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Objectives

Determine if remittance fees are excessive, either on an industry wide
basis, in particular remittance corridors, within specific formal fund
transfer channels or among key players within specific remittance
corridors.

Ildentify and assess the importance of the primary factors contributing to
high remittance fees.

Determine if there are any structural or other factors unrelated to the
activities of major competitors that are responsible for keeping
remittance fees high

|dentify the major trends in remittance fee pricing and the factors that
are driving them.

Determine if pricing trends and driving factors are likely to re@?ﬁl
remittance fees in the absence of additional government potliey:srresrers
Initiatives




Study Scope & Approach

The study was focused primarily upon the large MTOs within the formal
funds transfer system in 53 corridors representing:

North America to Latin America and Asia,

The EU to North Africa, Africa and South Asia,
The Gulf to South Asia

Eastern Europe to Central Asia

East Asia to Southeast Asia.

The findings are based on data gathered from major MTOs by
telephone and, in selected cases, in person, analysis of publicly
available financial statements and performance indices, and both
guantitative and qualitative assessments of potential pricing factors
obtained from published sources and World Bank internal data.
Telephone interviews with several industry sources were also
conducted to confirm and refine the findings. @3
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Discussion Outline

Assessment Of Remittance Price Levels

— Comparative Remittance Fees

— Comparative Foreign Exchange Spreads

— Profitability Of Major Money Transfer Organizations
— Industry Cost Assessment

Factors Contributing To Remittance Prices
Remittance Fee Pricing Trends And Driving Factors

The Need For Additional Government Policy Initiatives
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The price of an international cash transfer
remittance consists of two components

* The remittance fee for receiving, processing and paying out the
cash transfer is collected from the sender by the sending agent.
The sender can easily compare remittance fees and shop around
for the lowest one.

The exchange rate spread is the difference between the retail
foreign exchange rate that the MTO charges the sender and the
more favorable wholesale foreign exchange rate that the MTO
actually pays. Although the sender can usually obtain the specific
exchange rate to be used in a transaction, the size of the spread
IS not available from the sending agent and requires time and
some degree of sophistication to calculate. In this sense, the
foreign exchange spread is a form of “hidden” foreign exchange

commission.
g “\
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Four approaches were taken to determine If
remittance prices are excessive

Remittance fees charged by major MTOs were compared to
determine pricing consistency across corridors.

The foreign exchange rate spreads of the leading competitors
were calculated and compared across a broad range of receiving
countries.

The financial performance of the three MTOs owned by publicly
traded companies was compared to that of Fortune 500 and
public peer companies to assess their relative profitability.

Finally, the cost structure of the industry was examined to assess
the relationship between costs and remittance pricing.

<
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Comparative Remittance Fees

Remittance fees were compared for Western Union, the global price leader,
and Moneygram in 53 individual corridors across a broad range of sending and
receiving countries to determine the level of consistency in pricing. In selected
corridors, smaller MTOs were also included in the price comparison.

<
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Remittance fee pricing is both complex
and non-uniform

Remittance fee pricing varies significantly by competitor,
corridor and channel.

Major fee pricing differences can also be observed between
different sending countries-even for the same competitors
sending remittances to the same receiving countries.

Fees also vary with the size of the remittance.

Fees can also vary significantly for a single competitor by

type of service offered, sending city, and individual sending
agent

=32y
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Fees by Competitor, Corridor and Channel for Sending $200 from US (NYC)
orridor US-China US-India US-Mexico US-Philippines US-Pakistan
ajor Global MTO's
estern Union
Phone Quote-Immediate $ 14.00 14.00 $10.00 $
oneygram
Phone Quote-Immediate $ 10.00 9.99 9.99 $
egional & Smaller MTO's
igo
Phone Quote-Immediate : $ 10.00
Phone/Agency Alt. Dist.
-Max
-Min

olex
Agency Quote-Immediate $ 4.00

Phone/Agency Alternative Distribution
-Max $ 7.00
-Min $ 3.00
omments:No service within US or outside US-Latin America corridors
mall MTO's-WB Study (1)
-Max $ 10.00 $ 9.50 $ 15.00 $
-Min $ 450 $ 7.50 $ 7.00 $
Comments Data does not distinguish between instant delivery and next day delivery
anks
itibank
lobal Transfer $ 10.00 $ 10.00 $ 5.00 $
omments: Need Citibank account;
ank of America
afesend Transfer Card $8
omments:Mexico only $8 per transfer up to $1500; $0 in Chlcago Need Visa/MasterCard/Chk Card




