I am Shigeki Yamaguchi, the Representative Director and Senior Executive Vice
President.
Today, I am going to explain our company’s payment services.
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This is a summary of my career.
I am responsible for the Enterprise & Solutions Segment, including the company’s
payment business.
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Let me explain the structure of our payment business.
The Enterprise & Solutions Segment includes the IT Services & Payments
Services Sector, which includes the Cards and Payments Services Division. Mr.
Kawai is the dedicated head of the payment business.
Mr. Ishizuka is responsible for the global payment business.
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These are the topics I will discuss in today’s presentation.
I will explain our domestic and global payment businesses separately.
With regard to the domestic payment business, I will show you the current status
of payments in Japan and explain schemes to improve major payment methods. I
will then explain our service, CAFIS. Furthermore, I will show you the potential
impact of new payment methods, which newspapers and other media outlets
cover every day, and introduce our growth strategy and examples of our efforts.
With regard to the global payment business, I will show you what kind of payment
business we implement globally, our growth strategy, and examples of our efforts.
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First, I will explain the situation of domestic payment business.
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(Explanation omitted)
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As this slide illustrates, the percentage of non-cash payments is lower in Japan
than in overseas countries. The Japanese ratio of 25.4% in 2018 is expected to
increase to about 45% at the current pace.
Now, please note that credit card payments account for a high percentage of noncash payments in Japan.
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Next, this slide shows the results of sampling survey on the payment methods
that individuals use. It shows that credit card payments are the most popular
payment method.
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This slide presents survey findings on the points consumers focus on when
selecting a payment method. It is important to note that the consumers select
non-cash payment in part because it offers discount privileges and the ability to
make large payments. This shows that the consumers focus on benefits when
making payments.
It is also important to note that the consumers use different payment methods,
depending on the size of the payment amounts. I imagine that most of you use
electronic money for small daily purchases at convenience stores and other
shops, and pay for a little expensive items with a credit card.
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Recently, payments made at EC sites have increased, while payments made at
brick-and-mortar stores have also grown. This means that the EC market has
expanded further.
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At EC sites, credit card payments account for about 70% of payment methods;
20% of the remaining 30% consist of payments at convenience stores. In Japan,
credit cards are used most frequently at EC sites.
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I believe that the payment scheme is a very important element, when we consider
its future impact on the payment market. I will now explain the schemes of
various payment methods, such as credit card, electronic money, and pre-paid
card.
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Firstly, I will outline a credit card payment scheme. This scheme involves a credit
card issue company and a company that acquires merchants. Some payments at
the merchants are processed through a payment service provider (PSP), while
others are not. Authorization is a process of inquiring whether the credit card can
be used with CAFIS. Some players add credibility to their credit cards through
international brands, such as VISA, Mastercard, and JCB. This is a credit card
scheme.
We provide services of CAFIS to ascertain whether credit cards can be used and
CDS to transfer sales-data files.
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Next, I will explain the J-Debit payment scheme. From the user’s standpoint, this
scheme allows the user to make real-time payments using a bank card.
We support the J-Debit system and provide a service that allows users to make
payments using a bank card issued by a J-Debit member financial institution. In
this service, for example, when I buy something at a store with a debit card,
money are transferred from my bank account to the store account via inter-bank
clearing.
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The next topic is electronic money. Electronic money schemes differ, depending
on the issuers and whether they use a pre-paid or post-paid format.
The electronic money you often use is the transportation card, such as Suica.
With the widespread use of commuter passes issued by JR and cards issued by
distributors, these kinds of electronic money cards are used frequently at
convenience stores and other shops. This is also a characteristic of non-cash
payments in Japan.
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Under an electronic money scheme, credit card companies called acquirers play
a key role because they acquire the merchants and are responsible for credit
card payments; in this sense, it is the same as a credit card payment scheme.
Among issuers who issue electronic money cards, some players issue individual
branded cards directly to the users. For example, a transportation player issues
and provides Suica.
They also provide a mechanism that allows the users to recharge their cards with
electronic money from a credit card or other accounts, instead of recharging them
with cash, as needed. With a recharging card, the user can make a payment
through a bank and transfer funds to the card using a credit card instead of cash.
