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NILEH3YBAHHA IHCTUTYTIB ENNEKTPOHHUX IPOLLEA
B EBPOMENCbKOMY COI03I
AK WNAX TPAHCOEPY MNMOBAJIbHUX NOTOKIB KANITANTY

Cno6opa Jlapuca flpocnasiBHa,

KaH4MAAT EKOHOMIYHMX HayK, JOLLEHT,

JoLEHT Kadeapu diHaHCiB 6aHKIBCbKOT CNpaBy Ta CTPaxyBaHHsA
J1bBiBCbKOrO HaBYaNbHO-HAYKOBOTO iIHCTUTYTY
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AHortauin. IIpoBeneHo aHami3 IepeBar i BMMOT IjIsl OTPMMAHHA JIlleH3ii IHCTUTYTY €TeKTPOHHUX TpOLIeit
y KpaiHax €spomneiicbkoro Corosy. OKpecieHO OCHOBHI aHAIITUYHI TeHJEHIIil Ta PeTyIATOPHI MMTaHHA 100
3abe3meyeHHs TPOIIOBUX MePeKasiB €BPOIENCHKMMI IIATDKHIMI yCTaHOBaMM. AHali3 TpaHCaKiit i3 ung-
POBMMU IlepeKa3aMu, AKi TPOBOJATD TOCTaYaIbHUKI ITOCTYT €/IEKTPOHHUX rpolileii B €Eppomnelicbkomy Corosi,
[I0KAa3y€ MMOSUTUBHY TeHIEHIIiI0, IKa O4iKy€EThCS, 110 TOKa3HUK pigHoro Temiry spoctants (CAGR 2020—2023)
cTaHoBUTD 13,1 %, a e mpusBefie 10 3araabHoOi cymu 59,774 Minbitona gonapis CIIIA no 2023 poky. Bucnosok
PO3’SICHIOE MOXK/IMBOCTI [/1s1 iHBECTOpIB, AKi MOXXYTb BUKOPUCTOBYBATH Lieit cIroci6 /it TpaHcdepy rnobdann-
HUX IOTOKIB KamiTany yepes kpainy €C B iHuIi KpalHu CBIiTY Jy1 IapKyBaHHA i 30epexKeHHs CBOIX Ipolleil Ha
I104aTKOBIiT (asi cBiToBoI piHanCcOBOI Kpusu 2020 poky.

Ha ocHOBI 0TpUMaHMX pe3y/bTaTiB 00IPYHTOBAHO pO3YMiHHSA BapTOCTi I'POLIOBUX IlepeKasiB y KpaiHax €B-
pormericbkoro Coo3y, pHKOBI IIepeBary JiljeH3yBaHH:A yCTaHOB €IeKTPOHHMX TPOIlell MOPiBHAHO 3 KOMep-
LiffHIMY GaHKaMu st iHBECTOPIB i cioxknBadiB (iHAHCOBMX IIOCIYT, @ TAKOXX PO3KPUTO PEryIATOPHI mifxo-
I i KJII0YOB] eTamy Ipolecy JilleH3yBaHHA IVIATDKHUX IHCTUTYILiN Ha €éBpOIeICbKOMY (iHaHCOBOMY PUHKY.
IMepcrexTuBa MOAAIBLUINX JOCTIIKEHb Y cepl PO3BUTKY IJIATDKHUX KOMIIAHIi HOJSrae B OOIPYyHTYBaHHI
BiIMIiHHMX 0oco6muBOCTEl perymoBanHs AisutbHOCTi inTex-KoMmaHiil y pisHMX KpalHaX CBITY, BKIOYA0YN
BMMOTHY [I0 KamiTasisanii, KOMIUIaileHCy Ta YIpaBaiHHA GiHAaHCOBMMM PU3MKaMM, a TaKOX mpouenypu KYC
(Know Your Customer Identification) mpu BigKpuTTi paxyHKiB KieHTaMm gucTaHuiiiHo. [Toganpumit po3BUTOK
iHCTUTYTIB eekTpoHHUX rpotueit y cepi FinTech cyrreBo Tpancdopmye 6isHec-Mopeni MibKHapoZHMX OaHKIB
i MO)Ke ITpM3BeCTH IO 3aMiHM KIacYHUX GOpM OaHKIBCHKOI AifATBHOCTI.

