) a payment instrumenlyrbe of
widespread use as a means of making payment andffieay the payment systems of Malaysia; and (b) it
iS necessary to protect the interest of the puiitt is necessary to maintain the integrity, edicy and
reliability of a payment instrument, tHBNM may prescribe such payment instrument as a ddena
payment instrument.

Relevant security issues

BNM requires any issuers of e-money, internet and lmq@ailyments to have adequate safeguards againdt fra
forgery and money laundering, adequate controledoage the risks involved and efficient contingeplans

in the event of a system breakdown or any compmnaishe scheme. In addition to the security reaménts,
banking institutions which provide transactionalemnmet banking services were required to put irceglthe
following internet security arrangements:

. dataprivacy and confidentiality;
. dataintegrity;

. authentication;

. non-repudiation;

. transactiorverification;

. userencryption;

. intrusiondetection.

I ssuer details

Under the regulation on e-money, stored value cardscategorised into three e-money instrumeatsingle
purpose, limited purpose/closed community, and ipwipose. Non-financial institutions may issue &ng
purpose stored value cards IBNM requires the issuers to submit information undeSA 2003 Financial
institutions as well as non-financial institutiooan issue limited purpose e-money instrumentsnddfias a
means of payment in a classified sector, e.g. theffn Go card and MEPS Cash electronic purse, wisich
incorporated in the Bankcard and MyKad, is an al@ive electronic payment mode to using cash fdkimga
retail payments. However, only financial instituts are allowed to issue multipurpose stored veduds.

Payment system issues

Banking institutions are the main players in in&rpayments and e-money issuance. The clearing and
settlement arrangements are done via the locahwtén clearing house, operated Malaysian Electronic
Payment System (1997) Sdn. BMEPS) for e-money, internet and mobile payment& dévelopment of e-
money, internet and mobile payments is still ineiésly stages, and has not significantly affectedamount of
notes and coins in circulation or the usage of aeeg\s part of a continuing effort in promoting effieet, safe

and efficient payment systems, the Bank is impldmgra “payment versus payment” (PvP) infrastruetiar



settling interbank foreign exchange transactiong PP mechanism will be established jointly with thong
Kong Monetary Authority, to facilitate simultaneossttiement of interbank US dollar and ringgit fgre
exchange transactions during the Malaysian busihesss. Under this mechanism, the ringgit part hof t
transaction would be settled through the RENTAS evkile US dollar part would be settled simultangousl
through the USD CHATS system in Hong Kong Chinae PvP mechanism would enable financial institutions
to reduce the settlement

Oversight issues
The issuers of e-money as well as internet and mqidziyment operators would be regulated undePHh&
2003and, therefore, would be subject to oversightammkrvision byBNM.

Law enforcement

All parties whether local or foreign wishing to bperators and participants in the payment systest firat be
approved byBNM (s 3 of the PSA 2003). BNMis by s 69empowered to regulate, issue guidelireg@)and
underPart IV ss 36 - 41PSA 2003call for the accounts and in exercise of its p@wesnferred under the
Banking and Financial Institutions Act 1989 (he&diar referred to as th&AFIA 1989') (Act 372) supervise
all operators or participants in the payment syst€he BNM is empowered undes 34 for the purposes of
carrying out its functions to examine, with or vath any prior written notice, the premises, appesat
equipment, machinery, books or other documentsyuats or transactions of an operator or issuerasydof
his offices in or outside Malaysia. The BNM is alempowered undess 42 to 550f the PSA 2003to
investigate, search and seize with respect todegifinancial institutions as recognised undeB®AEIA 1989.

Cross-border issues
At present, there are no problems relating to ebmsder or multicurrency schemes, as e-money scheuneh
as MEPS Cash only allow for a single curren@y,the Malaysian Ringgit.

4. RESEARCH QUESTIONS
4.1 What is the function of a payment system?

In their simplest form, payment systems offer acoant-based transfer service between two finalocnsts.
Transfers can occur between personal customers,ebetwusinesses or between personal and business
customers. Not only is the underlying service sanput the majority of final customers tends rottink of
payment instruments as commodities in their owhtrilyet the features of different payment instrutaesre
varied and give rise to a number of different diedi which customers can chose between accordinigefo
general needs or their need for a particular tictisa™

The key features of payment services are:

. certainty for the payee in terms of when the paynhwill be forthcoming

. the reliability of the payment service

. the time taken for the payment instruction tacle

. the security of the payment instrument from thiefts or fraud

. the convenience and cost of making a payment

. the guarantees provided by the payment systemidao

. the documentation required to make a payment, and

. whether the payment instrument incorporates xibfle credit facility to address irregularity in gta
flow.

