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. Any Guesses..

India’s Share in Global
Real time Payments®

(by Volume) - CY23

Source: RBI report on Currency and Finance (Quoting ACI worldwide)
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|. Evolution of Payment System Landscape in India
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|. Payment System Landscape in India
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I. Retail Digital Payments Volume

Volume of Retail Digital Payments (Cr)
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https://www.rbi.org.in/Scripts/PSIUserView.aspx

|. Retail Digital Payments Value

Value of Retail Digital Payments (Rs. Lk Cr)
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https://www.rbi.org.in/Scripts/PSIUserView.aspx

. Value per transaction

Value Per Transaction (Rs)
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https://www.rbi.org.in/Scripts/PSIUserView.aspx

. UPI Transactions - P2P Vs P2M

Number of UPI Transactions (in crore)
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Enabling Factors

Improvements in Payment Infrastructure
Smartphones and affordable internet access

Aadhaar and India Stack
Govt. Policies

o Pradhan Mantri Jan Dhan Yojana |

o Zero MDR for UPI

o Digital India Mission

o Financial Inclusion

Consumer Behaviour - Convenience
Merchant acceptance
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Il. Basic Structure

Card payment facility
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Il. Some Examples

Transaction is

initiated by the
customer. Funds get
Accordingly, funds RBI credited to
are deducted from operates beneficiary’s
the account. RTGS. account.
Originating Originating RBI Beneficiary Beneficiary
customer customer’s bank customer’s bank customer
lllustrative flow of funds in RTGS transactions
Transaction is
initiated by the
customer. Funds get
Accordingly, funds NPCI credited to
are deducted from operates beneficiary’s
the account. IMPS. account.
Originating Originating NPCI Beneficiary Beneficiary
customer customer’s bank customer’s bank customer
lllustrative flow of funds in IMPS transactions
Source: RBI Discussion Paper On Charges in Payment Systems




Il. Payments Systems
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debited)
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UPI PIN is also
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The payer is notified
about transaction
status as per
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from NPCI.
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of the payer is
debited and
requisite message is
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is being debited
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NPCI routes the
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UPI app provider.
PSP bank UPI app provider
(used by beneficiary’s (used by the
UP! app provider) beneficiary)
4

Information exchange
happens between UPI
app provider of
beneficiary and the
corresponding PSP
bank as and when
required. For instance,
for post-transaction
notification to the
beneficiary.

Source: RBI Discussion Paper On Charges in Payment Systems




Il. Merchant Discount Rate (MDR)

Break-up

e Interchange Fee - Major Part, Risk taker
e Assessment Fee - Network fee
e Acquirer Markup - Negotiable

Factors Influencing MDR

Credit Vs Debit

Merchant type (CC) - Surcharge
Transaction type and security
Domestic Vs Foreign
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Interchange Fee 1.50%
Assessment Fee 0.10%
Acquirer Markup 0.40%
Total MDR 2.00%
Sales 10,000
Interchange Fee 150
Assessment Fee 10
Acquirer Markup 40
Total MDR 200
Merchant 9,800




Il. MDR rates - sample

MDR rates Online In Store

UPI 0% 0%
Paytm Bank Wallet 1.99% 1.25%
Paytm Postpaid 1.99% 1.50%
Rupay Debit cards 0.00% 0%
Debit cards:

< Rs. 2000 0.40% 0.40%
> Rs. 2000 0.90% 0.40%
Credit cards:

Visa, Mastercard, RuPay 1.99% 1.4%-1.99%
Other cards 2.99% 1.99%-3.99%
Netbanking 1.99% 1.25%
EMI 2.99% 1.50%

Source: Paytm Business website




Il. Ecosystem Players: Issuers

e Credit and Debit Cards - largely Banks
e UPI-TPSP - PhonePe, Gpay, PayTM
e PPl Wallets - Raytm, PhonePe, MobiKwik, Payzapp
e PPI - Gift cards: Qwikcilver
Marketshare of top 3 UPI apps
in August .
Google I::Z;?% Goﬁgle PR
vame §5 e B S
Source : NPCI ENTRAC KR

Source: Entrackr (NPCI)



Il. Ecosystem Players: Acquirers & Independent Sales Organizations

e Banks

e Offline Channel:
o Card Based: Verifone; Worldline; Mswipe; innoviti; Pinelabs
o QR based: Paytm; PhonePe; BharatPe

e Online Channels: Payment Gateways / Payment Aggregators
o Online Only: PayU, BillDesk, CCAvenue, instamojo
o Omnichannel: RazorPay, Paytm, Pinelabs