KnioyoBi cnoBa: 6aHKiHT, IHCTUTYTY eIeKTPOHHUX rpolueit, ¢pinancoBmit kanitan, @inTex, mratexi B2B, pery-
JIIOBaHHs, IIPOLIEC JIiL€H3YBAHHA, 3aCTOCYBAHH JIiLIeH311, KOMIUIall€HC.
Dopmyn: 0; puc.: 0; Tabm.: 2; 6i6m.: 15.
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AHHOTauMA. JTO UCCIefOBaHNe COCTOUT M3 OOLIero aHamu3a MPeVIMYIIEeCTB M TPeOOBAHWIT JJIA OTyYeHN
JIMILIEH3UN YIPeXJeHNsA 91eKTPOHHBIX feHer B cTpaHax EBpomeiickoro Corosa. BoifenieHpl OCHOBHbIE aHAN-
TUYECKVe TEH[IEHIMU ¥ BOIPOCHI PEryIMpOBAaHM IPESOCTABIECHNA [eHEKHBIX IepeBOOB €BPONEiCKIMM
I/TaTeXXHBIMY OPraHM3alMsAMU. AHAIN3 TPAHCAKIMIT C IN(POBBIMM TEeHEKHBIMU TI€PEBOJAMH, IIPOBELEHHBIX
MOCTABIIMKAMI YCTYT 37IEKTPOHHBIX JieHeT B EC, 1oKasbIBaeT, YTO MONOKNTEIbHAS TeH/ICHIVA K 3HAYEHMIO,
KaK OXXMAAeTCsI, HOKaxeT rogosoit Temn pocta (CAGR 2020—2023) B pasmepe 13,1 %, B pe3ynbrare 4ero 06-
mas cymma coctasut 59 774 pommapos CHIA. M x 2023 rogy. B 3akmo4eHNy yTOYHAIOTCA BO3MOXKHOCTH LA
MHBECTOPOB, KOTOPbIe MOTYT MCIIOZIb30BATh 3TOT CIIOCO6 [i/Isl IepeMeleH st I7I00aMbHBIX IOTOKOB KaIyTana
yepe3 EC B mpyrue cTpaHbl MUpa, [/IsI MAPKOBKM M 3aIUTHI CBOMX JEHET [/Is Ha4anbHON ¢assl IT06aIbHOrOo
¢dunaHcoBoro Kpusuca 2020 roga. TemaTudeckue UCCIELOBAHN SAI0OT PLIHOYHYIO LIeHHOCTD [TOHMMAaHIe CTO-
MMOCTH [IeHeKHBIX MepeBOfioB B pasHbIX cTpaHax EC, cpaBHeHMe IpenMyIecTB MUIeH3UPOBAHNA YUpexe-
HIT, 3aHYMAIOLIMXCS 97IEKTPOHHDIMY IeHbIaMM, IPOTUB KOMMePYeCcKIX 6aHKOB, a TakoKe OIMcaHe TpeboBa-
HVIJT V1 KJIIOYEBBIX TAIIOB IIpoliecca MOoAauy 3asABOK [IA IVIATeKHBIX YIPEX/ICHUI B eBPOIEICKMX (PUHAHCOBBIX
PBIHOK.

KnioueBble cnoBa: OTKpBITHII OAHKUHI, yYpeKAeHNs 97IeKTPOHHBIX JieHer, (puHaHCcoBbI Kamurtan, OunTex,

nnarexxy B2B, perynuposanne, mponecc MMIeH3sMpOBaHA, BUABI TUIEH3MI, KOMIIIalieHC.

Dopmys: 0; puc.: 0; Tabr.: 2; 6ubm.: 15.

Introduction. Existing challenges is performed
financial satiation globally. The COVID-19 outbreak has
prompted banks and other financial institutions to move
with lightning speed toward mobile work arrangements —
and with that move comes pressing new considerations.
Central Banks and Supervisors are adjusting to managing
remote workers. IT departments of the banking institutions
are feeling the strain of equipping huge numbers of people
with secure network access and mobile devices. And
security issues must be reassessed in the light of massive
workplace changes made in the month of March [1]. But
separate from the tragic health implications of COVID-19,
financial expert mentioned there’s likely going to be a new
kind of further global recession [2].

In the long term, however, the stage is set for
unprecedented growth, because on the other side of
COVID-19 crisis, fundamentals are strong. Technology
is laying the foundations for every business to have global
opportunities, and governments of the world are pumping
money into the economy by the billions. After the 2008
financial crisis, the global financial community saws the
birth of dozens and dozens of brand new multi-billion
dollar businesses (Instagram, WhatsApp, Uber, Airbnb,
Dropbox, Slack, etc.). All of them were started by young
people who probably would have gotten jobs at PwC or
some established bank if not for the previous recession.
The financial experts mentioned about this sort of activity
again in the 2020s, because recessions can also lead to
reinventions. Companies that try to stay the same get

chewed up and spat out (for example Blockbuster, Toys
«R» Us, Phones4U), whereas companies that reinvent
themselves do well (for example Netflix, Disney, Apple,
Microsoft). Thus, in many cases, small, nimble business
become the bright sparks that fly high after a recession [3].