4.2 What are the different types of payment systers

Electronic payment systems can be categorisedtimddypes according to spendingg. macro payments and
micro payments®

15 UK payment systems:- An Office of Fair Trading ketrstudy of clearing systems and review of plastia networks.

May 2003;_Available online:-

http://www.oft.gov.uk/NR/rdonlyres/10DB2458-FBD®B8C-9EE7-CEB7ACA472BB/0/oft658. pdf
16 Abhiraj S. Kulkarni:-Legal Analysis on Electronic Payment Systdimailable online:-
http://www.asianlaws.org/projects/analysis_eps.htm



Internet payments for items costing less than USDless are called asicro payments. Electronic cash is
attractive in sale of goods and services below UBih& cheaper alternative for credit cards as lyseaddit
card Companies charge a processing fee of USD A aehich could mean profit to merchants only on
amounts above USD10.

Macro payments involve transactions above USD10 andaréed out through electronic payment gateways.
The main payment and clearing systems relatingettstiry management in Malaysia arg:—

Malaysian Electronic Payment System (1997) Sdn. Bh(MEPS)

MEPS was ircorporated in December 1996. MEPS is owned by aaottus of local financial institutions.
MEPS, as the national infrastructure service provideresponsible for performing all switching, clegyiand
settlement for Financial Process Exchange (FPX}#etions.

Real Time Electronic Transfer of Funds and Securitis (RENTAS)

RENTAS is the major wholesale payment system in the eguséttling funds and scripless securities between
participating institutions on a real-time basis. Hfigibility criteria to participate in the RENTASstem are as
follows:-

i. Financial institutions regulated bBNM and universal brokers regulated by the Securities
Commission;

. Major clearing houses that facilitate settlemerthm money market and capital market; and

iii. Institutions that are active players in the moneyrkat or capital market, and whose average share of
settlement consistently exceeds 0.1% of the vallREINTAS transactions.

Sistem Penjelasan bagi Imej Cek Kebangsaan (SPICK)

Through this check clearing system, checks drawhimvitne of three SPICK regions are given same ddyev
while checks drawn on one SPICK region and presdeimtenother clear in a maximum of five days. SPICK
uses check truncation for faster clearing andesagtht between SPICK regions.

Inter-bank Giro (IBG)

The low value ACH system offers bank customers, hdreindividuals or corporations, a secure interbfamid
transfer system/channel for all sorts of paymehtsugh direct debiting of the customers’ accoungsjl
crediting into the beneficiaries account; with a3G participating banks, e.g. transfer of fundswasn
different accounts of a customer (e.g. savings wtcto housing loan, overdraft, payment of creditds,
transfer of funds between accounts maintained ter ibranch of a bank (either same customer or réifite
customers), transfer of fund between two accouristained at two different banks (inter bank)

In 2004BNM promoted an open access policyiB& by the removal of barriers to entry by permittingth
local and foreign banking institutions to partidpa

4.3 Has the Electronic Payment system improved thdfigiency of the Malaysian financial system?

From BNM's perspective, a strong motivation for promotingagments is in the eventual savings from the
reduction of paper processing and printing, andrbee efficient distribution of money in electrorficam in the
financial system that generates immediate econualiee!®

The policies that only allow banks to offer retadlyment services were liberalised to allow qualifiezh-
banking institutions to provide remittance servieesl banking institutions to appoint collecting @igeto
receive funds from the remitters in facilitatingithremittance transactions. . The payment landscaptinues
to evolve with the banking and non-banking insiiin$ introducing new payment services that levesawe

7" Bank Negara Malaysia Annual Report 2005 pgs. 2280-Available online:-

http://www.bnm.gov.my/files/publication/ar/en/206p10.pdf
18 Zeti Akhtar Aziz: Migration to E-payments:- Keyeoaddress at the Payment Systems Forum and Hshil#005,
Kuala Lumpur, 28 November 2005. Available online:-
http://www.bis.org/review/r051215b.pdf#search="Pants%20Systems%20%20RENTAS'



modern technology such as the Internet, smart camdsmobile phone8NM has also permitted more non-
bank issuers to enter the electronic money magkgt, fiops, restaurants and business entities througA VIS
MASTER and other cards, via electronic, internetedeinmunication means. For example, Digi handphone
account holders may transfer credit balance tohemd®igi handphone account holder either througérirvet or
handphone. There can also be events: donationsy$lah Idol voting, One in a Million competitiontimy and

the current FIFA Football World Cup 2006 — gamimgotigh handphones whereby the transfer of fund is
effected via electronic means.