Remittance fees in the US vary by competitor
and receiving country

Fees for Sending $200 from US (NYC)

O Western Union B Money Gram
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Fees in the UK also vary by competitor and
destination, but are higher than in the US

Fees (in US$) for Sending £100 from UK

O Western Union B Money Gram

Bangladesh China Ghana
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Remittance fee pricing is both complex
and non-uniform

Remittance fee pricing varies significantly by competitor, corridor
and channel.

Major fee pricing differences can also be observed between
different sending countries-even for the same competitors
sending remittances to the same receiving countries.

Fees also vary with the size of the remittance.

Fees can also vary significantly for a single competitor by type of
service offered, sending city, and individual sending agent

=32y
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Fees of the major MTOs vary significantly by
sending country

Fees for Domestic and International Transfer of
$200- Western Union

Feesin$
Domestic ® EU ® Highest Volume Corridor

France Germany Russia Saudl

Fees for Domestic and International Transfer of
$200- Moneygram

Feesin$
Domestic @ EU = Highest Volume Corridor

France Germany Russia Saudl

=y
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Western Union fees for sending remittance from
different countries to the same destination also
vary significantly

Western Union Fee for Sending $200
from Selected Countries to the Same Destinations

Hong Kong

m UAE

India Philippines @n\
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Remittance fee pricing is both complex
and non-uniform

Remittance fee pricing varies significantly by competitor, corridor
and channel.

Major fee pricing differences can also be observed between
different sending countries-even for the same competitors
sending remittances to the same receiving countries.

Fees also vary with the size of the remittance.

Fees can also vary significantly for a single competitor by type of
service offered, sending city, and individual sending agent
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Small remittance transfers are very costly
due to the fee pricing policies of most MTOs

US-Mexico Corridor

_ Fee as % of remittance

O Western Union B Moneygram [0OVigo B Dolex

b e b

$100 $200 $300 $400 $500 $600 $700 $800 $900 @O
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Remittance fee pricing is both complex
and non-uniform

Remittance fee pricing varies significantly by competitor, corridor
and channel.

Major fee pricing differences can also be observed between
different sending countries-even for the same competitors
sending remittances to the same receiving countries.

Fees also vary with the size of the remittance.

Fees can also vary significantly for a single competitor by type of
service offered, sending city, and individual sending agent

=32y
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Major Global MTO Fees For Sending $200 To Mexico
From Selected US Cities

Sending City Chicago

Fees
Online
Phone Credit Card
Phone Quote-Immediate
-Next Day
Agency Quote-Immediate
-Next Day

Fees
Online
Phone Credit Card (N/A)
Phone Quote-Immediate
-Next Day
Agency Quote-Immediate
-Next Day

=
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Regional & Smaller MTO Fees For Sending $200 To
Mexico From Selected US Cities

Sending City Hartford

Fees
Phone Quote-Immediate
-Next Day
Agency Quote-Immediate
-Next Day

Fees
Agency Quote-Immediate : 4.00-7.00

La Naciones
Agency Quote-Immediate

Fees

<
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Summary of Comparative Remittance Fee
Findings:

 The large variations observed across different
corridors, channels and competitors described in
this section suggest that remittance fees are higher
than necessary in the EU, the higher priced
corridors within the US and, with a few exceptions,
for the services offered by Western Union.

Small remittance transfers are particularly costly due
to the fee pricing policies of most MTOs

<
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Comparative Foreign Exchange Spreads

« Actual daily foreign exchange spreads (for Western Union transfers to 22 countries
from the US and the UK and for Moneygram transfers from the US to the same
countries) were calculated for four consecutive business days early in June 2005.