This situation has led to new opportunities and Fintech
implementation advantages in the financial industry and
investment activity. Investors’ behaviour is looking for new
waysand prospects for parking money through theinvesting
in new spheres in businesses with Fintech implications in
the European Union and Offshore financial jurisdictions.
Based on the growing up fast and cheap customers’ needs
in remittances and electronic transactions licensing of the
E-Money Institutions (in the EU) and Money Transfer
Operators (in the Offshore jurisdictions) will be the most
successful way for the investors to serve the financial
needs their companies and satisfy needs on other users of
financial services after recession period.

Literature Review. Payment industry and role of the
Fintech e-money institutions in the current financial
market development at the international level are one of
the most important and discussed issues in the area of
financial innovations and banking among professionals,
scientists, lawyers, advisors and other users of analytical
publications. Famous bankers and knowledgeable parti-
cipants from different authorities, especially The World
Bank, International Finance Corporation, Basel Committee
on Banking Supervision, Central Banks, Financial Autho-
rities, External Audit Companies, and others, play an
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important role in the development and implementation
of modern practical approaches to the creation of open
banking which is impossible without payments’ Fintechs.
The study of various aspects of payment institutions is the
subject of research mostly foreign practitioners analysts
and financial advisers to justify the most profitable
investment decisions, while research on the functioning
of this area of the financial market needs to be intensified
under new conditions of redistribution of financial capital
at the geopolitical level.

A significant contribution to the development of
scientific and methodological approaches to regulating
the activities of payment institutions has been made
by such foreign scholars as Malte Krueger, Drehmann,
Mathias, Charles Goodhart, Godschalk Hugo, Lelieveldt
Simon, Mester Loretta J., Pichler Rufus, Ramasastry Anita,
Vartanian Thomas P., Van Hove Leo, Vereecken Marc,
and others [4]. However, the current conditions for the
functioning ofthe European financial marketand trendsinit
transformation through the redistribution of global capital
flows in a transparent environment require new approaches
to the study of this topic based on practical aspects. Some
points of the e-money institutions’ activities in regard to
Fintech initiatives in the global banking industry have
outlined by author in the previous part of the research [5].

Methods. The methodological basis of the study is a
comparative analysis of the modern trends in the payment
institutions industry within Fintech initiatives. The author
applies statistical analyses and logical interpretation to
estimate analytical trends related to the volumes and factors
of digital remittances in the EU. Based on the research
of the EU regulatory requirements and key indicators to
obtain e-money institutions license the key stages of the
license granting is outlined and EU countries comparison
is created for this purpose.

The purpose of the research. The purpose of this
article is to outline the main trends, requirements, and
benefits of licensing e-money institutions in the European
Union as a way of transferring global capital flows. Case
studies aim to provide market-valuable insights about the
value of remittances in the different countries in the EU,
compare advantages for the licensing e-money institutions
against commercial banks, and present descriptions of the
requirements and key stages of the application process to
be undertaken for payment institutions in the European
financial market.

Results. According to the EU regulation Payment
institution under PDS2 Directive offers services of execution
of payment transactions, including credit transfers and
direct debits, issuing or acquiring payment instruments,
money remittances, foreign exchange services, and similar
services. Payment Institution license is suitable for credit
card processors, payment account operators, remittance
businesses, foreign exchange businesses, payment initiation
companies, and so forth. Minimum capital requirement
to set-up this company is EUR 125 000 [6]. E-money
institution (EMI) can issue electronic money (the digital
equivalent of cash stored on an electronic device). EMI can

do all the things the Payment Institution can do and is also
is allowed to provide IBAN accounts, payment cards and
e-wallets. The minimum initial capital to obtain this kind
of licence is more higher than for Payment Institution —
EUR 350 000 [6].

The European Central Bank in regulatory statements
outlines that electronic money (e-money) is broadly
defined as an electronic store of monetary value on a
technical device that may be widely used for making
payments to entities other than the e-money issuer. The
device acts as a prepaid bearer instrument which does
not necessarily involve bank accounts in transactions [7].
E-money products can be hardware-based or software-
based, depending on the technology used to store the
monetary value. In the case of hardware-based products,
the purchasing power resides in a personal physical device,
such as a chip card, with hardware-based security features.
Software-based products employ specialised software that
functions on common personal devices such as personal
computers or tablets. To enable the transfer of monetary
values, the personal device typically needs to establish
an online connection with a remote server that controls
the use of the purchasing power. Schemes mixing both
hardware and software-based features also exist [7].