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(Explanation omitted)
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I will explain you what kind of services we offer for the current payment services
provided in Japan.
This is a diagram of all of our services. First, we offer payment terminals. You
have probably seen a terminal that accepts credit cards while making a payment
at various places such as a restaurant. We provide terminals such as INFOX and
a new one called CAFIS Arch.
At an EC site, a terminal is unnecessary. The users utilize our service directly.
Even for credit card payments, for example, some large merchants link their
payment systems to POS collectively. For them, we provide CAFIS PastelPort, a
processing service for the merchants. We offer a similar function for CAFIS Arch,
which I will explain in more detail later on. As new payment methods emerge, we
need to develop solutions for various payment methods. If we pre-program a
terminal, we need to go to the shop to update the terminal software every time a
new service is released. To avoid having to do this, we offer a cloud-based
service called CAFIS Arch, which enables a program update at the center.
Another important service we provide is switching network. This may be the first
thing you think of when you hear “CAFIS.” In short, this service asks an issuer
whether a credit card presented for payment at a store can be used through an
acquirer to authorize the credit card. This service also processes the transfer of
sales data via CDS to provide sales-via-credit-card data to credit card companies.
We also provide a clearing service, as I explained earlier. This service carries out
clearing between credit companies and bank accounts. These are our payment
services in Japan. Please note that we provide a fairly wide variety of services.
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I will explain the CAFIS connection. First, CAFIS is connected to about 2,000
large-scale retailers, including department stores and GMSs. About 850,000
terminals are also installed at small stores. CAFIS is connected to about 3,000
EC shops. People can pay their taxes and fees at 43,000 convenience stores.
This slide gives some details of the services I explained earlier. The switching
service is a service of authorization switching.
The merchant processing service allows a merchant that accepts various types of
credit cards to transfer data to the switching network; it also allows credit card
companies to feed back sales data via credit card to the merchant and to
implement security measures. With many new technologies such as Open-API
emerging how we solve these issues is very important. These services are
essential, although end-users cannot see them.
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This shows a change in CAFIS transaction. As you can see, about 700 million
transactions are processed in a month. The volume has grown by more than 10%
every year. We expect the volume to continue increasing for some time.
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As various payment methods emerge, some people argue that CAFIS will not be
used in future. Although we cannot deny that the changes will affect us, we will be
still needed to provide some solutions.
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Newspapers and other media outlets cover new payment methods every day;
new payment methods using a QR-code called XX-Pay are emerging one after
another. Many new smartphone payment methods have also been created.
These use an existing credit card categorized within a mobile wallet. Apple Pay
can be used on an existing iPhone. These are not QR-code payments so far but
contactless NFC payments.
Looking at new moves being made in China, many systems, such as ALIPAY and
WeChat use barcode-based payment methods for authentication. We provide
such services to Chinese people visiting Japan. I will explain later how diversified
payment methods, which are covered by newspapers and other media outlets,
affect our business.
Secondly, we see changes in the merchants. Although the merchants only need
acquirers for credit card payments, they are now required to accept various
payment methods, including electronic money. As a result, their need for
someone to organize such methods, in other word, for PSPs (Payment Service
Providers) will grow significantly. Also, as the purchase experience becomes
more digitalized, it will not be just about payment, but various elements such as
recommendations and reward points are added in addition to payment, etc. via
smartphone. We need to support this kind of service, too.
Thirdly, we see changes in financial institutions. As no standard application
interfaces connecting to financial institutions have been clearly determined,
Open-API enables a connection after working on each interface. I will talk about
the impact of this move and whether Open-API will be able to process consumer
payments on its own in future.
Another issue is security. With an increased number of cases of unauthorized
credit card use, we face a big challenge in complying with security-related rules,
including international brand regulations and PCIDSS.
In the next section, I will discuss how these four environmental changes will
reshape the payment business, how it will affect our business, and how we will
address it.
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(Explanation omitted)

23

First of all, I would like to talk about QR-code payments. This payment method is
frequently discussed by newspapers and other media outlets. Also, when we talk
about inbound demand, especially Chinese people, they use WeChat and ALIPAY
on smartphones, so they also want to use QR-code payment in Japan. As you
see, many companies provide QR-code payment services in Japan, including
LINE Pay.
