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Executive summary

Fedwire, a cornerstone of the U.S. financial infrastructure,
faces a crucial transformation with the mandated shift to
ISO 20022 by March 10, 2025.

This change is essential for maintaining global
competitiveness and operational efficiency. While some
banks are prepared, many underestimate the scale of the
task ahead. To continue offering wire services post-2025,

banks must adopt compliant solutions now.

The Federal Reserve announced this migration in June
2022, with plans dating back to July 2018. Despite this,
urgency is lacking among some institutions. Fedwire plays
a sizeable role in cross border payments and it will be one
of the last major schemes to adopt ISO 20022. Any delay
or failure in compliance will disadvantage U.S. banks and
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forfeit benefits like enhanced data richness and improved
cross-border interoperability.

Inaction is not an option. Banks lagging in I1SO 20022
implementation risk exclusion from the wire transfer
system. This transition impacts all parties, making readiness
crucial. Testing must be completed by February 21, 2025,
necessitating early preparation in 2024.
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Introduction

March 10, 2025, should be a date emblazoned in the minds
of every bank executive in the United States.

Yet, a concerning number of institutions appear unaware
or dismissive of the impending transformation. This date
marks the mandatory transition of Fedwire to ISO 20022,
a shift that will reverberate through approximately 4,500
banks that utilize this essential service. The complacency
or skepticism surrounding this deadline is alarming,
considering the integral role of Fedwire in the financial
ecosystem. Payments are inherently a two-sided market;
readiness on one end without corresponding preparedness
on the other is akin to owning a phone without a network

connection.

This section delves into the details of what is happening,
when, and why, dispelling misconceptions and emphasizing
the non-negotiable nature of this migration. The move to
ISO 20022 is a critical evolution driven by the necessity

for enhanced data granularity, interoperability, and global

Fedwire operates as a crucial real-time gross settlement
(RTGS) system, processing high-value payments with
unparalleled immediacy and irrevocability. This system is
indispensable for the settlement of interbank transactions,

ensuring stability and fluidity within the U.S. financial market.

Over the decades, payment systems have undergone
significant transformations. From manual, paper-based
methods to sophisticated electronic transfers, the industry
has continuously adapted to technological advancements.
The advent of ISO 20022 represents the latest milestone
in this evolutionary trajectory, heralding a new era of

standardized and enriched financial messaging.

The transition to 1ISO 20022 is not merely a technological
upgrade but a critical step towards a more sophisticated
and harmonized financial ecosystem. Globally, financial
institutions are rapidly adopting ISO 20022, making it
imperative for U.S. banks to align with this universal
standard. The urgency stems from the potential risks of non-

alignment. compliance, which include operational inefficiencies and a
compromised position in the global financial landscape.
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ISO20022is settorevolutionize the structuringand exchange
of financial messages, offering a universal language for
financial transactions. For Fedwire, this transition will
enhance data accuracy and enable the inclusion of richer
transaction details, significantly improving compliance
and reporting capabilities. The adoption of ISO 20022 will
introduce structured data formats, allowing for greater
detail and precision in financial messaging, thus facilitating
numerous use cases from improved reconciliation
processes to more effective fraud detection and compliance

monitoring.

Aligning with ISO 20022 will harmonize Fedwire with
other major global payment systems, simplifying cross-
border transactions by providing a common framework
that all participating entities can understand and utilize.
This standardization is expected to enhance the speed,
accuracy, and reliability of international payments. The
synchronization of domestic payment systems, including
RTP, FedNow, CHIPS, and Fedwire, under the I1ISO 20022
standard will streamline operations and reduce operational

silos within the financial infrastructure.

Adopting ISO 20022 offers myriad benefits, including
enriched data quality, improved compliance mechanisms,
and superior customer experiences. However, the transition
presents significant challenges, such as the complexity of
data conversion and the intricacies of system integration.
Addressing these challenges proactively is essential for
a seamless and effective transition. Preparations likely
involve investing in robust API platforms, engaging in
meticulous planning and testing phases, and fostering
cross-departmental collaboration to guarantee seamless

implementation. .
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WHAT’'S COMING:

Adoption of ISO 20022

ISO 20022 is poised to revolutionize financial messaging,
providing a universal language that enhances precision
and efficiency in transactions.

For Fedwire, this transition translates into enhanced data
accuracy and the ability to include richer transaction
details, significantly improving compliance and reporting
capabilities. The structured data provided by ISO 20022
enables a wealth of use cases, as evidenced by a Canadian
company saving several hundred thousand dollars annually
by optimizing their accounts payable and receivable
processes using ISO data.

Aligning with ISO 20022 will harmonize Fedwire with other
major global payment systems, facilitating seamless cross-
border transactions and reducing friction. This global
standardization is crucial, with SWIFT planning to fully
support ISO 20022 by 2027. Many countries have already
adopted this standard, underscoring the necessity for the
U.S. to follow suit to maintain its competitive edge and

interoperability.