Basically, an electronic money institution, as a type of
payment institutions, is permitted to provide the following
financial services within the European Union once the
license has been granted:

o opening of multi-currency electronic money

accounts and safekeeping of electronic money;

o issuance and redemption of electronic money
and provision of payment services related to it
payments within the company’s electronic money
accounts (internal Payments); incoming and
outgoing local payments in Euros in SEPA area;
incoming and outgoing cross-border payments in
various currencies via SWIFT;

o foreign currency exchange within electronic
money accounts for the following currencies,
including the following currencies: EUR (Euro),
USD (United States Dollar), GBP (Pound sterling),
wherever possible, and others currencies which
depend on the investors’ privilege and potential
customer base;

o provision of payment services not related to
electronic money (with currency exchange);

o local payments via local partners: commercial
banks/electronic money institutions / payment
institutions;

o issuance of Visa / MasterCard prepaid or debit
cards related to the electronic money accounts.

Experts’ analyses show that e-money institution is a
favourable and cost-saving legal form for creating Fintechs’
companies not only in the European Union but across
the globe and in offshore countries as well because the
financial sector is the largest user of digital technologies
and represents a major driver in the digital transformation
of the economies and societies.
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FinTech industry and e-money institution regulatory
framework is a priority sphere at the international
level, for example for the G20 countries. The European
Commission contributes to policy discussions at the
Financial Stability Board and in other international fora.
An increasing number of jurisdictions have developed
regulatory and supervisory frameworks to address specific
forms of FinTech innovation. Outside Europe, regulators
have mainly focused on payment instruments and services
and alternative forms of financing, such as crowdfunding
and peer-to-peer lending. For more interaction with
FinTech developers, a number of supervisors (for example,
Australia, Canada, the United States, Hong Kong,
Singapore, and Japan) have set up special FinTech hubs
and developed experimentation frameworks for innovative
companies called ‘regulatory sandboxes’ [8]. As a result,
The European Commission and European supervisory
bodies (European Central Bank, European Banking
Authority) pays significant attention to the payment
institutions’ industry regulation and creates a favourable
regulatory environment for the increased numbers of
such kind of financial firms. The Europe’s regulatory and
supervisory frameworks should allow firms operating in
the EU Single Market to benefit from financial innovation
and provide their customers with the most suitable and
accessible products. Such frameworks should also ensure
a high level of protection for consumers and investors and
ensure the resilience and integrity of the financial system.

The benefits of technological innovation were already
at the heart of the revisions to the Payment Services
Directive and to the Directive and Regulation on Markets
in financial instruments.

Analyse shows the following trends of digital remit-
tances provided by EMI’s and payment institutions in
Europe [9]:

o total transaction value in the Digital Payments

segment amounts to USD 802,882m in 2020;

o totaltransaction valueisexpected to showan annual
growth rate (CAGR 2020—2023) of 7.6% resulting
in the total amount of USD 999,205m by 2023;

o the market’s largest segment is Digital Commerce
with a total transaction value of USD 754,754 m
in 2020;

o from a global comparison perspective it is shown
that the highest cumulated transaction value is
reached in China (USD 1,928,753 m in 2020);

o the higher number of payments value in this
segment at the end of 2018 year is fixed in
Luxembourg — USD 2993,8 m, Italy — USD 739
m; Portugal — USD 72,3 m; France — USD 61,5
m; Germany — USD 33,5 m; Greece — USD 36,1
m; Belgium — USD 48,7 m; Austria — USD 4,4 m;
Croatia — USD 5,5, m; Sweden — USD 4,4 m.

This statistic presents the volume of e-money payments
in Europe as of 2018, broken down by country. The highest
use of e-money was recorded in Luxembourg, where
approximately 2.9 billion transactions were carried out
with e-money.

According to the FATF organization, the number of
digital transactions is growing by almost 13% a year. By
2022, an estimated 60% of global GDP will be digitized.
Currently, there are no comprehensive, internationally-
agreed standards for developing digital ID [10]. That
is a clear reason for the huge investment in Fintechs
companies during the last three years. However, for the
licensing process, all regulatory authorities require Digital
approach for KYC (Know Your Customer Identification)
before account opening for corporates and individuals’
customers [11].