» Spread calculations for each corridor were based on the difference between the
average wholesale commercial market exchange rates for that corridor published daily
on Bloomberg and the actual exchange rates charged by Western Union and
Moneygram

» Four-day average spreads were used in the analysis to smooth out the daily
fluctuations, such as the ones illustrated below:

Western Union Exchange Rate Spreads As % Of Market Rate for
selected US Corridors

Local Currency June 1 June 2 June 3 June 6
Indian Rupee 3.38% 2.97% 3.17% 3.13%
Mexican Peso 2.33% 2.26% 2.34% 2.31%
Philippine Peso 2.76% 2.73% 2.66% 2.74%
Pakistani Rupee 1.77% 1.65% 1.65% 1.68%
Moroccan Dirham 4.78% 4.73% 4.65% 4.22%
CFA Franc (Senegal) 2.17% 3.21% 2.58% 3.04%




Foreign exchange spreads on US remittances
vary significantly by competitor and recipient
country

Foreign Exchange Spreads on Transfers from US

- 9% of remittance

O Western Union B Moneygram

T ’—. T ,_l T T l
.\\ ‘{b'
R E; .4\
0\\
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Western Union foreign exchange spreads on
UK remittances also vary significantly by
corridor...

Foreigh Exchange Spreads on Transfers from UK

- 9% of remittance

i O Western Union

.
6
5
4
3
2
1
0
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..and are significantly higher than those in the US

Western Union Foreign Exchange Spreads in UK vs US

% of remittance
OFrom US BFrom UK

.
6
5
4
3
2
1
0
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Summary of Comparative Foreign Exchange
Findings

Foreign exchange rate spreads on remittances for both
Western Union and Moneygram appear to be too high,
even in high volume corridors, and are not transparent
to the sender.

Increased consumer awareness of the high level of
foreign exchange spreads, could encourage more
exchange rate competition and help lower overall
remittance costs.

<
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Profitability of Major Money Transfer Organizations

The assessment of profitability relative to Fortune 500
companies and public peer companies covered three MTOs,
with each evaluated at three different levels.

<
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owned by public companies that report
financial data

Western Union has been owned by First Data Corporation since
1996 and has been included in the First Data financial filings
since that time.

Moneygram was spun off from First Data as a public company in
1996, acquired by Viad Corporation in 1998 and spun off again as
a public company, along with other Viad operating, units in 2004.
Financial data for Moneygram is available for 2004 and, more
limited data has been reported for comparison purposes for 2002
and 2003.

Dolex was purchased from a private buyout fund by Global
Payments Inc. late in 2003 as a growth platform for expansion

into the money transfer market. As a result, reported financial data
incorporating Dolex is only available for 2004.

o\
Vigo has been privately held since its founding in 1986 anﬁ%s
never reported financial data, but is currently in the process ofesr=r
being purchased by Western Union.




Profitability of these MTOs was
assessed at three different levels with:

* A wide variety of financial indicators reported at the
parent company level

* The revenue and operating profit for the reporting
segment that includes the money transfer operation as
well as other business units unrelated to workers
remittances

Estimates of the revenue and operating profit of the
money transfer operation from information disclosed in
SEC filings and industry analyst reports.




Jdld alll VVE Il Tl UTNTOTT al €
significantly more profitable than
competitors and peers

* The profitability of Moneygram and Dolex is higher than average
Fortune 500 companies, but comparable to peer group
companies at the parent, segment and money transfer operation
levels. First Data has outperformed both of the other publicly held
MTQOs, as well as most of the peer group companies

Western Union has sustained operating margins over 50% higher
than other MTOs and its industry peer group, but may have
difficulty maintaining these high margins in higher volume
remittance corridors as competition intensifies.

<5
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MTO Parent Company Financial Performance
vs Fortune 500 and Peer Group

First Data Corporation

2002
2003
2004

Moneygram International

2002
2003
2004

Global Payments

2004

(American Express, Total System Services, DTS System, Sunguard Data System, Fiserv)

2002
2003
2004

11.3
12.24
11.26

7.6
8.02
6.78

16.48
22.92
19.38

14.54
12.54

25.6
4.98

2002
2003
2004

SHll
4.6
5.2

2.3
3.1
4.1

10.2
12.6
13.9

1.2
7.3
10.3

14.5
17

20,

%

==
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significantly more profitable than
competitors and peers

The profitability of Moneygram and Dolex is higher than average
Fortune 500 companies, but comparable to peer group
companies at the parent, segment and money transfer operation
levels. First Data has outperformed both of the other publicly held
MTOs, as well as most of the peer group companies

Western Union has sustained operating margins over 50% higher
than other MTOs and its industry peer group, but may have
difficulty maintaining these high margins in higher volume
remittance corridors as competition intensifies.

