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E-commerce is booming. In the wake of the dot com crash a perception arose that e-commerce had failed, but all the signs confirm it is now bigger than ever, with transactions more than doubling each year.

Annual levels have reached trillions of dollars worldwide. It is now a natural thing to conduct transactions over the Internet. But the technology is still in many ways immature, and there are still a number of difficulties to overcome.

One of these is payment systems. Most Internet transactions are conducted using credit cards. Such transactions mirror the use of a credit card in the physical world, which means a lot of information is passed backwards and forwards between multiple parties.
It goes something like this. The buyer gives her credit card number to the seller’s credit card gateway, who asks if the credit card is OK. If so the gateway instructs the buyer’s bank to transfer money to the seller’s merchant account bank. Some time later the seller receives the money in his bank account from the merchant account. The credit card company instructs the buyer to pay the credit card, and she pays the credit card bill.
Each process involves a separate transaction and a separate record. The system works, but it is very inefficient and there are significant overheads. Credit card companies typically take two to four per cent of the value of the initial transaction, despite that fact that transaction costs are not related to the value of the transaction. That means they make large profits on big transactions, and virtually none on small transactions. That’s why they have a minimum amount which they will accept by credit card.

The problem on the Internet is microtransactions. Many people want to buy and sell things that cost just a few dollars, or even a few cents. It is not cost-effective to use credit cards for transactions of this type, so a range of payments systems have been developed, most of which have involved setting up some sort of account or electronic wallet that can be debited for small transactions, then topped up by credit card where necessary.

The payment system used by John Fairfax, publishers of this newspaper, for archived articles is a good example of this system. But the limitation with such systems is that they can be used only for transactions with the company that has set up the gateway – there is no universal micropayments system.

Now a small Canberra company has developed such a system. It is so different they have been able to patent it. The system is called PAYbySNAP (www.paybysnap.com). It is the brainchild of Brand Hoff and Kevin Cox, two long-time IT industry entrepreneurs. I spent some time with Kevin Cox recently, and he explained the system to me.
“We were looking at a number of different Internet businesses, and we kept coming up against this issue of how to handle micropayments,” says Cox. “It always came down to how we collect the money. So we went back a step, and decided to address that problem.

“Not only are credit card systems inefficient, they are difficult and time-consuming to reconcile. There are so many different transactions involved, and there are all sorts of fees. It is a real impediment to the greater use of the Internet for doing business. We looked at other payments systems, but they all had some sort of limitation. So we invented PAYbySNAP.”
How does PAYbySNAP work? It is not a payment gateway, nor a credit system, but a user-controlled debit system. Each user sets up an account that links to their bank and other relevant accounts, and which can be topped up as necessary. That account is then used to pay for all electronic transactions, and the initial order is the only transaction that needs to be created. No reconciliation is necessary.
The concept is ideal for microtransactions, but its greater efficiency means it is equally suited to other Internet based transactions. “It is an ideal system for topping up prepaid mobile phone payments,” says Cox, “or for vending machine or parking payments. It’s also useful for utilities bills, or video-on-demand payments, or a hundred other things. If anything, it’s a technology with too many applications.”
The challenge with any system like PAYbySNAP is volume. There needs to be a sufficient number of users and vendors using the system to make its undoubted economies of scale take effect. Hoff and Cox have enlisted the aid of some very clever marketing people, and have been promoting the concept to financial institutions and telecom and utilities companies.

There is already an enormous amount of interest. Canberra utility ACTEW/AGL is now a user, as is crikey.com.au. Discussions with certain major telcos are at an advanced stage. PAYbySNAP is also investing significant resources into making the system compatible with existing BPay and other financial transaction systems, with some success.
“Some banks and other entrenched interests are wary of what we’re doing, but we think they’ll eventual come around to a solution like ours,” says Cox. “We have some powerful allies, including the regulators, who see many reasons to make the payments system more efficient.”
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