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« Partners With Banks Nationally To Offer Working
Capital Financing Solutions To Their SMB Portfolio

« Asset Based Lending Partnerships With Banks
« Non-interest Fee Income Opportunities For Banks

PAYMENT SYSTEMS

* Full Service Merchant Acquiring
* Partner Programs with Agents, I1SOs, ISVs,
Payment Facilitators, and Community Banks

Founding Member Bank of: ALLOY LABS 338

CHUCK

Open Loop Payments Network




Legal-ish Disclaimer

The opinions expressed in this presentation and on the following slides are solely

those of the presenter and not necessarily those of Chesapeake Bank, the Virginia
“— Bankers Association, the American Bankers Association, or any other entity. There is
- e no guarantee of the accuracy or reliability of the information provided herein.

ﬁg

Professionaldriver on a closed course, do not attempt at home.

No animals were harmed, abused, mistreated or even looked at funny during the
making of this presentation.

Not recommended for the microwave, dishwasher, or your oven.

Not liable for natural disasters, acts of God, up to and including acts of Chuck Norris.

All Sales Final.
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What are we going to talk about?

Current State of Banking - How we got here & Where we need to go

Trends in Financial Technology

Evolution of Payments

Crystal Ball

5/24/2024 4 Fintech & Payments
|



Reinventing the Wheel
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Current Landscape

16,000

14,000

12,000

10,000

8,000

6,000

4,000

2,000

2022
4,081 Banks

2042
1,940 Banks

l ACTUAL H PROJECTED

2082
438 Banks

1945 1955 1965 1975 1985 1995 2005 2015 2025 2035 2045 2055 2065 2075

© August 2022 THE FINANCIAL BRAND SOURCE: FDIC

Banks continue to consolidate
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Number of Insured Depository Institutions

Assets are shifting rapidly to the largest 10 banks
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Traditional Banking
Infrastructure Can Move Slowly

CANADA

10 million inhabitants
@ 5 10 9.9 million inhabitants

@ 2 to 4.9 million inhabitants MEXICO

Federal Reserve Bank Locations —est. 1913
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Bank Core Platforms - Current Marketplace Big Legacy Players
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1. Babylonian Map of the World (Imago Mundi)

[ Year Created: ¢.700 to 500 BCE
@ Country of Origin: Sippar, souther Iraq

& Creator: Unknown Babylonian cartographer
%k Materials Used: Etched clay tablet
2% Area Depicted: Known world at the time to the Babylonians; centered on the Euphrates

DJreading the map

River
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Drivers

e Digital Self-service

® Remote Capable (No branch visit required)

® Fast responses ® 24 hour access

® Intuitive Frictionless Experiences

Yesterday’s Innovations are Today’s Table-Stakes
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gﬁ . What’s going on in
— Banking Tech &
Innovation?




No, not that kind...



What is Embedded Banking / Finance vs BaaS?

Embedded Finance

The integration of financial
services into business processes
of non-financial services
companies

Uber

Balance
$1,382.24 AW

SHOP

CHECK OUT

Klarna.

CHOOSE KLARNA

BUY NOW, PAY LATER.

9]

PAY LATER

stripe

Banking-as-a-Service (Baas)
A partnership modelin which a
financial institution leverages its
bank charter to enable one or more
non-bank financial services
companies to offer deposit or
lending services

Definitions: https://www.alloylabs.com/post/alloy-labs-members-move-to-standardize-baas
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Where did some BaaS banks go wrong?

* Hire the lifeguards before you fill
the pool

* You can’t outsource responsibility

e Governance Matters



Embedded Fintech Partnerships

More than one way to do things

savvymoney
Embedded Fintech The
The integration of Fintech POSTAGE ':::° Careﬁlll

services into a financial
institution’s digital banking, or
application experience.

%/ W’I e Q2 Partner
Marketplace
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How important are the following mobile banking capabilities to you?