<5
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Operating Margins vs. Peer Group

Parent: First Data Corporation
Reporting Segment- Payment Services (1)

Western Union Money Transfer Operations (2)

Parent. Moneygram International
Reporting Segment- Global Funds Transfer (3)

Moneygram Money Transfer Operations (4)

Parent: Global Payments

Reporting Segment- None
Money Transfer Operations Including Dolex (5)

American Express

Total System Services
DST Systems

Sunguard Data Systems
Fiserv

90% Western Union-50%-55% Non-US/Canada Consumer to
Consumer Money Transfers

l\
Piper Jaffray Estimate 2/05 @_

. PEVELOPMENT PROSPECTS
85% Money Transfer Operations

Piper Jaffray Estimate 2/05




Summary Of Comparative Profitability
Findings

Overall profitability of the major MTOs is high compared to average Fortune 500
companies, but, with the exception of Western Union, is in the same range as
peer group companies.

Western Union has maintained exceptionally high margins due to its extensive
distribution network in sending countries, a first-mover advantage in building
powerful agency networks through partnerships in receiving countries (where it
has generally developed the market) and a brand that is well-recognized and
trusted worldwide.

Western Union is lowering remittance prices (or, in the case of Mexico, offering
lower priced delayed service) in response to increased competition in high
volume corridors. However, these pricing pressures have not affected overall
profitability due to growth in other higher priced corridors, including emerging
markets where the company has aggressively expanded its networks over the
past four years. In these other corridors, Western Union’s high prices and
profitability are not likely to decrease until the competitive environment

Intensifies. im\
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Two basic business models are used in the MTO Industr

The “agency” model employed by Western Union, Moneygram and Vigo uses
agents who nearly always operate other businesses in the same location in the
receiving and sending countries

— These agents pay for all rents, personnel and other fixed and operating
expenses for the location in exchange for a commission.

Commissions are generally a fixed percentage of the MTO fee for the transfer,
excluding foreign exchange spreads. However, in some countries, including
Mexico, commissions to paying agents are negotiated at a fixed price per
transaction.

In the “branch” model used by Dolex and many of the smaller regional MTOs and
small to mid-sized niche players, the MTO owns the sending, and often also the
receiving, branch and pays for all fixed and operating costs associated with each
branch.

<
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Each of these business models has a different
cost structure

The costs of operating the cash collection and distribution locations are almost entirely variable
for the agency model, but mostly fixed for the branch model

The MTQO'’s cost/transaction is lower for an agency when volume is low, but a branch is cheaper
to operate in high volume locations

Since the agency model leverages existing businesses on a commission basis, it is also much
less capital intensive and can be expanded rapidly through partnerships at a much faster pace

Due to the cost-volume relationship and capital requirements, the largest MTOs use the agency
model, while the smaller regional competitors and niche players often use the branch model.

Both models appear to have high fixed costs associated with the transaction processing
operations (including the actual transfer process if the MTO has its own proprietary transfer
system), compliance with regulatory monitoring and reporting requirements, marketi o the
administration of the overall business. @L
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Detailed cost data is not available, but some
components of the cost structure for major MTOs
using the agency model can be estimated

Agent commissions, the dominant variable cost in the agency network model, vary
considerably by corridor and company. Total commissions for both sending and
receiving agents appear to be in the range of 40% to 60% of the remittance fee
(excluding foreign exchange commission) for most MTOs, and 25% to 45% of the
premium priced remittance fees charged by Western Union.

Marketing costs for First Data’s Payment Services reporting segment, which is nearly
all Western Union, were disclosed as 7%-8% of segment revenue, approximately $300
million. This number is included in selling, general and administrative costs, which
totaled 16% of total revenue at the corporate level.

Depreciation and amortization on capitalized costs, including the costs associated with
building or purchasing software and systems to handle transactions and transfers, is
approximately 3%-4% of total cost.