The adoption of ISO 20022 will introduce structured data
formats that enhance detail and precision in financial
messaging. This structure supports various use cases,

from streamlined reconciliation processes to improved

fraud detection and compliance monitoring. The extensive

range of data elements, such as the 2,000 fields available
in a customer transfer, can facilitate numerous innovative
applications, including better integration with accounts

payable systems.

ISO 20022 simplifies the complexities of cross-border
transactions by providing a common framework understood
by all participating entities. This standardization enhances
the speed, accuracy, and reliability of international payments.
The unified format reduces the need for multiple proprietary
standards, lowering costs and complexities associated with

system mappings.
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The standardized messaging format of ISO 20022
streamlines cross-border transactions by ensuring
consistency and clarity across all parties involved. This
harmonization facilitates smoother communication and
reduces errors and delays. Having standardized, structured
data fields allows for more effective sanctions scanning
and compliance checks.

Synchronizing domestic payment systems under SO
20022 will unify operations across platforms like RTP,
FedNow, CHIPS, and Fedwire. This integration facilitates
interoperability and reduces operational silos, enhancing

the efficiency of the U.S. payment infrastructure.




04

PAIN POINTS:

Transition Challenges

One of the primary challenges in transitioning to ISO 20022
is the complexity of data conversion. The new standard
involves alarge number of data elements, with approximately
2,000 fields available in a typical customer transfer. This
complexity requires financial institutions to undertake
significant system modifications and data mapping efforts
to fully leverage the new format while ensuring compatibility
and accuracy.

The extensive range of data elements in 1SO 20022
necessitates careful handling and precise mapping.
Institutions must ensure that all relevant information is
accurately captured and translated into the new format.
This process can be resource-intensive and requires robust
data management practices to prevent data loss or errors
during the transition.

Transitioning from existing formats to ISO 20022 is not a
straightforward one-to-one mapping process. A number
of the data fields in the old formats do not have direct
equivalents in 1ISO 20022, necessitating data conversion
and adaptation. This challenge underscores the need for
meticulous planning and execution to ensure seamless
integration and data integrity.

While the original industry proposal to support fully
structured party addresses has been modified, implementing
the new “hybrid” address format may present a significant
challenge, particularly for legacy systems that use
unstructured address formats. The new standard requires,
at minimum, discrete fields for city and country, which many
existing systems may not be equipped to handle. Financial
institutions must upgrade their systems to support these
addresses, which are crucial for effective sanction scanning

and compliance.

The new address structure is vital for effective sanction
scanning and compliance. The segregation of city and
country required by the new standard enhances the accuracy
of compliance checks and reduce the risk of false positives.
Implementing these structures is crucial for maintaining

regulatory compliance and mitigating operational risks.

The migration of SWIFT to ISO 20022 offers valuable
lessons for other financial institutions. One notable issue
was the increase in false positives in sanctions filtering
due to the additional address data being populated by
originating banks. This experience highlights the importance
of thorough testing and preparation to address potential

challenges and ensure a smooth transition.

The shifting deadlines may have led to some skepticism
on the actual Fedwire conversion dates. Now that SWIFT
is supporting 1S020022 and CHIPS has successfully
converted to the new format, there is less doubt that the
Fedwire dates will hold firm. Many institutions may be
taking a tactical approach to the Fedwire ISO conversion
which will enable them to still send and receive payments
but not truly embrace or leverage the benefits of 1IS020022.
With these tactical solutions, institutions may not allow
their customers to utilize the new data elements on
outgoing payments nor receive the new data elements in
any structured manner. These solutions will also not permit
interoperability across different schemes or integration and
operational efficiencies due to more standardized formats.
Institutions need to continue forward with a more strategic
approach using modern technology such as APIs and cloud-
based processing to truly reap the benefits of the 1IS020022
conversion for themselves and their customer base.
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Benefits for Financial Institutions

Improved Data and Communication

The transition to ISO 20022 will significantly enhance data quality and communication
within financial transactions. Enhanced cash flow visibility and transaction transparency
are direct benefits, as the structured data format allows for more detailed and precise
information to be included in payment messages. This improvement supports the
inclusion of additional parties in transactions, facilitating better reconciliation and

reducing the potential for errors.

For instance, the adoption of structured address fields will enable banks to provide more
accurate and comprehensive information in their transactions, thereby improving the
overall efficiency and reliability of financial operations. This structured data approach
ensures that all relevant details are captured and communicated effectively, leading to

smoother and more transparent transaction processes.

Cost Savings and Efficiency

The ability to automate and standardize payment processes will result in lower
operational costs and improved accuracy. This efficiency gain is critical for banks looking

to optimize their payment operations and provide better services to their customers.