As e-money institutions allow remittances and
issuing e-money their digital ID systems shall meet high
technology, organizational and governance standards
hold great promise for improving the trustworthiness,
security, privacy, and convenience of identifying natural
persons. In relation to the FATF Standards, appropriately
reliable, independent digital ID systems could: facilitate
customer identification and verification at onboarding;
support ongoing due diligence and scrutiny of transactions
throughout the course of the business relationship,
facilitate other customers due diligence measures, and aid
transaction monitoring for the purposes of detecting and
reporting suspicious transactions, as well as, general risk
management and anti-fraud efforts [10].

This list of ID system requirements is essential for
the companies which are going to obtain an e-money
license in the EU because usually Central Banks in all
EU countries require operational risks procedures,
cybersecurity risk assessment measures, and Know
Your Customer identification policies in a licensing
application package before granting a license. However,
small payment companies have a great partnership with
IT companies, they a flexible and usually well-capitalized
to conduct this kind of business based on new digital
innovations.

One of the most important benefits of the carrying
e-money business is transacted money in different curren-
cies across the globe for fewer costs compared to banks.

Currently, commercial banks have strong customer
bases, while alternative e-money institutions offer more
appealing pricing. However, the aforementioned market
inefficiencies have also created unmet market needs for
efficient and innovative financial services. Due to the
poor choice of existing financial solutions, an increasing
number of clients are looking for alternative financial
service providers. This situation is attractive for new
market entrants offering innovative and technologically
advanced solutions, thereby increasing the bargaining
power of clients, who can choose an alternative financial
service provider over commercial banks.

Commercial banks pose the following disadvantages to
corporate clients, such as:

o long payment processing times;

o obligatory physical presence to open an account;

o long and costly due diligence procedures for on-

boarding clients;

« significant foreign exchange fees 2—5%;
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o requirements for non-EU companies to have a
subsidiary in that country, which may involve
costly legal, accounting, auditing, and bookkeeping
services;

o the obligation to maintain a minimum deposit for
non-EU residents and/or non-EU companies;

o high administrative and/or operational costs, and
lengthy administrative procedures (initial fund
request, legal, language and etc.) are among the top
restrictive factors for SMEs to open a bank account
in the EU.

Most banks do not have flexible capabilities to develop
the market infrastructure which would enable executing
contactless and instant payments to SMEs; to support the
involvement of payment service users and their influence
in deciding on payment services offered in the market; to
increase payment service users’ trustin electronic payments
and foster their usage habits; to improve innovations in the
financial payment industry quickly and efficiently.

Currently, the potential financial return of entering
the market outweighs the costs. However, the competition
is likely to increase in the near future and subsequent
market entrants will not only face a strong competitive
environment but also legal barriers, solid capital
requirements, demanding financial policies, adequate
know-how of the industry requirements, and regulations.
This might discourage their establishment due to the
relatively high risk and high sunk costs.

Thus, the licensing of electronic money companies in
The European Union has become a very popular business
process during the last years. While there are some
alternative options, such as Monzo, Paypal, and Revolut,
who charge from 2-5% for a transaction and from 0.25-
2% for currency conversion, their business models are
mostly intra-European and focused on individuals rather
than businesses.

The above-mentioned reasons are essential to
implement a globally prevalent practice is increasingly
applied in The EU’s payments market-trading or service
provision businesses establish their payment or electronic

money institutions rather than using bank services. The
key drivers of FinTech e-commerce are the availability of
mobile internet and smart phones, loss of public trust in
banks, and dissatisfaction with banking services. But each
kind of e-money institution is looking for arrangements
with large and reputable banks after granting a license by
Central Bank because has an account opening purpose and
shall satisty safeguarding regulatory requirements.

It should be noted, that e-money institutions issue
electronic money, which is issued at par value in return
for a fiat currency deposit. This means that e-money
issuance does not have an impact on money creation in
the economy. E-money can be used for payment within
a closed network or several networks as long as the latter
are rendered interoperable. Under dedicated regulatory
frameworks, such as the EU Electronic Money Directive to
be redeemed at par value on demand. Although e-money
is not directly backstopped by the government, there are
strict regulatory requirements that govern the safekeeping
of the deposits against which it has been issued. E-money
issuers generally keep these funds in bank deposits and
are thus exposed to counterparty risk. In this sense,
commercial bank money within the limits of the applicable
deposit guarantee scheme is safer than e-money [12, p. 35].

That is why e-money institutions shall open accounts
in large and reputable banks for the carrying payment
transaction services.

Analyses of practical aspects of the financial business
show, that banks require the comprehensive list of
documents for the on-boarding non-banking financial
Institutions (payment service providers and e-money
institutions) for the account opening purposes. This list
of documents could be classified for the main groups,
which include corporate documents, regulatory and
tax statements, shareholders’ and key management
documents, account signatories, financial reports, clients’
structure, and a package of the compliance documents
(Table I). It is recognized internationally and accepted in
every European bank before an account opening for the
e-money institution.

