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This is an exciting time for the payments 

business, as the fintechs on one side and the 
regulators on the other drive a strong agenda 
of innovation. As Hannah Nixon, Managing 
Director of the UK Payment Systems Regulator 

(PSR), says: “Our approach will bring change to 

the payments industry, injecting competition and 
innovation where it is needed most and putting 
the interests of the people and businesses that 
use payment systems front and centre.”

Giving a broader range of Payment Service 
Providers (PSPs) access to payment systems 
is a crucial underpinning for competition and 
innovation in the UK payments landscape. During 
the past 12 months considerable progress has 
been made in opening up access, in particular to 
the Faster Payments Scheme (FPS), and Raphaels 
Bank is proud to be playing its part here. 

For Raphaels Bank, facilitating access to FPS, 

through sponsorship of PSPs, is a key aim of our 

‘enabling innovation in payments’ strategy, and is 
a natural space for us to occupy. We have a strong 

by Mike Smith
Commercial Director  
Raphaels Bank
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FOREWORD
ENABLING INNOVATION IN PAYMENTS

history of leveraging our bank status combined 
with our culture of innovation to foster the 
development of the prepaid card industry, 
and for more than 10 years we have worked 
alongside reputable infrastructure providers 
to enable some of the most exciting challengers 

in the payments industry to develop innovative 
new programmes. Our work to enable PSPs to 
access additional central payment systems is a 
continuation of this long-standing focus.

The purpose of this paper is to explore the access 

options available to PSPs looking to innovate in 
payments, including the direct agency model, 
and to set out the steps they must take to turn 
their aspiration to leverage the UK’s real-time 
payments infrastructure into a reality. Raphaels 
Bank is excited to be in a position to help foster 
the development of innovative new business 
models in UK payments, and if you have any 
questions about access and the options available 
to you, please do get in touch.
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The UK’s fintech market is estimated to be worth 
around £20bn in annual revenues, with £10bn 
of that generated by fintechs operating in the 
payments space*. Amidst all the hype about 
fintech growth and its significance for financial 
services and the economy as a whole, one fact 
is clear: new payment services providers (PSPs) 
need reliable, competitive access to the UK’s 
payments infrastructure in the short term to 

fulfil their potential.

This need to stimulate competition in the 
payments market is, of course, recognised. The 
Payment Systems Regulator (PSR) was created 
to serve exactly this purpose – and its stated 
vision is to ensure that “payment systems are 
accessible, reliable, secure and value for money”. 

The UK banking industry does have a history 
of successful innovation in payments. The 
UK’s Faster Payments Scheme (FPS) – now 
considered a world-leading instant payments 
system, looked at with envy by many other 
countries, and currently processing 110m 
payments per month – was itself created in 
response to government and regulatory pressure 
to open up competition, improve efficiency and 
drive growth.

However, if you are a fintech currently trying 
to play your part in driving innovation in UK 
payments, you might observe that there are still 
some significant barriers to truly competitive 
access to payment systems. Since you need 
this to deliver the best possible service to your 
customers, these barriers could be impeding 
your business model.
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A major barrier is the fact that direct access is 
only an option for entities with banking licences 

(authorised credit institutions). The PSR also 
highlights some additional barriers in its recent 
interim report on its “market review into the 
supply of indirect access to payment systems”. 
To be clear, the report emphasises that “work to 

open up access to payment systems is generating 

increasingly positive results” and the PSR says 
it expects changes already under way to address 
the issues it identifies. 

Nonetheless, the report does point out a number 
of these issues. One is that so called ‘de-risking’ 
on the part of providers of indirect access – in 
light of tougher financial crime regulation – is 
limiting choice. Another is that the technical 
solutions available to indirect participants are 
not always of a high enough quality to ensure 

they can be competitive in a real-time payments 
environment. A third is that there are barriers 
to switching from one indirect access provider 
to another – reducing competitive pressure and 
making it hard to secure the best possible price 
and quality of service.

These limitations for users of indirect access do 
amount to significant barriers for many fintechs 
seeking to provide innovative payment services 
in the UK. Compounding the challenge is the 
restriction of direct membership to holders of 
banking licences. Again, work is under way here, 
and the Bank of England is reviewing its policies 
around the allocation of the settlement accounts 
required to enable direct access to payments 
systems. 

However, this will inevitably take time, and the 
fintechs providing – and requiring – innovative 
payment services are coming to market now, in 
their droves. 
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WHAT ARE THE BARRIERS TO COMPETITION TODAY?
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>  PSP must be an authorised credit institution to obtain required Bank of England settlement account
>  Currently only a small number of direct members are offering sponsorship
>  Financial crime risk is limiting the appetite for direct members to sponsor PSPs
>  The expense of procuring technical infrastructure, including an accredited gateway
>  Existing sponsorship services are reliant on sponsor banks’ infrastructures

BARRIERS TO COMPETITIVE ACCESS TO PAYMENT SYSTEMS



The PSR sees enough positive momentum 
in the market to conclude that it need not 
consider regulatory action during the next 12 
months. In its report, it highlights a number of 
developments, key among them the expansion 
of indirect access options as a result of existing 
players broadening their offerings – and new 
players entering the market. Indeed, the report 
names Raphaels Bank as one of these.