Preparation for Compliance Deadlines

With structured address fields (city and country) becoming mandatory by 2025, banks
must stay informed about regulatory updates and adjust their timelines accordingly
to ensure compliance. This proactive approach to compliance will help banks avoid

potential penalties and operational disruptions. By preparing early and adhering to

regulatory requirements, financial institutions can ensure a smooth transition to the new
standard.

Navigating the Fedwire migration to ISO 20022
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Benefits of a Modern Platform

Facilitating the Transition

APIs play a crucial role in facilitating the transition to ISO 20022 by enabling seamless
communication across different ISO formats and payment rails. This flexibility is
particularly valuable for fintechs and customers who prefer real-time capabilities and
the ability to interact with their banking partners through modern, efficient interfaces.

APIs allow for incremental implementation, enabling banks to decouple existing systems
and update them gradually. This approach shields older systems from the full impact of

the transition, ensuring smoother integration and minimizing disruptions.
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Lessons to Learn from SWIFT

Scalability and Resilience

APIs also ensure high performance and resiliency, particularly when implemented

through cloud-based solutions. These platforms support high volume and real-time

processing, which is essential for modern financial operations. By leveraging cloud

technology, banks can achieve scalability and resiliency, adapting to changing demands

and maintaining robust performance.

Future-Proofing Payment Systems

To ensure long-term success, itis crucial for banks to commit

to true I1SO-based payment systems. Temporary solutions

may offer short-term relief but can complicate long-term

N
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integration and operational efficiency. By fully embracing
Navigating Technology and Delivery Options ISO 20022, banks can future-proof their payment systems,

: : : : e ensuring they are adaptable to future advancements and
To avoid temporary fixes, banks should invest in genuine ISO-based systems. Utilizing ] ) ) ] o

: : s regulatory changes. This commitment involves investing in
APIs and cloud-based solutions provides the flexibility and future-proofing necessary for ] o )

: : : : robust infrastructure and avoiding piecemeal approaches
long-term success. Partnering with vendors that offer robust solutions can streamline ) )

_. ) : that may hinder progress and add complexity to future
the transition and ensure that the technology infrastructure is prepared for future q

upgrades.

developments.
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WHAT’S NEXT:

Future Vision and Implementation

Integrated and Efficient Payment Hubs

The future of payment systems lies in creating integrated
and efficient payment hubs that break down silos between
different payment operations such as Fedwire, ACH, and
Instant Payments. This unified approach enables seamless
fraud detection, sanctions checking, and funds management
across various payment types. By consolidating these
functions into a single platform, banks can enhance
operational efficiency, reduce redundancy, and improve

overall service delivery.
Gradual Transition to FedNow

As the financial landscape evolves, there is potential for
shifting lower-value payments to FedNow, the Federal
Reserve's instant payment service. Managing this transition
incrementally allows banks to maintain Fedwire's role for
high-value transactions while leveraging FedNow for smaller,
faster payments. This approach not only optimizes the use
of both systems but also provides a flexible framework for

meeting diverse customer needs.

Mitigating Timeline Challenges and Requirements

Understanding regulatory timelines and preparing for

conversion deadlines is essential for a successful transition.
Banks must develop detailed timelines that map out key
milestones and ensure all requirements are met within the

stipulated deadlines.
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Strategic Recommendations

For banks, the transition to ISO 20022 demands proactive

and strategic planning. Key recommendations include:

Immediate Continue activities to meet scheme
Action: deadlines and avoid last-minute
disruptions.

Long-Term Invest in modern infrastructure

Planning: and develop long-term strategies
that align with the future vision of
integrated payment systems.

Vendor Partner with reliable vendors that
Collaboration: = offer robust, ISO-compliant solutions
to streamline the transition.




07

Conclusion

Banks should be unequivocally clear that the time to
act is now. Success in the transition to 1ISO 20022 will
be determined not just by when banks act, but by how
effectively they do so.

With a limited number of vendors and just one Federal
Reserve, the demand for support and solutions will be high.
Being proactive, doing your homework, and asking the right
questions at the right time will streamline the process and
alleviate some of the pressure on vendors.

Payments are inherently a two-sided market, involving both
senders and receivers. This transition impacts everyone.
Even if your bank is on track for the ISO 20022 migration, it is
crucial to assess the readiness of your key banking partners.
Understanding their preparedness and the potential impacts
of their delays is essential to mitigating risks.

In summary, the transition to ISO 20022 offers numerous
benefits, including enhanced data accuracy, improved
compliance, and operational efficiency. However, the

Written by
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complexity of this migration requires meticulous planning
and immediate action. By embracing this strategic
modernization, banks can position themselves at the
forefront of global financial innovation, ensuring they are

ready for the future of payment systems.

The path forward is clear: begin or continue your transition
journey without delay. The time for complacency is over. Act
now to secure your institution’s place in a rapidly evolving
financial landscape. Failure to prepare is preparing to fail.
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