Table 1

List of documents required for the on-boarding of non-bank financial Institutions (PSPs and EMIs)

Type of Documents

List of documents

Initial Documents

Corporate Company Group Structure Chart

Organisation Chart

Certificate of Incorporation

Business Registration Certificate

Board Resolution — bank account opening

Directors’ appointments

Memorandum & Articles of Association

Latest Annual Report

setup and ambitions)

Business plan and / or Marketing plan (This documents will help us and the correspondent bank understand the bank’s

Regulatory Copy of the Financial Licence

documents

Copy of any additional licences, which regulates the activity of the Bank

Financial Licence Application (for new entities, less than 24 months old)
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Table 1 (continued)

Type of Documents

List of documents

Tax Documents

W-8BEN-E (Certificate of status of BO for US Tax Withholding and Reporting)

Authorised signatory(s) personal TIN code

Shareholders’ Shareholder Structure Chart

Documents List / Register of Shareholders

Copy of passport (either certified or apostiled or notarised)

Proof of address

Correspondent Bank)

Bank Reference, Bank Statement and Wealth Declaration (will depend on the history of the bank and requirements of the

Shareholders structure

Key Management | List of Board Members

List of Directors

Copy of passport (either certified or apostiled or notarised)

Proof of address

CV for each Director

CV for key personnel (Compliance Officer / MLRO)

Account Signatories

List of Authorised signatories / Directors Declaration / Certificate of Incumbency

Certified copies of ID / passports for each account signer

Information about all signatories (Proof of Address, CV)

Bank reference with three months bank statement

Financial Last available audited Financial Statement
Documents Balance Sheet

Number of clients

Type of clients
Client’s ] -

Size of clients
Structure —

Client industry

Domicile of clients

Risk profile of clients
Compliance Policies and procedures consistent with applicable AML, CTF & Sanctions regulations and requirements to reasonably
documents prevent, detect and report, e.g.:

AML / CTF Compliance policy

Sanctions Policy

Customer Identification Programme

Customer Acceptance Policy

Risk Based Approach / Risk Assessment Policy

Policy covering relationships with PEPs, their family and close associates

Latest External Audit Report on Compliance

Wolfsberg Questionnaire (only collect)

Last independent compliance audit (only collect)

Information about AML officer (Name, title, email, phone, address)

Firm’s clients KYC on-boarding forms

Internal risk classification criteria (if not stated in Compliance Program)

Source: Created by author based on the BFI’s Internal processes for the KYC Audit.

The most sensitive question for central banks and
regulatory authorities before starting application process is
identification beneficial owners of the applicants company.
By the end of 2014 the European Union had approved a
beneficial ownership register, leaving the decision on
whether to make that register public to individual Member
States [8].

Atthe end 0of 2017 the EU agreed to the fifth anti-money
laundering directive which contains a set of new anti-
money laundering rules and will increase transparency
in the ultimate beneficial ownership of companies. Every
European country is applying these rules to be sure about
safeguarding clients’ funds and protect money-laundering
issues. However, some European countries become more

popular for the investor’s attractiveness and create business-
friendly regulatory atmosphere for financial institutions.

Comparative analyses of the key requirements for
the licensing e-money institution show some differences
in the application process and substance criteria, such
as (Table 2). Country research shows, that Lithuania has
quite literally put its economic heart and regulatory soul
into attracting fintech firms that appear in fourth place
globally. A country with a population of about a third the
size of London is now arguably Europe’s second fintech
center. The significant number of international business
companies have Lithuanian owners or are founded by
international entrepreneurs who have chosen Vilnius as
their European base.

ISSN 2221-755X BICHUK YHIBEPCUTETY BAHKIBCbKOI CMPABM 2020 N2 1 (37)



