THE EMPLOYEE BENEFIT THAT 7 IN 10 MIDDLE-MARKET
COMPANIES ARE USING TO COMPETE IN A TIGHT LABOR MARKET

By Kavita Kurella | Director of Product Strategy and Merchant Services

In a competitive employment market, companies have
to be strategic about attracting and retaining workers—
but it's not just a matter of higher wages.

One benefit that's increasingly popular with employees
is on-demand access to earned pay. Our Payment
Trends in 2022 survey found that seven in 10 middle-
market companies were offering earned-wage access
(EWA) to some employees today. Another 24% said they
were planning to implement earned-wage access in the
near future, leaving a mere 5% of respondents who said
they had no plans to offer earned-wage access.

Earned-wage access is when employees can withdraw
and have access to a percentage of their accrued

pay on-demand, rather than waiting for the traditional
weekly or biweekly payday. The practice goes by many
names, including on-demand pay and instant pay.

Read more: Payment Trends in 2022

The Payment Trends in 2022 survey of 200
companies tracks the payment trends in
middle-market businesses. Find out what
treasury executives said about digitization
tools, new payment methods and more.
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71% of Middle-Market Companies Say
They're Using Earned-Wage Access
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Offering earned-wage access

No plans to offer earned-wage access

Source: Citizens Payment Trends in 2022
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REAL-TIME PAYMENTS, ANOTHER TECH ON THE RISE,
ARE CURRENTLY IN USE BY 51% OF COMPANIES.

The EWA Market Tripled Between 2018 and 2020
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Source: Aite Group

EWA stood out in our survey for its high adoption among middle-market companies. Real-time payments, another
tech on the rise, are currently in use by 51% of companies. And social tokens, where a user's phone number or email
address are used for transactions rather than their bank account information, have gained ground in peer-to-peer
payments but only 36% of middle-market firms expressed strong interest in using them to request payments.
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Understanding earned-wage access

In order to provide access to earned wages, EWA providers connect directly to the employer’s payroll function. EWA
models generally follow two forms. The first version is called the deduction version. In this model, the EWA provider
funds the earned wage withdrawal, and at the end of the payroll cycle, the employer reimburses the EWA company
and separately sends the remaining wages to the employee. The employee pays a small fee to the EWA company for
this service. In some cases, there is no fee if the employee has the earned wages sent by ACH or funded to a pay card.

IN BOTH OF THESE EWA MODELS, THE EWA
PROVIDER IS CONNECTED TO PAYROLL RECORDS

THROUGH THE EMPLOYER.
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The second payroll-connected EWA model is the
intercept model. In this form, the EWA provider funds
the earned wage withdrawal as needed. At the end of
the payroll cycle, the employer sends the employee’s
full wages to the EWA company, which deducts the
portion already disbursed and then sends the rest
of the wages on to the employee. Again, a small fee
may be paid by the employee, depending on the
withdrawal option they choose.
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In both of these EWA models, the EWA provider is
connected to payroll records through the employer.
Both models also, importantly, allow employers to
enable EWA without disrupting working capital or
payroll administration. From the employer’s perspective,
payroll remains on the regular cash flow cycle.
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A means of re[ieving financial stresses While the lowest income brackets undoubtedly face
the steepest financial stressors, the burden of living
Some think of EWA as a tool mainly for low-income paycheck to paycheck is common across higher
workers. Advocates point out that access to pay allows income levels as well. Among those earning $10,000,
workers to avoid late fees, penalties, overdraft fees, 40% report financial shortfalls. But among those
credit card interest and even high-interest payday earning $100,000 or more, 30% report shortfalls.
loans. Indeed, EWA has become mainstream across According to EY’s analysis, debt is a key factor. People
low-wage retail, rideshare and fast-food companies, with higher debt levels are much more likely to face a
embraced early by major brands like Walmart, Uber cash crunch, whether they are high earners or not.
and McDonald’s.
Research from EY found that 70% of workers in the ADVOCATES POINT OUT THAT ACCESS
U.S. face financial stress regularly. 35% report that TO PAY ALLOWS WORKERS TO AVOID
they have encountered shortfalls in cash between
paychecks—and that the mismatch happens LATE FEES, PENALT] ES, OVERDRAFT
approximately every four months. FEES, CREDIT CARD INTEREST AND

EVEN HIGH-INTEREST PAYDAY LOANS.

