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In conversation with:

CENTRAL 1

OSCAR VAN DER MEER, CHIEF TECHNOLOGY AND PAYMENTS OFFICER FOR
CENTRAL 1, TALKS WITH PAYMENTS BUSINESS ABOUT THE CHANGING CREDIT
UNION LANDSCAPE IN CANADA, THE MOVE TOWARDS MERGING PROVINCIAL
CREDIT UNION CENTRALS, CENTRAL 1S STRATEGY IN THE MARKET, AND
SOME KEY TRENDS IMPACTING THE INDUSTRY. EDITED BY DAVID CAREY

PAYMENTS BUSINESS: How is the credit
union landscape changing in Canada,
especially with respect to payments?

VAN DER MEER: In the Canadian credit union
space you've got provincial centrals that are
doing wholesale payment processing and pro-
viding liquidity management and other finan-
cial services to credit unions. As credit unions
have grown over the years, the number of
back-office services that we are providing has
shrunk substantially. Forty or fifty years ago in
British Columbia, for example, there were about
315 credit unions and the largest was substan-
tially smaller than the central; now there are
only 44 credit unions in B.C. and the top two

are fifty percent of system assets, so there’s
been a complete change in that landscape.
With that, the central’s role has changed from
providing all the back-office services to essen-
tially providing best-in-class specific services
like payment processing. We no longer do
many of the smaller things that we did forty or
fifty years ago. For example, we used to have
a travel agency and a print shop. Now the
central focuses on services like treasury, trade
services, payments and on-line banking.

PAYMENTS BUSINESS: In July, 2008, the
credit union centrals of B.C. and Ontario
merged to form Central 1. What was the
reason for that?

“One of the big trends in payments
is that paper is going to go. If you look
at the decline in cheques being processed,

it’s now reached substantial levels.
The question is: when is it going to

hit a tipping point?”
OSCAR VAN DER MEER

VAN DER MEER: There's a strong movement
to consolidate at the central level because it
doesn’t make a lot of sense to have provincial
centrals in every province essentially doing the
same things. Central 1 was the first such merger
but before long I expect we'll probably see more.
We need to strengthen the wholesale financial
services function for credit unions so that they
have a stronger wholesale financial supplier
backing them up. That's the whole motivation
behind these mergers. The other element

of that strategy is to get additional volume.
Bill payments is a good example. Processing
additional bill payments is not a big effort for
us, so if we can process larger volumes it's a
benefit for our owners at the credit unions.
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PAYMENTS BUSINESS: What further
activity might we see with regard to
consolidation among centrals?

VAN DER MEER: The Prairies are looking

at setting up a single central and they were
aiming to close the deal by the end of 2010,
but it is a complex process and they now
expect to proceed in 2011. The Maritimes are
going through a similar process and | think
they're also targeting the end of 2010 or the
middle of 2011. So it's quite possible that a
year or two down the road, there will be just
the three centrals rather than the half dozen
that there have been in the past.

PAYMENTS BUSINESS: So the next year
is a potentially one of big change for credit
unions in Canada?

VAN DER MEER: Yes, but merging centrals is
a complex process. | wouldn’t be surprised if
there are some delays along the way because
of the underlying complexities; for instance,
the need for changes to legislation. Credit
unions are regulated and legislated provincially,
and there are substantial differences in their
business powers in some of the legislation.
This has also created substantial differences

in how provincial centrals are set-up. Though
they're all doing the same thing, they have
subtle differences. So it's a complex process to
integrate everything.

PAYMENTS BUSINESS: Will there eventually
be a single central for all of Canada?

VAN DER MEER: That's the thinking, and
that's why we are called Central 1. If you look
at our owners, the credit unions in B.C. and
Ontario that's really what their vision is. But it's
probably going to be a long process to get to
a single central, and the big question around
that is, which one will it be?

PAYMENTS BUSINESS: How has the merger
of the B.C. and Ontario centrals into Central
1 boosted operating capabilities?