TEOPETWYHI 3ACAAN TA MAKPOEKOHOMIYHI ACMEKTW PO3BUTKY ®IHAHCOBUX CUCTEM

Table 2
Comparison of the key criteria of licencing payment institutions in the European countries
EU Countries Regulatory Authority A‘p plicat.ion 1\;[\11::1111)‘;“ Refsident La‘n stlage O.ﬂicial B les
in English . Director | requirements* | in English
of Directors
Austria Australian Financial Market Authority Yes 2 No Yes Yes
Belgium National Bank of Belgium Yes 2 Yes No Yes
Bulgaria Bulgarian National Bank No 2 Yes Yes No
Croatia Croatian National Bank Yes 2 Yes No Yes
Cyprus Central Bank of Cyprus Yes 2 Yes No Yes
Czech Republic | Czech National Bank Yes 2 Yes No Yes
Denmark Danish Financial Supervisory Authority Yes 2 Yes No Yes
Estonia Bank of Estonia Yes 2 Yes No Yes
Finland Financial Supervisory Authority Yes 2 n/a No Yes
France Banque De France No 2 Yes No Yes
Germany BaFin No 2 Yes No Yes
Greece Bank of Greece Yes 2 Yes No Yes
Hungary Central Bank of Hungary No 2 n/a Yes Yes
Ireland Central Bank of Ireland Yes 2 Yes No Yes
Italy Bank of Italy Yes 2 Yes No Yes
Latvia Financial and capital Market Commission Yes 2 Yes No Yes
Lithuania Bank of Lithuania Yes 2 Yes No Yes
Luxemburg Commission de Surveillance du Secteur Financier (CSSF) Yes 2 n/a No Yes
Malta Central Bank & Malta Financial Services Authority Yes 3 Yes No Yes
Netherlands The Netherlands Bank / Authority for the Financial Markets Yes 2 Yes No Yes
Poland Polish Financial Supervision Authority No 2 Yes Yes Yes
Portugal Bank of Portugal No 2 n/a No Yes
Romania National Bank of Romania No 2 n/a Yes Yes
Slovakia Narodna Banka Slovenska Yes 2 n/a No Yes
Slovenia Bank of Slovenia No 2 n/a Yes No
Spain Bank of Spain No 2 Yes Yes No
Sweden Finansipsektiovnen Yes 2 Yes No Yes

*At least one director has a command of the German / Franch / Spanish or other language.

Source: created by author based on official’s web-sites research.

Many European Fintech companies headquartered
in London, Stockholm, Amsterdam, and other European
capitals have chosen to expand their operations by setting
up in Lithuania. Compared to the few offshore jurisdic-
tions which might be more suitable and favourable for
the quicker licence application Belize, Saint Lucia, Saint
Vincent, and Dominica, the EU countries have a similar
timeline and capital requirements to obtain this kind of
licence.

Research shows that all payment institutions implement
digital banking and carry business as Fintech companies.
The majority of Fintech companies operating in Lithuania
are also headquartered here. These companies either have
Lithuanian owners, or are founded by international entre-
preneurs who have chosen Vilnius as their European base.
2019 saw Lithuania gain further international recognition
as a Fintech hub, resulting in a 50% growth in the number
of foreign companies establishing an office here. As part of
a strategic initiative to attract foreign institutions, Lithua-
nia has developed a friendly business environment and li-
cence application process for financial entities, with a focus
on foreign electronic money institutions (EMI). An EMI

Licence from the Bank of Lithuania opens up business op-
portunities to provide payment services in all other Euro-
pean Economic Area (EEA)/European Union (EU) states.

Lithuania stands out from other EU member states

with official policy being to infrastructure, fast internet
and a quality talent pool, Lithuania, and primarily its well
as large international financial institutions. Benefits in-
clude the next points:

o access to the European financial market at
potentially lower incorporation and operational
costs than in other jurisdictions;

o fast turnaround of licensing applications with
a decision reached within 3 months of all final
information and documents being submitted;

o  FinTech companies can apply for a licence before
having a fully functioning IT solution in place;

o indeed, a license application can be submitted
before the company is established. Incorporation
of a company may take place after the license
has been granted a video or photo in real time
identification is sufficient, removing the need for
a client to visit Lithuania;
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o documents canbe submitted in English, without the
need for translation which benefits international
applications;

o non-banks have direct access to Single Euros
Payment Area (SEPA) through the CENTROIlink
payment system managed by the Bank of Lithuania.
Whereas, in other jurisdictions only banks can
access SEPA directly;

Lithuania does not have the questionable image
associated with some other countries that suffer from a
high number of gaming or gambling industry participants
or non-resident deposits.

The next pleasured country for the investors is The
Netherlands — un-official offshore jurisdiction in Europe.
The Netherlands is strategically located on the European
continent. The international trade powerhouse borders
Germany to the east, Belgium to the south and is in close
proximity to the United Kingdom via the North Sea and
the English Channel. The Netherlands is one of the big
risers in the 2018 Financial Secrecy Index, hitting 14th
position — up from 41st in the 2015 index . This ranking
is based on a combination of its secrecy score and a scale
weighting based on its share of the global market for
offshore financial services [13]. The Netherlands is home
to 12,000 ‘special financial institutions’ (SFI's) used by
foreign multinational companies to route EUR 4,000
billion through the Netherlands every year — roughly ten
times the Netherlands’ gross national product [14].