Cash Mismatch Causes Stress Among Workers

Emergency/unforseeable situation
Insufficient savings

Expense was due before salary was paid
Over-spending

Gaps between work periods

Variable pay (e.g., reliance on commission)

Source: Ernst & Young
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Appealing to workers in a tight market

Relief from inter-payday financial stress may be
the primary mission of some EWA advocates.
But on-demand pay has broad appeal. 83% of
workers believe they should have access to their
pay daily, according to a recent Harris poll.

At that level of popularity, EWA is not just a function
of relieving financial stress—it's the mainstream
preference for pay.

THE ATLANTA FEDERAL RESERVE
REPORTED WAGE INFLATION AT A
THREE-MONTH MOVING AVERAGE
OF 5.8% YEAR OVER YEAR.

Popular pay benefits could translate to a competitive
edge in a tight labor market. In the Harris poll, a
majority of workers also said that free on-demand
pay would increase their loyalty to an employer and
make them feel more valued as an employee. It could
even be the deciding factor in securing workers from
competing jobs; 81% said they would take a job with
no-cost EWA over an employer that does not.

In an economic cycle marked by historically high
inflation and full employment, competing for talent

is a challenge. In early 2022, job openings remained
near record highs in the U.S,, according to Reuters.
Meanwhile, the Atlanta Federal Reserve reported
wage inflation at a three-month moving average of
5.8% year over year. Before the pandemic, it measured
around 3.5%. But higher wages are just a symptom

of dynamics in the labor market more broadly.

Labor-force participation remains low, with the latest
reading showing 62% of the American population
working or looking for work—a level not seen since
the late 70s, not including the recent pandemic dip.
Between the aging workforce, pandemic-induced early
retirements and lower-than-projected immigration
levels, some believe the worker shortage could take
years to resolve.
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Catching up to competitors

Looking at the 5% of middle-market companies who
said they do not plan to implement EWA, six in 10 said
that accounting complexity was a reason. The same
share said they weren't convinced of EWA’s value to
employees. About a third noted cash-flow or tax-
reporting concerns with the practice.

A benefit that would tip the scales for 8 in 10

Believe they should Said free access to pay
have access to earned wages would increase their loyalty
at the end of each day/shift to their employer

Would prefer to have
pay automatically
deposited as
they earn it

Would take a job
with an employer that
provides free access to

on-demand wages
over an employer
who does not

Source: The Harris Poll
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Reasons for not implementing
earned-wage access Three actions to consider:

Accounting complexity Learn more about earned wage access.
Not convinced about its value EWA.programs encompass d el of
providers and business models. Explore

the possibilities for your industry and review

35% some of the publicly available surveys and
white papers on the subject.

—=

Creates too much of a cash flow challenge
(impacts forecasting ability and liquidity)

Tax problems with reporting 31%

S

Address the concerns of your management team.
Source: Citizens Payment Trends in 2022 For businesses worried about the accounting or
cash flow implications, the mainstream EWA
providers use models that leave pay cycles

.. MORE THAN 70% OF undisturbed, from the employer's perspective.
MIDDLE-MARKET COMPANIES \ consid . y ,

. Consider a pilot program. Many companies
REPORTING THAT THEY have some share of seasonal or contract
ALREADY USE EWA... workers. Consider launching a test program

to see if it is an appealing benefit to your

employees and work through some of the
EWA has already garnered high interest from logistics of getting EWA started at your firm.
employees, and it's also increasingly sought after
by employers. As a maturing service that has been
in the market a decade, based on the 2011 founding
of PayActiv according to Ernst & Young, employers
may be surprised to learn how flexible
and accommodating an EWA provider can be.

Kavita Kurella is Director of Product Strategy
and Merchant Services. She has over 20
years of global management consulting

and corporate experience. Kavita leads
treasury management initiatives that enable
Citizens commercial customers to achieve
their strategic business objectives and stay
competitive among their peers.

And with more than 70% of middle-market companies
reporting that they already use EWA, it seems likely

to move soon from “edge” to “norm.” Middle-market
companies can potentially use EWA to their advantage
now, or suffer the disadvantage of not embracing a
benefit that peers are using.

e > ‘))) Find more articles, industry insights and interactive experiences on the latest corporate finance,
risk, cash management and M&A trends at: citizensbank.com/insights
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