Agency start-up costs have been estimated by Piper Jaffray at $1000-$1500 per new
agency

Licensing and regulatory compliance costs were not quantified in the study, but were
considered a major problem by the small MTOs interviewed in the World Bankz=,
Andreassen study.
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A 1110odel Wo eveloped 10 € 11 ALE
Western Union’s cost structure and
capacity to lower remittance fees

* Information disclosed in SEC filings and the agency cost
component estimates were used develop a rough model of the
cost structure for the international portion of Western Union’s
MTO activity that is most relevant to worker remittances

* A simple model (assuming that a 35% commission on fees is the
only variable cost and that all other costs are fixed) was used to
illustrate the impact that transfer fee price reductions would have
on Western Union’s international operating margins

This model was also used to demonstrate how costs could be
lowered by operating low cost regional hubs and increasing

tral ISaCtiOI ) VOIUI ne
i'\
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Estimated Cost Structure for Western Union
International Transactions Related to Remittances

( Millions) Average
Estimated Elements of Cost Structure

Fee Revenue
Foreign Exchange Spread Revenue

Variable Costs:
Agency Commissions @ 35% of Fee Revenue $(611) $(8.02)
Fixed and Discretionary Costs:
Marketing @ 8% Total Revenue $(178) $(2.34)
General and Administrative Costs @ 8% of Total Revenue $(178) $(2.34)
Depreciation and Amortization @ 3% of Total Revenue $(67) $(0.88)
Agency Start-up Costs (37K new agents @ $1500/agent) $(56) $(0.73)

Unidentifiable Variable and Fixed Costs $(468) (6.14)

Operating Profit $673 $8.83
Operating Margin (Operating Profit as % of Total Revenue) 30% 30%

<
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A 1110odel Wo eveloped 10 € 11 ALE
Western Union’s cost structure and
capacity to lower remittance fees

* Information disclosed in SEC filings and the agency cost
component estimates were used develop a rough model of the
cost structure for the international portion of Western Union’s
MTO activity that is most relevant to worker remittances

* A simple model (assuming that a 35% commission on fees is the
only variable cost and that all other costs are fixed) was used to
illustrate the impact that transfer fee price reductions would have
on Western Union’s international operating margins

This model was also used to demonstrate how costs could be
lowered by operating low cost regional hubs and increasing
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Simple Fee vs Profitability Model for Western
Union International Transactions

Current Margin Peer Group Margin Break-even Margin

( Millions) Total Average Total Average Total Average

Estimated Elements of Cost Structure

76 76 76

Fee Revenue $1,746 $1,162 $711 $9.33
Foreign Exchange Spread Revenue 485 485 485 6.37

$2,231 $1,647 $1,196 $15.70

Variable Costs:

Agency Commissions @ 35% of Fee Revenue $(611) $(8.02) $(407) $(5.34) $(249) $(3.26)

Fixed Costs:

Marketing $(178) $(2.34) $(178) $(2.34) $(178) $(2.34)
General and Administrative $(178) $(2.34) $(178) $(2.34) $(178) $(2.34)
Depreciation and Amortization $(67) $(0.88) $(67) $(0.88) $(67) $(0.88)
Agency Start-up Costs $(56) $(0.73) $(56) $(0.73) $(56) $(0.73)

Unidentifiable Costs $(468) $(6.14) $(468) $(6.14) $(468) $(6.14)

Total Fixed Costs $(947)  $(12.43) $(947)  $(12.42) $(947) $(12.42)

Operating Profit $673 $8.83 $294 $3.85 $1 $0.01
Operating Margin (Operating Profit as % of Total 30% 30% 18% 18% 0% 0%
Revenue)

e
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A 1110odel Wo eveloped 10 € 11 ALE
Western Union’s cost structure and
capacity to lower remittance fees

* Information disclosed in SEC filings and the agency cost
component estimates were used develop a rough model of the
cost structure for the international portion of Western Union’s
MTO activity that is most relevant to worker remittances

* A simple model (assuming that a 35% commission on fees is the
only variable cost and that all other costs are fixed) was used to
illustrate the impact that transfer fee price reductions would have
on Western Union’s international operating margins

This model was also used to demonstrate how costs could be
lowered by operating low cost regional hubs and increasing
transaction volume

s
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Western Union: $200 to India from US vs Saudi Arabia