Turn card on/off or report lost 2%

Deposit checks 1%

Manage/cancel subscriptions 3%

Person-to-person (P2P) payments 4%

Credit score information 19%

Tap to call customer service 2%

e Card Controls Cardless AT -
* Mobile Deposit e il ooy [T
* P2P Budgeting tools %
 Credit Scores Travel notifications Y 20% 20% 20% 5%
* Subscription sehisdule branchvappointmen S 2% 3% 2% ™

Management Apple Watch app integration [T 2% 21% 2% 10%

Source: Cornerstone Advisors survey of 3,001 U.S. consumers, June 2023

@ Critical @ Important @ Nice to have @ Not important Dont know what this is
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Embedded
Credit
Monitoring

Offers more than a
“feature” for the
customer. It can be
used to identify
customer needs.

5/24/2024

Thomas E Friedman
Your credit’s in good shape

2}

W)
Bureau TransUnion

Vantage Score 3.0 668

() L
300 560 750 850

Report Date 2020-01-31 12:00PM PST

850 = ]

Y-

450

Oct Nov Dec Jan Feb Mar
2019 2019 2019 2020 2020 2020

My Credit

Accounts
TransUnion  Equifax Experian >

5 5 5

Alerts
13 alerts found

24

Equifax Experian All Bureaus

EQuIFax
668

() ]
300 560 750 850

2020-01-31 12:00PM PST

850

450

Oct Nov Dec Jan Feb Mar
2019 2019 2019 2020 2020 2020

Score Simulator
Let's try

Score Factors
Learn more

ol :
. .expenon

668

() S
300 560 750 850

2020-01-31 12:00PM PST

850 -

Py

450

Oct Nov Dec Jan Feb Mar
2019 2019 2019 2020 2020 2020

Recommendations
(Coming soon)

Settings
Edit your account

Fintech & Payments



® & Send Money with 2ell§ & Select Recipient 2 & Enter Amount Cancel & Review and Send Cancel
Enter a name, phone or email
Send $1.00
Recent Recipients

° MW MW Send to Albert Ko
Send Money z z
m Dashboard Albert Ko Megan P Megan Mobile $ 1 O O tO Albel’t KO
L ]
Mobile Deposit @ A Checking - 589589
Megan Wise Peter Davey What's this for?
Payments & Transfers
o All Recipients (14)
Activity Center
y Request Money AlHETTS
Transfer Funds
Gracie S
GS
z
Pay Chesapeake Peer
o John O'Shaugh

~N
—_

Send Money to Venmo o
L) Jwiutt 4

2
5
Activity
Send Money with Zelle® 7 8
Mark S
X 0
Send a Virtual Gift Card

~N

Tap Send to complete.

B © o w

Your contact will get their money after they enroll in Zelle

&
Je
-
(®
E ~N
103

Loan Payment

Pay Bills

Send a Wire/ACH

Wire/ACH Recipients

Chesapeake Bank: You sent
Albert Ko 51.00 using Zelle(R).
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Instant Payments

Tn cClggﬁngHouse
FedNGEw RIT|P

INSTANT PAYMENTS
Powering Smarter Payments
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Legacy Payment Rails
Checks

352 B.C. - Very Old!
* Processed in batches
 Slowest-(1-2 days)

are still checks
ACH * Delayed Settlement

e 50yearsold
Processed in batches
Slow (2 hrs — 2 days)
Business hours only
Large $$ Transactions
Settlement only — Not Auth
Same Day ACH

« Asfastas2hours

* Max $100,000

Card Networks
a—8 . 50 years old -——C?
VISA | ° Fast Authorization

| o Slow Settlement

 Majority of B2B transactions « 2477

Wire
* 150vyearsold

* Processed Individually ‘E—(zi‘

Fast (<1 hour) — Auth & Settlement
* Business hours only

* Largest $$3 3




What are Instant/Real-time Payments?

Faster Payments

Zelle [@venmo

Payment
Rails

SNACHA

‘The Electronic Payments Association™

Same Day ACH

E".m VISA

SEND - Direct

5/24/2024

Real-time Payments
aka Instant Payments

FedNcw

INSTANT PAYMENTS

¥% _Th
M e
¢ ClearingHouse’

RIT P

Powering Smarter Payments

Credits Only
Debits.