The PSR also highlights the work under way 
to improve the clarity and effectiveness of the 
UK’s anti-money laundering regime which could 
presumably ease the ‘de-risking’ problem and 
– importantly – the availability of “improved 
access options” to payment systems. “Alternative 
access models for interbank payment systems 
are emerging,” the report says, “including the 
development of aggregator arrangements for the 
Faster Payments Scheme.” 

Instant payments are not the only form of 
transactions new market entrants need to be able 
to offer their customers, but for most fintechs 
access to 24x7 real-time payments is crucial. 
Therefore it is very encouraging that FPS is at the 
vanguard of open access. 

FPS issued a white paper outlining its “Vision 
for a New Access Model” in December 2014. 
The vision was based on a number of principles, 
including: bringing together PSPs with vendors 
of technology solutions to ease access to the 

Faster Payment Service; setting out a range of 
new technical and operational options for PSPs 
to connect to the service; and making access 
criteria more proportionate to participant impact 

on the system.

Since then, considerable progress has been 
made. A new ‘pre-funding’ settlement model has 
been introduced, in order to level the playing 
field for participating PSPs. This model has 
removed the implicit obligation for smaller 
participants to underwrite a share of larger 
participants’ transactions as part of the liquidity 
and loss sharing model in place previously. 
In addition, a number of technology vendors 
are undergoing accreditation to become so-
called ‘aggregators’, providing solutions to ease 
technical access to Faster Payments. 

As Craig Tillotson, CEO of FPS, said during a 
recent industry conference: “The programme 
has been running for a little more than a year 

and the new access model is now in the final 
stages of delivery. The market is adopting it with 
enthusiasm. I would say to PSPs, your customers 
want and need real-time 24x7 services, and 
there is no reason why you can’t provide them 
via Faster Payments.”

The decision to “separate technical access from 
settlement services” – making a distinction 
between two aspects typically provided together 
by providers of indirect access to payment 
systems – has been key, Tillotson added. 
Indeed, as one of the first new entrants into the 
sponsored access space, Raphaels Bank aims 
to capitalise on this separation to offer access 
under a model that has existed previously, but 
has not been widely adopted – the direct agency 
model.
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The direct agency model combines direct technical connectivity between 
a PSP and FPS (potentially facilitated by one of the new aggregators) 
with outsourced settlement provided by a bank eligible for direct access 
(such as Raphaels). In this model, the integrity of the payment systems 
is safeguarded as settlement is carried out by an entity with a banking 
licence.
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WHAT IS THE DIRECT AGENCY MODEL,  
AND WHAT ADVANTAGES DOES IT BRING?

DIRECT AGENCY MODEL GIVES GREATER CONTROL
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As Mike Smith, Commercial Director at 
Raphaels, explains: “For PSPs working in an 

internet environment, wanting to deliver a real-
time platform to their customers and concerned 
about being impacted by de-risking, the direct 
agency model is a serious option,” he says. “PSPs 
do not have to wait for the Bank of England 
to change its policy on settlement accounts. 
They can outsource the settlement, while also 

controlling their own technology environment.” 

This control aspect is important, a thought 

echoed by John Box, Head of Strategic 
Partnerships at Raphaels. The indirect agency 
model, whereby fintechs are reliant on not just 
the settlement capabilities of their sponsor banks 

but also the technology, is “very outsourced”, 
he says. In line with the concerns about quality 
of service identified in the PSR report, he says: 
“You are not in control of your interface and you 
are reliant on your bank’s infrastructure, and 
depending on how real-time that is, you may not 
be getting the full benefits of FPS.” 

In contrast, by putting in place direct technical 
connectivity, a participant opting for direct 
agency access can control and future proof its 
own platform and ensure it – and its customers – 
benefit from the full functionality of FPS.

Smith also points out that the direct agency 
proposition may represent a tactical solution for 

PSPs which are currently ineligible or don’t have 
the business appetite for direct membership, as 
much of the technical integration will remain the 

same should they migrate to direct membership 
in the future. 
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THE BENEFITS OF DIRECT AGENCY
>  Direct technical integration 
>   Enables PSPs to take full advantage of real-time payments functionality
>   Opportunity to achieve operational efficiencies by reducing manual submission and reconciliation processes
>    Reduced transactional costs for making and receiving real-time payments
>  Ability to future-proof platform 



The expansion of sponsored access should also 
help to address the problems associated with 
de-risking. “Today, the market is being defined 
by the risk appetite of the sponsor banks,” says 
Smith. The entry of more sponsors into the 
market creates the opportunity for a more  

in-depth approach to risk assessment in 
providing access. He adds: “Raphaels has a 
10 year background in sponsoring access to 
payment systems, and we know how to assess, 
oversee and monitor our partners’ compliance 
in that context. It’s an intrinsic part of our 
operating and business model.”