Il. Ecosystem Players: Network

e Card Networks: Visa, Master Card, Rupey
o NPCI
o Immediate Payment Service (IMPS),
o National Automated Clearing House (NACH),
o Aadhaar enabled Payment System (AePS),
o Unified Payments Interface (UPI)
o National Electronic Toll Collection (NETC)
e RBI
o RTGS
o NEFT



lll. How Participants make money - Issuers - SBI Card

e Feelncome
o Subscription Fee
o Transaction Based
m Interchange fee
m Business development
fee
o Instance Based
m Processing charges
m Default fee
m Reward Redemption fee
e InterestIncome
o Revolver 25% - 45%
o EMI 12%-18%

O O O O O

O

e Spend Based

card transaction charges
Advertisement

Sales Promotion

Data Processing charges
Reward points redemption
Surcharge waiver to customer

e Interest Expense



lll. How Participants make money - Issuers - SBI Card

Income as a % spends FY20 FY21 FY22 FY23 FY24

Net Interest Income 2.70% 3.17% 2.06% 1.72% 1.62%
Interchange income 1.40% 1.40% 1.40% 1.40% 1.30%
Fee based income 1.20% 1.20% 1.00% 0.80% 0.83%
Membership fee 0.50% 0.60% 0.40% 0.40% 0.34%
Fee Income 3.00% 3.20% 2.80% 2.50% 2.48%
Service Charge 0.09% 0.11% 0.07% 0.06% 0.05%
Business Development Income 0.25% 0.24% 0.24% 0.28% 0.22%
Total 6.04% 6.72% 5.17% 4.56% 4.37%
Key Expenses as a % of spends |[FY20 FY21 FY22 FY23 FY24

Salary 0.36% 0.40% 0.25% 0.21% 0.17%
Card transaction charges 0.30% 0.29% 0.26% 0.24% 0.22%
Advertisement 0.07% 0.08% 0.07% 0.05% 0.04%
Sales Promotion 1.14% 1.13% 0.93% 0.83% 0.72%
Data Processing charges 0.17% 0.18% 0.16% 0.14% 0.13%
Reward points redemption 0.32% 0.33% 0.33% 0.34% 0.30%
Total 2.36% 2.42% 2.00% 1.82% 1.58%

Source: Company Filings



lll. How Participants make money - Issuers - SBI Card

% of Avg Assets |FY20 FY21 FY22 FY23 FY24

Interest Income 15.50% 14.80% 12.50% 11.20% 10.30%
Fee Income 21.60% 18.30% 20.90% 20.30% 18.40%
Opex 21.00% 17.80% 19.00% 18.60% 16.10%
Provisions 8.50% 10.30% 7.30% 5.40% 6.30%
Tax 2.10% 1.30% 1.80% 1.90% 1.60%
RoA 5.50% 3.80% 5.20% 5.60% 4.60%
Leverage 5:1 4.5 44 46 4.7
RoE 27.90% 16.90% 23.00% 25.70% 22.00%

Source: Company Filings




lll. How Participants make money - Acquirer - PayTM

Paytm Payment Margins
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IV. Developments

e CC on UPI-12%-13% value share and is expected to reach 30% value share
e Credit Lines on UPI
o Interest Bearing Variant (similar to OD loans)
o Credit Free Period (Similar to CC)
e UPI International
o Through acquirers
o Tech stack transfer
e NCMC



IV. Risks

e MDR Caps

e Sustainability of Zero MDR

e Alternative payment systems

e Compliance Issues - Grow First, Worry Later
e Regulatory Actions

e Customer Trust - addressing frauds, financial and digital literacy



IV. Meanwhile... What's happening to Cash

CIC / Nominal GDP Ratio
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IV. Conclusion

e The growth of digital payments is contributing to financial inclusion and the
formalization of the economy.

e Payments can be scaled up well to get an established customer base after which
Cross selling other financial services is the key

e Zero MDR is not sustainable for UPI in the long term; the govt subsidy is not a
sustainable or sufficient

e High MDR products have sufficient margins to experiment and still deliver decent
returns



IV. Sources

India’s Digital Revolution - RBI; 2024

How Urban India Pays - Kearney; 2024

India Payments Handbook - pwc; 2024,2023

How digital payments drive financial inclusion in India - MSC; 2022
DRHP / Annual Reports / Company filings - MobiKwik, One97, SBI Cards
Sell Side Coverage

Data: Payment System Indicators, RBI Monthly press release;

e Dta: BIS red book



IV. Interesting Books
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U
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and NATASHA DE TERAN DAN McCRUM

THE FT JOURNALIST WHO BROUGHT DOWN WIRECARD

Images: amazon.in
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