RTGS

Real Time Gross Settlement
Instant and Final

Built on New Technology (Not Punch-Card coding)

QANAMEFORCONPANY e "rip”
NaY 30180530 type®: rtp’,
amount": 5000,

uzmouazoouuonl "direction": "credit",

102100002000000? “currency“: “USD",

"originating_account_id": "<Internal Account ID>",
"receiving_account_id": "<External Account ID>"

}

Fintech & Payments



Status of Real-time Payments in U.S.

M% The e Launchedin 2017
ka1 ClearmgHouse e 480+ FlIs Live for Receiving
| ® * ~30+ Fls live for Sending
R T P  Leverages a Shared Fed account
e Transaction Limit $1,000,000
Powering Smarter Payments https://www.theclearinghouse.org/payment-systems/rtp

 Launched July 2023

e 400+ Fls live for Receiving
e (24/7:w * Funds are stored and transferred with the bank’s own Fed

INSTANT PAYMENTS account

* Optional Liquidity Management System available
e Transaction Limit $500,000

https://www.frbservices.org/financial-services/fednow

Challenges:

* Applications and Fraud Management tools are still early stage

* Request for Pay - Significant lift required in the industry for ubiquitous support. Data s of
e Systems are not interoperable. For full access banks must receive on both 1/3072024

networks.
5/24/2024 30 Transforming Transactions



https://www.frbservices.org/financial-services/fednow
https://www.theclearinghouse.org/payment-systems/rtp

Current Market Adoption

Top Transaction Originators

$700,000,000.00 1600000

$600,000,000.00 1400000
RTP Usage
(statistically representative of the industry) $500,000,000.00 1200000
1000000
$400,000,000.00
800000
$300,000,000.00
600000
$200,000,000.00 o
* The Largest Number of §
: 100,000,000.00
Transactions are generated 200000
by Square & PayPal cash- _ -

outs : 2 _ s
* The most dollars moved by |
RTP are for Account-to-

e
Account Transfer C— Doﬂa@éﬁms&clinn va

The chart above is directionally correct, but not comprehensive. It represents transactions
processed by one processor for their banks between 2020-2023

5
B
o L
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Instant Payments are more than P2P Payments
Use-Case M d I~ T M

Factoring Disbursement Fund invoices subj t faster than ACH.
pe.
lity to offera

Merchant Funding Enable limited md
term lending bet
significant fees tg

Payfac sub-merchant funding For Payfac provid Customer Experience.
funding via ACH b

Business-to-Bussiness (B2B) OLB capability fo u EMME‘} - iated solution.

payments with Request for customers via RFF j I:_ 5 r_an 'I:"I"l.'lE'-"|.
Payment (RFP) remittance data.

Wire Alternative for Back Bank back-office « E‘ ﬁ._f'
j otherwise be a wi
Online banking cz
at another bank ir
Customer transfe

Expand 4 M a

Current offerings
use this as small d
Bill Payment Speeds electronig

through bill press
Micro-deposits for Account Speeds up the set
Validation for new accounts take 2+ business ¢

bvement. May enable later

Wire Alternative for ents outside of business
customers through OLB
Account-to-Account (A2A
Transfers (aka Inter-bank
Person-to-Person (P2P)

Payments

transaction processing

s |

all A2A transfers.

es customer experience.

Micro-deposits for Account Speeds up the set process

Validation for A2A transfers process can take -

Factoring Payer incoming Factoring invoice and future payment
payments with Request for Payer approves tt 1 solution

Payment (RFP)

Sponsoring third parties into Fintechs are |OOkil|g 101 UPPOUILUTILES LU EIdUIE PAYITIETNILS DELWEEIT TITILELIS dINU CUSLUITIETS.  FOULEIILIdI TIEW DUSITIESS IINE WILII Tevenue upportunity.