The QR-code payment market is expected to grow to around 8 trillion yen in 2023.
While the market growth is highly promising, many QR-code payment service
providers are competing in the market. Not just ALIPAY and WeChat but also the
whole QR-code payment business in Asian region and Japan is expected to
expand. I will talk about how this market expansion will change our business and
the possible services we will provide.
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I talked about Apple Pay before. Apple Pay is a contactless payment mechanism,
known as NFC. Behind it, the system uses Suica or a credit card, which means
that Apple Pay is not a new payment method in particular. The only new thing
about Apple Pay is the interface with the consumers.
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As I said just now, the evolution of customer touch point with QR-codes and NFC
is fostering new payment methods that use new technologies, rather than existing
magnetic or IC cards.
For the new payment methods, providers have developed a system to make a
consumer touch point into a wallet that stores account information or can link ID
to account information.
To set up an electronic wallet with a dedicated payment scheme, companies use
a traditional payment model to recharge the money. ALIPAY and WeChat in China
have introduced a dedicated payment scheme that enables the user to transfer
money temporarily to his or her account via credit card and to make a payment
by withdrawing money from the account.
There is another type of payment that enables a user to make a payment via
credit card with QR-code or NFC interface on a smartphone, instead of a
magnetic card or an IC card. To conclude, from our standpoint, the second stage
of processing in the general payment scheme is almost the same as a traditional
scheme. As the only thing that is different is the consumer interface, our
transaction volume will increase, as this kind of payment method become more
popular.
In addition, even with a dedicated payment scheme, our service is used
whenever a user transfers 10,000 yen at a time to the dedicated account.
However, when the user transfers ten units of 1,000 yen to the wallet, they do not
have to use our service.
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The traditional credit card payment scheme, known as the 4 Party Model involves
brands such as VISA, Mastercard, and JCB, and credit card companies that are
either called an issuer or an acquirer. Compared to the traditional scheme, the
new scheme is a 3 Party Model, in which a company issues a branded card and
possesses accounts. As a brand plays the role of the issuer, the structure of
players has changed. Please understand that not just the system, but also the
payment mechanism and scheme, have been replaced with new ones.
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As I explained a little earlier, the QR-code and NFC are only payment interfaces.
If a credit card or a bank account is actually used to make a payment, the
second-stage processing will be the same as the traditional method because we
are connected to almost every credit card company and bank, as CAFIS payment
infrastructure users.
From the users’ standpoint, they can use a smartphone instead of a traditional
magnetic card to make a payment. However, it is important to note that a
payment is processed in the same way as it would have been, had a credit or a
debit card been used.
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In addition, with a recharging type I explained earlier, the users can use our
service when they transfer a balance to a dedicated account.
For this reason, even when new payment methods emerge one after another, we
will still be in an advantageous position, mainly because we are connected to
most banks and financial institutions, which also makes our service economically
reasonable and preferred at the moment. However, we are not satisfied with the
status quo. We aim to provide new payment services, improving payment
convenience for the merchants and the consumers. I will explain this in the next
chapter.
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The next topic covers the changing needs of the merchants.
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(Explanation omitted)
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As I explained earlier, the traditional structure involved a brand company, an
acquirer, and an issuer. As diversified new payment methods emerge, not just the
issuer and acquirer, but a player called PSP that controls merchants as an agent,
will play key roles.
There is probably no need for a PSP to manage such payment methods in China.
This is because ALIPAY and WeChat are directly connected to merchants, and
there are not so many types of payment method. What makes it harder to do
business in Japan is the great number of payment services available, from credit
cards to multiple different types of electronic money. If a merchant has no
solution for accepting all of them and has to say, “We don’t accept this card” to a
consumer, the consumer will say “OK, I won’t buy this.”
For this reason, merchants need ways to accept a wide variety of payment
methods in Japan. For this reason, they need a PSP or an acquirer. If only one
new payment method could be developed overnight, neither a PSP nor our
switching network would be necessary. Given the possibility that diversified new
payment methods will continue to be required in the future, however, versatile
solutions are needed.