( Millions) Per Transaction Cost Structure

Estimated Elements of Cost Structure Assumption Saudi-India
1

Fee Revenue
Foreign Exchange Spread Revenue

Variable Costs:
Agency Commissions @ 35% of Fee Revenue $(4.90) $(2.33)
Fixed Costs:
Marketing $(2.34) PPP Ratio (35.2%) $(0.82)
General and Administrative $(2.34) PPP Ratio (35.2%) $(0.82)
Depreciation and Amortization $(0.88) $(0.88)
Agency Start-up Costs $(0.73) $(0.73)
Unidentifiable Costs $(6.14) $(6.14)
Total Fixed Costs $(12.43) $(9.40)

Operating Profit $2.93 $1.20
Operating Margin (Operating Profit as % of Total 14% 9%
Revenue)

<
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Western Union International: Operating
Profit Break-Even Price vs Volume

=
o

Pricein US $

9
8
I
6
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Transaction Volume (millions)




Summary Of Industry Cost Structure
Findings

Although agency costs of the largest MTOs are almost purely variable,
the central operations costs of supporting the transfers, transaction
processing, regulatory compliance and administration of these
organizations appear to be primarily fixed, with significant economies of
scale

Approximate cost structure models suggest that Western Union has

considerable latitude to reduce its fees on international remittances

— Reducing average fees by a third would still provide operating
margins comparable to competitors and peers

— Marginal profitability could still be maintained if fees were cut in half

The company should have even more capacity to lower prices in the
future by using lower cost regional hubs and increasing transaction
volume

Increased regulatory requirements that add to fixed costs put smaller
competitors at a competitive disadvantage relative to the larger operators

<
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Factors Contributing To Remittance Prices

The potential impact of three sets of factors on
remittance prices were analyzed quantitatively

wherever possible, and qualitatively using anecdotal
examples

* Corridor-Specific Factors
* Sending Country-Specific Factors

* Receiving Country-Specific Factors

<
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Corridor-Specific Pricing Factors

* Corridor volume appears to be the single most important factor
contributing to remittance prices.

The next most influential price determinant is the extend to which
global MTOSs’ partner with national postal systems to expand their
agency networks in either the sending or receiving end of the
corridor

Other factors that appear to have an impact on corridor pricing
Include:

— active participation of banks, credit unions or other non-bank
financial institutions in the remittance market

cultural and geographic commonality with group of countries
that includes one highly competitive, high volume corridor with
lower prices

the strength of informal transfer network in the corridor
government policy initiatives within a corridor

<
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Corridor volume has a major impact on
remittance prices

Western Union Fees and Foreign Exchange Spreads
For $200 transfers from US (NYC)*

H High Volume OLow Volume

% of $200
Transfer

-

Transfer fee (%) FX Spread (%) Remittance
Price(%)

PEVELCPMENT PROSPESTS

*Note: High volume corridors are those with total annual remittance flows above $500 million
based on 2004 World Bank data.




Corridor-Specific Pricing Factors

* Corridor volume appears to be the single most important factor
contributing to remittance prices.

The next most influential price determinant is the extend to which
global MTOs’ partner with national postal systems to expand their
agency networks in either the sending or receiving end of the
corridor

Other factors that appear to have an impact on corridor pricing

Include:

— active participation of banks, credit unions or other non-bank
financial institutions in the remittance market
cultural and geographic commonality with group of countries
that includes one highly competitive, high volume corridor with
lower prices
the strength of informal transfer network in the corridor
government policy initiatives within a corridor

=32y
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Western Union’s prices are significantly higher in US
corridors where the company has partnered with the
receiving country postal system

Impact of Western Union-post office link in recipient countries for
$200 transfers from US (NYC)*

%

1 No WU Post Office Link
B WU Post Office Link

N

I | -..\
FX Spread(%) Fee ( %) Remittance price @'

PEVELCPMENT PROSPESTS
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Price impact of Western Union-Postal System
link in two high volume corridors...