According to the Dutch National Bank (DNB) public
register there are 583 payment service providers carry
business in the Netherlands. Analyses show that, more than
80% of these payment institutions (482 PSPs) are offering
payment services in the Netherlands on the basis of the
so-termed single European licence. These undertakings
are primarily supervised in the country of origin. The
significant part of the EEA-based service providers (64%)
is domiciled and licensed in the United Kingdom. Other
represent Germany 4%), Belgium (3%), France (3%),
Spain (2,8%), Malta (2,6%), Lithuania (2,2%), Poland
(2,2%), Luxembourg (2%) and Sweden (1,8%). Payment
service providers from other EEA countries often provide
services in the Netherlands on the basis of the so-termed
single European licence through payment services agents
established in the Netherlands [15]. Instead, 46 payment
institutions (or 8% of the total PSPs) are authorised to
carry out the business of a providers of payment services
in the Netherlands. A payment institutions with registered
office in the Netherlands and holding an authorisation
issued by DNB may operate in any other Member State
of the European Economic Area (EEA) without having
to apply for authorisation by local authorities. Existing
PSPs in the Netherland are facing increasingly stringent
monitoring requirements, as one of the consequences
of reporting obligations contained in new European
legislation. The regulation of the payment system becomes
more strict, particularly in the European Union. The main

objectives are to encourage innovation, to open up the
payment market to new parties, and to ensure security and
consumer protection.

A comparison of licensing requirements in different
European countries has shown some differences in
the geopolitical and regulatory environment of these
countries, but the sequence of the licensing process and the
basic capital requirements are similar. The approach taken
by central banks to the application process is relatively
open and normally begins well before an application is
submitted, involving a series of interactions, many of
which occur at the pre-application stage. The description
of these stages is outlined below.

Preparation stage (unofficial). Besides starting to
prepare all documents required by the regulator for the
application, an applicant has to prepare a presentation for
the Central Bank about the company, including: who the
owners and investors will be, their country of origins, any
affiliations, the funding model and financial resources,
the team responsible for running the business, anticipated
staffing levels, details of the products/services, target
markets, delivery channels, pricing policy, key outsourcing
arrangements and the regulated activities that will be
applied for. Ultimately, regulatory authorities want to
know how advanced or developed the applicant’s proposal
is and whether it is too early to arrange a meeting.

On the next pre-application stage (official) several
meetings can be held, depending on the applicant’s ex-
perience and knowledge. However, usually a minimum
of two pre-application meetings are organised to become
acquainted with the applicant, to answer questions arising
from the earlier preparation stage and review the list of
documents to be submitted.

Application stage will come after meetings with regu-
latory authority. On submission of the licence application,
the Supervision Service will review whether all necessary
documents are present and, where no formal deficiencies
are identified, accept the application for consideration
within five business days. The Central Bank then performs
an assessment of the application in accordance with its re-
quirements and makes a decision whether to approve or
reject it. Where the documents submitted have no defi-
ciencies, the licence is issued within the shortest possible
3-month timeframe.

At the last licence granting stage based on the comple-
ting the assessment of documents, the Supervision Service
submits a summary to the Board of the Central Bank who
takes the ultimate decision whether to grant or reject the
licence application. Compliance is a very critical business
function for a payment service provider. Whilst building
internal capability and capacity for a start-up takes time,
the financial regulators expect best business practices from
day one. As part of ongoing compliance support a lot of
consulting companies offer the following types of services
and drafted products: review of client forms (opening,
complaints, on-boarding, etc); design of all client forms
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and templates to meet regulatory requirements; client on-
boarding; AML and KYC checks; liaising with regulators
during regulatory inspections, investigations and post
inspection remediation; conducting ad hoc compliance
advice; regular compliance reviews; personalised one-to-
one training; handling of all correspondence and statutory
filings with regulators.

Research of the regulatory requirements to obtain a
payment institutions licence in the EU shows that applicant
company shall to complete and to implement in the activity
the following internal policies and procedures:

o compliance program — a set of policies that the
company maintains to detect, prevent and address
money laundering;

o accounting policy to cover all accounting
operations within the company and to ensure
maximum regulatory and legislative compliance is
performed;

o safeguarding policy to protect clients. In the event
of the insolvency of the company, the funds within
the safeguarding accounts can be allocated to the
relevant clients so that the liquidator can distribute
them accordingly;

o business and continuity management plan to
establish, manage and develop business continuity,
disaster recovery and crisis management
programmes;

o conflict of interests policy — managing conflicts
of interest effectively is essential to protect the
company and its clients and to support the
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