As I explained earlier, if a merchant does not address this issue in a flexible way
and is forced to say “We do not accept this card. Or that card, either,” consumers
will simply say, “OK, I will buy this at a different shop.” This is why merchants
need access to multiple payment methods and the terminals must therefore
support a wide range of payment methods. Therefore, a cloud-based solution like
ours--installing minimum software on the terminals and updating most of them at
the center--is required to support various payment methods on shop terminals in
a timely manner. We are now providing this solution, known as CAFIS Arch.
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(Explanation omitted)
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I will explain the digitalization of the purchase experience. As you know well, as a
result of the widespread use of smartphones, all activities before and after
payment, for example, considering what to buy based on purchase history and
comparing products, generally involve a smartphone. We are required to provide,
not just payment services but various other services as well. We must address
these needs to improve services to consumers and merchants.
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As I explained earlier, the traditional flow contains a POS, a cash register, and a
payment terminal. However, when a smartphone works like a register and a
payment can be processed by different types of terminal, the inside of a shop
changes significantly. For this reason, we need to provide new terminals, new
payment methods, and new services. We will provide services related to
customer touch points, such as reward points and recommendations, in
connection with payment services.
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You probably often read magazine stories about changes to financial institutions.
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As I explained before, there is a trend toward Open-API, which enables banks to
open an interface with an interbank system to use FinTech. For example, when I
buy something, you may think that I can transfer money from my account to the
account of Store A by using API. This is not impossible, but the question is
whether I do that every time I buy something.
With Open-API, the party conducting the transaction is a bank account holder
(individual or company) and the subject operations are a transfer operation and a
balance inquiry. We aim to provide an excellent service to bank account holders
and to support each bank separately. This service will be very effective in the
future.
With CAFIS, a consumer can shop, make a bank transfer, and make an ATM
deposit immediately through a store. What we think is important is that, once a
store connects a terminal to CAFIS, it links to all banks to provide the service; it is
easy to see how much of a transaction has been processed if trouble occurs. We
can offer such functions from the center. Each person prefers a different system,
depending on the purpose of use. As so many new methods of transferring
money electronically emerge, we think that these functions are still required for
shopping payments. We need to provide appropriate services because we
believe that this is our strength.
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This shows that one connection to CAFIS is sufficient, as I explained before. For
Open-API, connections must be made to each bank individually. One
disadvantage of Open-API is that it requires twice the work when a transaction is
processed across banks. CAFIS requires one process only; all that has to be
done later is clearing. While it has advantages and disadvantages, we think that
CAFIS is very well suited to shopping.
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(Explanation omitted)
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With regard to security, as you may know, unauthorized use has increased rapidly.
Credit card companies are required to enhance the security of credit cards to
prevent card information leakage. Specifically, governments have implemented
measures, and international brands have established security standards for faceto-face sales at stores and purchases on EC sites. To comply with these
standards, we need to work on various tasks.
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The Japanese government has implemented countermeasures against the
unauthorized uses, as shown in this slide.
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I have explained the various backgrounds. While many new payment methods
have emerged, many people still use credit cards. Also, while front-side payment
methods have changed to QR-codes and NFC payments via smartphone,
normally, credit and debit cards are still used.
Next, I will explain the impact of these environmental changes and the actions we
will take to address it.
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Although we still need to make our service more popular, we are connected to
most Japanese financial institutions and a sizable number of merchants. In this
context, we must provide value-added services to merchants and expand the
functions as merchant agents to provide various services and process
transactions on behalf of the merchants. We have also seen a change in the
needs of financial institutions.
I have explained the changes from 1 to 4 (on the slide).
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Next, I will show you what we do specifically. I introduced CAFIS Arch to expand
value-added services for merchants. A traditional payment terminal had an
application installed on it, which required maintenance personnel. Otherwise, the
terminal had to be sent back for maintenance each time a new payment
application was developed. We developed a cloud-based solution to centrally
install applications on the system. This allowed us to provide the new function to
merchants immediately, as soon as we finished updating at the center. One of the
advantages of this solution is that merchants can accept various payment
methods.
The cloud-based solution enables merchants to handle various devices. This is
one of the services we provide.
After having conversations with the merchants, we realized that it was very
important for them to address new payment methods quickly. We offer CAFIS
Arch as a service to solve this problem.