US- India France-Morocco
(WU PO Link in India) (WU PO Link in France and Morocco)

Western Union
B Moneygram

] = B

FX spread (%)
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...and price impact of Moneygram-Postal
System link

US- Vietham
(MG PO Link in Vietnam)

Western Union
B Moneygram

8
I
6
5
4
3
2
1
0]

FX spread (%)

<

PEVELCPMENT PROSPESTS




Western Union’s price premium over Moneygram fees is
significantly higher in corridors where Western Union has
partnered with the postal system

Impact of Western Union-post office links in sending or receiving
countries on Western Union price premium over Moneygram fees for
$200 transfer in US and non-US corridors

WU fee
premium
in$

OWU PO Link B No WU PO Link

All corridors High Volume
Corridors

Source Country

All corridors High Volume

Corridors i-\

ReCIpIent Country PEYELOPMENT PROSPEGTS




Western Union’s price premium over Moneygram fees is significantl
lower in corridors where Moneygram has partnered with the postal
system

Impact of Moneygram-post office links in sending or receiving countries
on Western Union price premium over Moneygram fees for $200
transfer in US and non-US corridors

MG PO Link ENo MG PO Link

WU fee
premium
in$

All corridors High Volume All corridors High Volume =~
Corridors Corridors

PEVELCFMENT PROSPESTS

Source Country Recipient Country




Corridor-Specific Pricing Factors

* Corridor volume appears to be the single most important factor
contributing to remittance prices.

* The next most influential price determinant is the extend to which
global MTOSs’ partner with national postal systems to expand their
agency networks in either the sending or receiving end of the
corridor

Other factors that appear to have an impact on corridor pricing

Include:

— active participation of banks, credit unions or other non-bank
financial institutions in the remittance market
cultural and geographic commonality with group of countries
that includes one highly competitive, high volume corridor with
lower prices

the strength of informal transfer network in the corridor
government policy initiatives within a corridor




Sending Country-Specific Pricing Factors

* A restrictive regulatory climate may be discouraging competition
from smaller MTOs and enabling large players to maintain higher
fee prices in the EU and, to less of an extent, the US corridors.

* Other sending country factors that appear to have an impact in
pricing include:
— migrant access to low cost alternative remittance options
through banks and non-bank financial institutions
— The level of competition from the informal transfer network
within the sending country

<
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Receiving Country-Specific Pricing Factors

* There are several specific cases in which the access to modern,
efficient, low cost transfer, payment and clearing systems in the
receiving country may have been a factor in remittance prices.
— Analik
— Bancomer
— Credit union access to payment/clearing systems

In receiving countries with high levels of mobile phone, Internet,
ATM and POS usage, product and service innovations utilizing
these technologies are beginning to offer low cost remittance
alternatives that could have a significant impact on remittance
pricing in the future.

— Smart communication

— Xoom

<
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Summary of Remittance Pricing Factor
Findings

Corridor volume, which attracts global and regional MTOs as well as small niche players
that compete on price, appears to be the most significant factor driving remittance fee
prices.

Exclusive agency partnerships between large Global MTOs and postal systems also
appear to have a major influence on remittance prices by serving as a significant entry
barrier to small competitors and allowing high prices to be maintained even in the face of
serious competitive challenges from other large, lower priced rivals.

Restrictive regulations in the US and sending countries in the EU may also have an
impact on pricing by discouraging new competition and making it easier for the large
global MTOs to maintain higher prices.

Other factors that appear to influence remittance pricing within a corridor include:
the active participation of banks, credit unions and other non-bank financial institutions
In the remittance market
migrant access to low cost alternatives offered by these organizations
technology and product/service innovations
the strength of the informal transfer network

o\
Government policy initiatives may have helped reduce remittance prices in s@[_ed
corridors such as the US to Mexico, but the significance of their impact is"diffittilt 6™
assess.
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Remittance Fee Pricing Trends And Driving
Factors

Remittance fee prices have declined dramatically in corridors
such as the US to Mexico and Hong Kong to the Philippines in
recent years. The study findings were used to identify the
competitive, technological and policy factors that appear to be
most influential in driving these price reduction trends and to
make some observations on the future direction of remittance fee

prices

<
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Competitive Factors

The proliferation of new, small and mid-sized niche MTOs that compete
by offering the lowest prices

Intensified competition in high volume corridors between global and
regional MTO’s seeking additional volume and increased market share.

Increased competition in emerging corridors, such as the Gulf to South
Asia, as global, and some large regional MTOs implement aggressive
expansion programs in these areas

The active participation of banks such as Bank of America, and ICICI
offering low or negligible transfer fees to attract migrant accounts

The activities of banks such as Bancomer and Analik, that focus on low
priced remittance services as a major source of revenue

The participation of credit unions and other non-bank financial in@?‘ons
offering low fees for their members B EvetaraE i bareirs




Technology and Product Factors

Investment in low cost transfer, processing and settlement
systems employing modern technology

The introduction of innovative, low cost alternative remittance
products and services using the internet, mobile phones, ATMs,
credit/debit cards or POS devices, such as those offered by
Xoom, lkobo, Smart Communications and others

<
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Government Policy Factors

Migrant education programs that include information on
remittance options and their costs, such as those provided by the
Philippine Government.