the Realtime network Only Banks can have access to the RTP and FedNow rails. This would be similarin concept to

sponsoring Third Party ACH senders



Generic

		Sort		Use-Case		Description		Opportunity		Lift Required		Business Strategy

		1		Factoring Disbursement		Fund invoices submitted by clients instantly. 		Differentiation and lower cost than wires, but faster than ACH. Revenue opportunity for instant payments fee.		Could be setup using automated FTP process in back-office to an RTP enablement vendor (Orum)		Launch Proof-of-Concept in 2023

		2		Merchant Funding		Enable limited merchants or partners faster funding of daily batches. Would result in short term lending between funding and incoming wires from the card brands. Could charge significant fees to pay for the risk. Square offers this service to their merchants for a 1.5% fee.		Significant fee income oppoprutnity, and ability to offer a differentiated solution.		 Would need to partner with an alternative processor (i.e.  Moov) for the first merchants to test and launch the program.		Early adopter, but not pioneer. Research opportunities in 2023 for a launch in mid-2024

		3		Payfac sub-merchant funding		For Payfac providers speed funding the the sub-merchants. Currently the Payfac sends funding via ACH batches. 		Differentiation for Payfac merchants. Better Customer Experience. Potential Revenue to upsell the service.		Could be accomplished with a partner such as Orum.io		Aim to be early-mid, but not a follower. Likely late 2024 offering.

		4		Business-to-Bussiness (B2B) payments with Request for Payment (RFP)		OLB capability for business customers to submit payment requests (invoices) to their customers via RFP. If the customer authorizes the payment it occurs instantly with rich remittance data.		An improved payment process and differentiated solution.		Would require new product from Q2, or new product development. Possible solution with CHUCK 2.0 with ChesBank as an early adopter. Requires broader industry support for RFP.		Help lead the development of CHUCK 2.0 Products. Expect launch as "beta" bank in 2024

		5		Wire Alternative for Back office		Bank back-office application that would allow the routing of a transaction that would otherwise be a wire or ACH to route over RTP/FedNow.		Reduce Wire expense and add process improvement. May enable later cut-off times.		Early POC could be setup with a partner such as Orum.io and an application GUI through PEGA or developed with another partner. Or through Correspondent bank product offering.		Adopt to react to banks with later wire-cut off times. Aim for adoption in 2024.

		6		Wire Alternative for customers through OLB		Online banking capability for businesses and consumers to send a payment to another entity at another bank instantly, 24x7x365. 		Better customer experience and enable payments outside of business hours		Customization or product development in Q2 or CHUCK 2.0 would be necessary.  Significant advancements in fraud fraud management and controls would be needed.		Develop Fraud & Risk Management Systems first over next 1-2 years

		7		Account-to-Account (A2A) Transfers (aka Inter-bank)		Customer transferring money between their own accounts at different institutions.		Customer Experience improvement. Speeds transaction processing from current ACH delays.		Customization or product development in Q2 would be necessary.  Additional investment in fraud management and controls for A2A transfers may be needed.		Stay current with industry. Develop Fraud Systems over next 1-2 years first.

		8		Person-to-Person (P2P) Payments		Expand P2P offerings beyond Zelle or Venmo to include direct to bank transfers in realtime. Current offerings use debit card or ACH rails which are costly or slow. Customers will likely use this as small dollar solution for A2A transfers.		Lower cost than debit card. Alternative to sending payments to Zelle/Venmo. Provides easy solution for small A2A transfers.		Product upgrades from JH Payrailz to incorporate RTP/FedNow. This is in the works for 2024. Would require ChesBank to expand enrolled CHUCK 1.0 (currently setup for Venmo only, not card/ACH) - should be a light lift. Need broader industry adoption of real-time payments		Wait for JH Payrailz implementation and then evaluate based on current market. Likely 2025.

		9		Bill Payment		Speeds electronic bill payment from the traditional ACH process. Also incorporates RFP through bill presentment. This is a focus of the major bill pay providers and large fintechs		Improved customer experience		Would require upgrades from iPay or a replacement bill pay provider		Stay current with industry, not leader. Not Expected until 2025+

		10		Micro-deposits for Account Validation for new accounts		Speeds up the setup of an external account for new account funding . Current process can take 2+ business days. 		Increases adoption of new accounts, improves customer experience.		Would require customization/upgrades from Magic Writer or a replacement vendor. Would not require extensive fraud management upgrades.		Stay current with industry, not leader. Likely 2025 or later.