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Next, I will introduce CAFIS Pitt, our service for QR-code or NFC payments on a
smartphone. We developed this solution for the front side, to accept consumer
payments using a smartphone instead of a card. A connection to CAFIS Pitt
enables consumers and merchants to use various payment methods using a
smartphone or card. This module is particularly designed for NFC and QR-code
payments on a smartphone.
CAFIS Pitt was introduced by Tokyu Corporation as a “.pay” platform in April 2018.
Also, there was an article in Nikkei on November 22nd that large banks and others
are considering introducing the J-Debit payment solution to enable the use of QR
codes on a smartphone. This initiative has been led by the Japan Debit Card
Promotion Association, which has most Japanese banks as members. We are
also participating in the discussions with the association.
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We are also working on solutions to meet the needs of overseas visitors. We
provide a service that enables an overseas visitor to Japan to read a detailed
description of a product he or she is interested in in his or her own language at a
convenience store or a drugstore by holding a smartphone over the product
barcode. For example, a Chinese visitor can read the description in Chinese. This
is a service to stimulate payment, a stage prior to payment.
In addition, there is a tax-exemption process. An overseas visitor to Japan can
receive a refund for paid taxes. We also support procedures for tax exemption
and cross-border EC transactions after the visitor returns to his or her home
country.
Thus, we are considering the ways to improve the convenience of merchants and
consumers with our new service, as well as expanding services, starting with
payment.
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Another agent function for merchants is a code payment, which was announced
in a press release at 3 p.m. today. Many new providers of smartphone payment
services have emerged. If they provide a random selection of services, our
merchants will be inconvenienced. The merchants are willing to accept the codepayment methods of various providers, but find it difficult to access them
individually. To solve this issue, we have developed a code payment gateway and
will start the service in the spring of 2019.
Accordingly, we can identify providers of new smartphone payment services,
especially QR-code payment services, as our partners, making their non-cash
payments more popular than those of our competitors. However, we are not
satisfied with this position and will also aim to provide a new service ourselves.
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There are two types of code payment schemes. Under one scheme, NTT DATA,
as an acquirer, enables a merchant to use various codes, such as ALIPAY and
WeChat codes, processes transactions and information, and provides data to a
payment service provider. Under another scheme, a code payment provider
acquires merchants, and NTT DATA provides only the system.
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We support financial institutions, as shown in this slide. We provide a security
mechanism called CAFIS Brain that analyzes various data and detects fraud.
We provide a gateway service called CAFIS BlueGate to merchants.
These are the services of our domestic payment business. Many competitors and
new services have emerged. Based on what our merchants and consumers want,
however, we as a Japanese payment infrastructure aim to provide a wide range
of services. We are focusing on taking the services of other companies and
giving our services to them, with an open-minded attitude. In this business, such
measures are still very much needed.
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Next, I will briefly explain the global payment business.
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Among various global regions, we focus on Asia. As you see, in the Asian market,
people use a wide variety of payment methods. It may be a slight exaggeration to
say that, in most Asian countries, banks issue more cards than credit card
companies do, and debit cards are used frequently. However, situations vary
country by country.
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We have established joint ventures overseas, in Thailand, Malaysia, Hong Kong,
Vietnam, and Indonesia, to roll out business. As announced recently in a press
release, we have also formed a capital alliance with Atom Technologies in India to
provide payment services in that country too.
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The service-provision pattern in Asia is slightly different from the pattern in Japan.
While we provide a switching service in Japan, we play the role of a PSP for
merchants and offer terminals, instead of providing a switching network, in Asia,
where each country has one or two switching networks that tend to be controlled
by the national government or the central bank.
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As I explained earlier, a PSP provides payment methods to a wide variety of
global EC companies. In addition, brick-and-mortar stores also receive services
from a PSP. In circumstances that require a PSP to support and organize various
types of payment method, we focus on PSP business in Asia. We partner with
VietUnion in Vietnam and iPay88 in Malaysia.
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(Explanation omitted)
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As I explained earlier, we focus on Asian business now.
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In Asia, we have started a business to act as a PSP for EC sites and have
expanded it to brick-and-mortar stores.
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I have explained what payment trends are like, how our payment schemes work
amid the latest moves, and how our services relate to each scheme.
I have come to the end of my presentation. Thank you.
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