In addition, there are cost benefits to be 
achieved through the direct agency model, 
says Box. One aspect of this may be the 
potential for more attractive fees, especially 
for smaller volume players, but, he says, the 
benefits of “cost effectiveness are not all about 
cost per transaction: they are also driven by 
improvements in the back office”. Having direct 
technical access and control over your own 
technical platform means that as a fintech you 
can make operational improvements, gaining 
immediate access to funds and putting in place 
streamlined processes, including more efficient 
reconciliation. 

“As well as actually being able to make and 
receive immediate payments, this access model 
enables fintechs to implement a smart, efficient 
back office process that matches the front end 
process,” Box says. “Typically today the back 
office activities for indirect participants are 
very labour-intensive and manual. There is an 
opportunity with direct agency to make the 
end-to-end processes more efficient. For the 
PSPs’ customers, the benefit of having a back end 
that is as smart as the front end is cheaper – and 
higher quality – service.” In short, bringing the 
quality and efficiency of the back office up to 
the standard of the front end user interface can 
only improve the overall experience for PSPs’ 
customers, and enable PSPs to bring down the 
cost of their services. 
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John Box: Raphaels wants  
market for sponsorship  
to be opened up
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It will be critical for the success of the new 
access model for FPS that there is competition 
for service provision around every aspect of 
access, said Tillotson at a recent conference: 
“We wanted to create a competitive landscape 
at the aggregator level, and our hope has taken 
off as we envisaged it.” Smith says Raphaels will 
encourage fintechs to ‘shop around’ for the best 
deal when it comes to securing partners to help 
with direct technical access and aggregation. 

In addition, Raphaels wants to encourage more 
providers to enter the sponsorship space, Smith 
says. “We want to highlight that this is an option 
for providers as well as fintechs, in the hope that 
more banks will start to offer sponsored access.” 
After all, a small number of new sponsor banks 
entering the market will not create either the 

capacity or the risk appetite to absorb all the 

pent-up demand for access. 

“The technical aggregators will have different 
risk profiles and we expect the same to be true for 
the sponsors,” adds Smith. “We want to emulate 
what has been done around technical access for 
sponsored access.” 

Box agrees. “We are focused on opening up not 
just access, but also the market for sponsorship,” 
he says. Fintechs need to consider what their 
appetite is for managing their own technology, 

how much integration they need with FPS in 
order to deliver the quality of service their 
customers require, and the impact on their 
business model of either waiting for a banking 
licence to enable direct membership or waiting 
for the widening of access to settlement accounts. 
If they opt for direct agency, they then need 
to select an infrastructure provider and find a 
sponsor, he says.  

The good news is, as a result of the work to open 
up access to FPS, the direction of the market 
is that ultimately “there should be a sponsor 
for every player that wants and needs to access 
Faster Payments”, Box concludes.

*EY’s report Landscaping UK Fintech,  
commissioned by UK Trade & Investment 

NEXT STEPS FOR PSPS CONSIDERING ACCESS
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COMPETITION AT EVERY LEVEL

Consider whether direct technical integration will 
reduce manual intervention and enable operational 
efficiencies 
>   Will direct agency enable you to enhance your 

customer proposition? 
>   Is direct agency more compatible with your technical 

and operational requirements than indirect?
>   Will direct agency offer better value for money for 

your business?

Approach Faster Payments Scheme Limited and/or 
sponsor banks to discuss sponsorship and access 
options
>  Are you eligible for direct membership?
>  What sponsorship services are available? 

Discuss technical integration solutions/costs with 
aggregator providers



About Raphaels Bank
Raphaels Bank can trace its origins to 1787 and 
is the second oldest independent UK bank. Today 
Raphaels operates as a dynamic, niche savings 
and lending bank with a portfolio of ATMs and 
a well-established, market-leading Payment 
Services division.

Raphaels is authorised by the Prudential 
Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential 
Regulation Authority.

About Raphaels Bank Payment Services
Raphaels Bank Payment Services was formed in 
2005. Leveraging our status as a bank and the 
assurance this provides, in combination with 
a culture of innovation, we have been at the 
forefront of developing the prepaid card industry 
since issuing the first Visa and MasterCard 
(Maestro) prepaid cards in the UK.

Today, Payment Services has developed well 
beyond plastic prepaid cards. Whilst we remain 
the second largest prepaid MasterCard issuer in 
Europe, we are also at the forefront of payments 
development. Our recent innovations include:

>   Near-Field Communication contactless 
programmes with mobile phones

>   Socially responsible account models 
challenging the traditional banking format

>  Single Euro Payments Area (SEPA) accounts
>   Faster Payments membership in the UK  

(first to announce this since the formation  
of the scheme)

>   Virtual business to business payment solutions
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More information 
For more information on direct agency access  
to Faster Payments Scheme contact:

paymentservices@raphael.co.uk
www.raphaelsbank.com/payment-services

To learn more about options for accessing  

the Faster Payments Service please email:
access@fasterpayments.org.uk or visit 
fasterpayments.org.uk
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