		11		Micro-deposits for Account Validation for A2A transfers		Speeds up the setup of an external account A2A transfers for existing customers. Current process can take 2+ business days. 		Improves customer experience in A2A setup process		Would require customization/upgrades from Q2. Would not require extensive fraud management upgrades.		Stay current with industry, not leader. Likely 2025 or later.

		13		Factoring Payer incoming payments with Request for Payment (RFP)		Factoring invoice payer is sent an RFP with a pre-scheduled payment date for the invoice. The Payer approves the RFP which locks in the payment amount and date in the future.		Opportunity to significantly reduce risks around future payment receipt.  Reduce loss and offer differentiated solution		Would require broader industry adoption of RFP and product development, possibly using Smart contract technologies like blockchain. May also require Industry invoicing systems to advance.  		Long term goal, multi-years out. Continue to track industry progress for a future initiative.

		14		Sponsoring third parties into the Realtime network		Fintechs are looking for opportunities to enable payments between fintechs and customers. Only Banks can have access to the RTP and FedNow rails. This would be similar in concept to sponsoring  Third Party ACH senders		Potential new business line with revenue opportunity. 		Would require investment in additional risk management and compliance staff, and likely additional risk management software to support this.		Not a priority in the near term. Continue to monitor the industry.





CFS

		Sort		Use-Case		Bus. Unit		Description		Lift Required		Opportunity		Business Strategy

		1		Flexent Client Disbursement		Flexent		Fund invoices submitted by clients, such as PDM truckers quickly. May start out as smaller dollar funding. 		Could be setup using automated FTP process in back-office to an RTP enablement vendor (Orum)		Differentiation and lower cost than wires, but faster than ACH. Revenue opportunity for instant payments fee.		Launch Proof-of-Concept in 2023

		2		CPS Merchant Funding		CPS		Enable limited merchants or partners faster funding of daily batches. Would result in short term lending between funding and incoming wires from the card brands. Could charge significant fees to pay for the risk. Square offers this service to their merchants for a 1.5% fee.		 Would need to partner with an alternative processor (i.e.  Moov) for the first merchants to test and launch the program.		Significant fee income oppoprutnity, and ability to offer a differentiated solution.		Early adopter, but not pioneer. Research opportunities in 2023 for a launch in mid-2024

		3		CPS Payfac sub-merchant funding		CPS		For Payfac providers (e.g. NDMS), speed funding the the sub-merchants. Currently the Payfac sends funding via ACH batches. 		Could be accomplished with a partner such as Orum.io		Differentiation for Payfac merchants. Better Customer Experience. Potential Revenue to upsell the service.		Aim to be early-mid, but not a follower. Likely late 2024 offering.

		4		Business-to-Bussiness (B2B) payments with Request for Payment (RFP)		Retail		Online banking capability for business customers to submit payment requests (invoices) to their customers via RFP. If the customer authorizes the payment it occurs instantly with rich remittance data.		Would require new product from Q2, or new product development. Possible solution with CHUCK 2.0 with ChesBank as an early adopter. Requires broader industry support for RFP.		Early Adopter for a CHUCK 2.0 product to prove the value for re-sale to other banks. For ChesBank customers, an improved payment process and differentiated solution.		Help lead the development of CHUCK 2.0 Products. Expect launch as "beta" bank in 2024

		5		Wire Alternative for Back office		All		Bank back-office application that would allow the routing of a transaction that would otherwise be a wire or ACH to route over RTP/FedNow.		Early POC could be setup with a partner such as Orum.io and an application GUI through PEGA or developed with another partner. Or through Correspondent bank product offering.		Reduce Wire expense and add process improvement. May enable later cut-off times.		Adopt to react to banks with later wire-cut off times. Aim for adoption in 2024.