VAN DER MEER: By combining B.C. and
Ontario, we've made a big step forward. In
the two regions, there’s something like 55
percent of all the credit union system assets
in Canada, and by combining those assets
we've made ourselves stronger as a wholesale
financial provider. We now have a footprint
in multiple jurisdictions, whereas in the past
we were focused on our own regions. Now
we're changing ourselves and becoming a
national wholesale payments provider. We're

already providing payment processing today
to a number of Tier 2 banks, some provincial
governments and some utilities. If you're
looking for payment processing solutions,
you've got the big banks and their subs, and
you've got TelPay. We're not new because
we've been doing it for a long time, but we're
the alternative that people didn’t know they
had. We're positioning ourselves kind of like
Goldilocks — we're not too big, we're not too
small, we're just right. On one hand, we've got
substantial volumes today that we can build
on, but on the other hand we're not so big
that we're inflexible and can’t meet individual
needs easily.

PAYMENTS BUSINESS: What makes the
company an agile competitor?

VAN DER MEER: The ability to customize is
part of our DNA. As a credit union central, our
customer base is very diversified, ranging from
a $6 million credit union in Newfoundland
with a branch that is open two hours a week
to a very large retail organization that also has
a financial institution operating on a national
level. We have hundreds of clients that all
have slightly different needs. The ability to
accommodate those needs is already built

into our operation and processes. We have a
history of being innovative. We were the first
to market in Canada with cheque imaging,
first to market in Canada with mobile banking
for the big banks, and first to market with
biometric authentication. In 2001 we launched
a Web-based wire transfer platform. That's
nothing new anymore but at that point
nobody had a platform of that type that could
be used by corporate clients, enabling them
to do wire transfers either domestically or
internationally in the order of $100 to $200
million. Of course, you need to secure that
properly so there's a dual custody and also
biometrics in the form of a fingerprint scanner
that provides a second level of authentication.
That isn't anything special now, but in 2001 it
was definitely a first in the Canadian market.

PAYMENTS BUSINESS: What important
trends do you see coming in the payments
marketplace?

VAN DER MEER: There is a tremendous
amount of development in the mobile banking
space. We launched mobile banking in March
of 2008 with a number of clients but that was
really just the first release. What you will see
over the next few years is that mobile is going
to be built out and it's going to go to multiple
platforms like iPhone and BlackBerry. You're

also going to see payments functionality being
extended. | think there is something like 20 or
30 payment schemes that are currently in the
mobile space in North America. Perhaps none
of them will survive, but just the fact that so
many of those initiatives have been launched
shows what kind of potential is being seen

in the market. People are prepared to put up

a lot of capital in the development of those
solutions.

Another one of the big trends in payments
is that paper is going to go. You've been
hearing that for decades but the trend is
now getting stronger and stronger, both in
Canada and the US. If you look at the decline
in cheques being processed, for instance, it's
now reached substantial levels of between
five and ten percent. The question is: when
is it going to hit a tipping point? You have a
fixed-cost infrastructure that is processing all
those volumes, and at a certain point when
those volumes decrease, financially it's not
going to work. Processing prices will have to
go up and that provides a stronger incentive
for corporate clients to accelerate the
movement to electronic payments.

PAYMENTS BUSINESS: What happens to the
grandmother who wants to write a birthday
cheque to her grandson?

VAN DER MEER: The issue is around what
equivalent mechanisms are available on the
electronic side. That has a bearing on how
quickly the transition will happen, and it's
different in different marketplaces. In Europe
there are many more types of person-to-
person electronic payment transfers than in
North America, and they have existed for a
long time. So in Europe, Grandma is probably
already familiar with an alternative payment
mechanism and is prepared to use it, whereas
here that’s not the case. I'm not sure if one
day the Canadian Payments Association

is going to say “In 2020 there won't be
cheques anymore.” | think it's going to take

a substantial amount of time, and it will have
a big impact on our industry. But the whole
movement to electronic is accelerating and part
of the reason is because of mobile devices. If
you can integrate payments into mobile devices
in a seamless fashion, and everybody has a cell
phone, then | could see that trend accelerate.
And at that point for Grandma there might be
easy options available.