4.4 What is the Usage of Electronic Payment systermang Small and Medium-sized Enterprises?

The term ‘small and medium-sized enterprises’ isd&fined under the Payment Systems Act, thus @wed
definition may be of assistance, the European Casion generally defines Small and Medium-sized
Enterprises or SMEs as companies whose headcountramver falls below a certain limit. Such types of
businesses could also mean Small or Medium sizaihBss or SMBs.

In Germany such a company has about 500 employegsinaBelgium such an industry has about 100
employees. Today the European Union recognizes aaewpavith fewer than 50 employees as ‘small”, and
those with fewer than 250 employees as “medium”.

However, Sean Ong, the director for commercial tess, Cisco Systems Malaysia, may not be in fawbur
using employee strength as a measurement to deth® nature of the business. He clarified thextetlshould
be a distinction between the very small busineasdgshe larger enterprises with a staff strengthuoidreds.

“From research carried out by Cisco it can be ustded that for SMBs or SMES, are more concerneditabo
calculating costs first, then customer reactioncugag business assets, operational effectiveness a
competitive pressure — in that precise ordér”.

However, it cannot be denied that this mode of pEynsystems generally provides the following adages to
all types of businesses, such as:

. giving an immediate payment alternative to casharedjues; and
. speeding the purchase and payment process otlisiEng”

Besides these facilities, payment systems alsoceedost. In the physical world, where paymentsaagle

through cash or cheques, the cost of handling andhcheques, are significant. The payment systerovesn
this cost, this mode of payment assists the coimrersf cheque and cash transactions to credit delait

transaction without replacing or modifying the emtinfrastructure.

The PSA 2003is aimed at ensuring and encouraging small andunetifpe of businesses to use the new mode
of paying systems as this system would boost tbeauy and the same time allow tBBIM to supervise and
intervene if it is of the opinion that these busies do not go in line with the set objectives.

An example of a Large Enterprise using the paymestesy would probably be as follows: TMalaysian
Electronic Payment System (MEPS) MEPS Interbank GIFRR@ment System (MEPS IBG) is an interbank fund
transfer system provided by (MEPS) precisely fatiis payment and collection processes. This syistepen

to all BIMB customers to allow fund transfer be ddaster, more convenient with security guaranteed.

It was identified in 1996, that the status of usiitgommerce among those SMEs in Malaysia is compahat
low and one of the reasons being that many lackidemce in doing online payment systems. Howetres,
types of SMEs which could currently use this fagitibuld probably be the services and manufactusegiors
compared to the agricultural sector. This is beedhsy both these sectors have better access outers and
the internet. Furthermore, these sectors are alileetfinancial assistance which is needed to aouugate the
payment systems compared to agricultural sector.

5. CONCLUSION & RECOMMENDATIONS

19 SMEs need to embrace I0Tomputerworld, The Monthly For Malaysia’s IT Leas, January/February 2006.



Generally he payment system in Malaysia remains predomingriper-based with cheques still accounting for
95.1% of the total value of non-cash payments i8520 In September 200BNM undertook a study in
Malaysia, identifying reasons for the issuanceaofé value cheques. Discussions with several Isigiers of
cheque revealed that the main reasons were ditge-to i

. wide acceptance.
. convenience and a relatively cheaper payment imetna.
. several inherent limitations in the electronic paytsystems currently offered such as:-
. the absence of payment reference and natification,
. lack of account validation procedures,
. higher charges imposed for electronic payments,
. payment limits imposed on electronic payments w@ATM and Internet banking facilities,
. limited participation of banking institutions conmpd to the cheque system and
. limited infrastructure to facilitate the accesstiibf electronic payment services.

In conclusion it can be said that while electropayments have been made available in the marketpleth
BNM having very wide powers of licensing, regulatimydasupervision, additional measures and initiatives
needs to be undertaken to address the concerngghighl in the 2005 study to popularise electrggagments
generally and among those SMEs specifically. Thestude conducting awareness campaigns as to their
security and convenience while equally importantgking electronic payments more cost effective.

*kkkkkkkkkk

2 Bank Negara Malaysia Annual Report 2005 pgs. 2280-Available online:-

http://www.bnm.gov.my/files/publication/ar/en/200p10.pdf
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