		6		Wire Alternative for customers through online access		Retail		Online banking capability for businesses and consumers to send a payment to another entity at another bank instantly, 24x7x365. 		Customization or product development in Q2 or CHUCK 2.0 would be necessary.  Significant advancements in fraud fraud management and controls would be needed.		Better customer experience and enable payments outside of business hours		Develop Fraud & Risk Management Systems first over next 1-2 years

		7		Account-to-Account (A2A) Transfers (aka Inter-bank)		Retail		Customer transferring money between their own accounts at different institutions.		Customization or product development in Q2 would be necessary.  Additional investment in fraud management and controls for A2A transfers may be needed.		Customer Experience improvement. Fee income on delta between wire fees and lower cost of RTP/FedNow		Stay current with industry. Develop Fraud Systems over next 1-2 years first.

		8		Person-to-Person (P2P) Payments		Retail		Expand P2P offerings beyond Zelle or Venmo to include direct to bank transfers in realtime. Current offerings use debit card or ACH rails which are costly or slow. Customers will likely use this as small dollar solution for A2A transfers.		Product upgrades from JH Payrailz to incorporate RTP/FedNow. This is in the works for 2024. Would require ChesBank to expand enrolled CHUCK 1.0 (currently setup for Venmo only, not card/ACH) - should be a light lift. Need broader industry adoption of real-time payments		Lower cost than debit card. Alternative to sending payments to Zelle/Venmo. Provides easy solution for small A2A transfers.		Wait for JH Payrailz implementation and then evaluate based on current market. Likely 2025.

		9		Bill Payment		Retail		Speeds electronic bill payment from the traditional ACH process. Also incorporates RFP through bill presentment. This is a focus of the major bill pay providers and large fintechs		Would require upgrades from iPay or a replacement bill pay provider		Improved customer experience		Stay current with industry, not leader. Not Expected until 2025+

		10		Micro-deposits for Account Validation for new accounts		Retail		Speeds up the setup of an external account for new account funding . Current process can take 2+ business days. 		Would require customization/upgrades from Magic Writer or a replacement vendor. Would not require extensive fraud management upgrades.		Increases adoption of new accounts, improves customer experience.		Stay current with industry, not leader. Likely 2025 or later.

		11		Micro-deposits for Account Validation for A2A transfers		Retail		Speeds up the setup of an external account A2A transfers for existing customers. Current process can take 2+ business days. 		Would require customization/upgrades from Q2. Would not require extensive fraud management upgrades.		Improves customer experience in A2A setup process		Stay current with industry, not leader. Likely 2025 or later.

		13		Flexent Payer incoming payments with Request for Payment (RFP)		Flexent		Flexent invoice payer (e.g. Walmart) is sent an RFP with a pre-scheduled payment date for the invoice. The Payer approves the RFP which locks in the payment amount and date in the future.		Would require broader industry adoption of RFP and product development, possibly using Smart contract technologies like blockchain. May also require Industry invoicing systems to advance.  		Opportunity to significantly reduce risks around future payment receipt.  Reduce loss and offer differentiated solution		Long term goal, multi-years out. Continue to track industry progress for a future initiative.

		14		Sponsoring third parties into the Realtime network		CPS		Fintechs are looking for opportunities to enable payments between fintechs and customers. Only Banks can have access to the RTP and FedNow rails. This would be similar in concept to sponsoring ISOs or Third Party ACH senders		Would require investment in additional risk management and compliance staff, and likely additional risk management software to support this.		Potential new business line opportunity for CPS with revenue opportunity. 		Not a priority in the near term. Continue to monitor the industry.






What'’s new, or may be around the corner?

paze

Stable Coins
e.g. USDC

&7 +:> Nacha

Credlt Push Rules in 2026
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Gen Al Is coming

.

“IT'S ALREADY HERE!




Connect with Me!

Linked [{})

DJ Seeterlin
Chief Innovation & Strategy Officer
Chesapeake Bank

dseeterlin@ches.bank
(757) 941-1334

https://www.linkedin.com/in/dseeterlin/
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