Unilateral policy initiatives in receiving countries, such as
Mexico’s “Matricula Consular” identity card program that provides
migrants with access to lower cost remittance services offered by
banks and other financial organizations.

Bilateral policy initiatives such as the joint US-Mexican program
that linked the automated clearinghouse (ACH) systems used by
their central banks to reduce the cost of remittance transactions
between the two countries -
=D
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Future Fee Pricing

e After arapid rate of decline from 1999-2003, remittance fees
In the US-Mexico corridor appear to be stabilizing, and major
decreases are not expected in the near future

The remittance industry appears to be consolidating

— Global MTOs are acquiring large regional players (Western
Union’s pending acquisition of Vigo)
Regional players are being acquired as growth platforms
by large financial service organizations (Global Payments
acquisition of Dolex)
Mid-sized MTOs are merging with or acquiring other mid-
sized firms and small niche players in high volume
corridors such as the US to Mexico

Industry consolidation could significantly reduce the?er
of small to mid-sized competitors and lead to eSS pP&iG&urrnosreers
competition among the remaining MTOs.




Summary Of Remittance Fee Pricing
Trend And Driving Factor Findings

Competition within the higher volume corridors, particularly
among the small to mid-sized niche players that compete by
offering the lowest prices, is most responsible for the trend
toward lower remittance fees.

Technology and product /service innovations are expected to
have a major influence on prices in the future, but so far have
only had a significant impact in a few areas.

Policy initiatives appear to have been helpful in some
corridors, but the significance of their impact is difficult to
access.

After any major drop, prices in most high volume corridors
are likely to stabilize, particularly if the trend toward irﬁgry
consolidation accelerates.
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The Need For Additional Government
Policy Initiatives

In high volume remittance corridors without overly restrictive
government regulations, remittance fees are likely to be
driven down over time by competitive pressures, technology
and product/service innovation without additional
government policy initiatives, although such initiatives may
accelerate the process.

In most lower volume corridors and a few high volume
corridors, such as France to Morocco and others originating
in the EU, specific government policy initiatives are more
likely to be an important factor in lowering remittance fees

<

PEVELCPMENT PROSPESTS



Policy Recommendations Suggested by Findings

Encouraging postal systems and other state owned distribution
alternatives to open their networks to multiple MTO partnerships on a non-
exclusive basis

Avoiding over-regulation and excessive monitoring or reporting
requirements that could drive out smaller competitors who lack the
economies of scale to absorb the cost of compliance

Fostering a regulatory, tax and general business environment that
encourages the formation and growth of the small to mid-sized niche
MTOs who compete by offering very low prices

Taking measures to facilitate migrant access to lower cost remittance
options offered by banks through ATMs, credit cards and free transfers

Creating a legal and regulatory environment that encourages receiving
country banks that focus on low cost remittance services, such as ICICI
and Bancomer, to establish partnerships or branches in sending countries

<
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Policy Recommendations (Cont’d)

Eliminating or moderating costly or restrictive licensing requirements to
encourage new competition

Increasing consumer awareness of the high level of foreign exchange
spreads to encourage more exchange rate competition and help lower overall
remittance costs

Educating potential and actual migrants on the costs and alternative methods
of sending cash remittances home, including the major remittance fee savings
that are possible by sending fewer, but larger remittances to take advantage
of MTO fee pricing brackets

Encouraging the creation of new financial services that would allow migrants
to meet the weekly cash needs of their families in receiving countries while
also accumulating the cash required to reduce remittance fees by increasing
the size and decreasing the frequency of each cash transfer

Providing local credit unions and other non-bank financial institutions that
handle remittances for their members with access to low cost national
clearing and payment systems

'
Encouraging the adoption of technology to enhance the developm&n%gtmm.m
distribution networks and improve the transfer and payment infrastructure in
receiving countries




»

PEVELCPMENT PROSPESTS





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


