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Pay-at-the-table has arrived.
And it’s FREE!

SkyTab™ is the game-changer you've been waiting for. You can now offer a cutting-edge pay-at-the-table
solution to your merchants for FREE! SkyTab is fully integrated with all Harbortouch systems so servers can
seamlessly accept payment directly from the table. But SkyTab offers much more than just payments...

e Pay-at-the-table including ability to add tips and e Built-in customer satisfaction surveys with manager
split checks alerts for low ratings

e Re-order items directly from the table (full ordering o Ability to collect customer emails to build a marketing
functionality coming soon) database

e Accept EMV, NFC and swiped card payments e Integrated receipt printer and e-receipt functionality

Contact us today to supercharge your sales with SkyTab!

Brian Fitzgerald, National Sales Manager Central - 800-201-0461 x 1257 or bfitzgerald@harbortouch.com
Rich Lopez, National Sales Manager East - 800-201-0461 x 1205 or rlopez@harbortouch.com
Max Sinovoi, National Sales Manager West - 800-201-0461 x 1219 or msinovoi@harbortouch.com HARBORTOUCH

or visit www.isoprogram.com ASHIFT4 COMPANY

*Free equipment program requires Merchant Processing Agreement. Terms & Conditions apply.

© 2019 Shift4 Payments, LLC. All rights reserved. 5$3584_05062019
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‘If banks are going to use faster bill-payment models
to help consumers better manage their money,
the user experience has to be refr_eshed._’_ =

The Bill-Pay Revolution

For banks, introducing real-time bill pay is not enough. They must also spruce up the online and mabile
experience. Some are starting to, but can they finally leave the biller-direct model in the dust?

THE GIMLET EYE  Real Time Gets Real 4
TRENDS & TACTICS 6
No Fast Payoff How the Now Medical For Bitcoin, Visas Kelly Is
From SRC Global-TSYS Deal Collections Signs of Rising Really Skeptical
The spec is out Is Different Agencies Are Merchant Volume of Real Time
for the so-called The big merger will Vulnerable It's still used mostly But the big network’s
E?nggt%yf \t/’vlétrtl?n’ create a colossus in How the data-breach for hoarding and top boss likes faster
remains to be done both _acqwrlng and epidemic has taken a tradlng,lbut buying payment; when

: card issuing. nasty turn. and selling may be they're Visa products.

perking up.

Plus, Security Notes explains how digital money can be more secure as well as more agile than fiat currency.

ACQUIRING 16 STRATEGIES 20
Smarter Feet on the Street How the Twitter Guy
The sales-agent model is far from Changed Payments

obsolete. Agents just need patience
and the right training, experts say.

It's been almost a decade since Square

piled into the merchant-acquiring ENDPOINT 38
industry. How much of a disruption
did this upstart cause? How Merchants Got
NETWORKS 34 Stuck With Card Fraud

. The history of battling fraud within
2020 Vision rules set by the card networks has
Will the U.S. payments industry been a somber one for merchants.
reach its goal of ubiquitous real-time And the picture isn't likely to
payment capability by 20207 In part, brighten any time soon.
the answer may depend on how
“ubiquitous” is defined. Cover lllustration: Jason Smith, 123RF
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2 DIGITAL TRANSACTIONS | JULY 2019 CONTENTS



MAGTEK
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Keep your customers and
your business moving.
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the payment experience.
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REAL TIME GETS REA

THIS MONTH, WE ARE FEATURING TWO STORIES about the progress of
faster payments. Our cover story, “The Bill-Pay Revolution,” starting on page
26, shows how real-time capability is finally asserting itself in a crucial seg-
ment of the payments business. Then, on page 34, you'll find “2020 Vision,”
our take on just what’s going on with that Fed-inspired 2020 deadline for
so-called ubiquitous real-time payments.

Up to now, most of the attention in real-time payments has been riveted
on peer-to-peer payments. This is a natural market for real-time applica-
tions, since it affects consumers directly and, so to speak, immediately. After
all, who isn’t thrilled to get money from another person just as if that person
had handed you a $20 bill—but without the paper?

But bill pay is potentially a much bigger market with a much bigger
potential payoff—if the providers play it right. Card networks see that
potential, which is why Mastercard, for example, developed a system that
lets banks offer real-time bill payment as part of an effort to recapture vol-
ume lost to billers. If anything can reverse the long slide in market share
from aggregated bill-pay at bank sites to biller-direct sites, it just might be
real-time payment.

But that leaves open the question of just how prepared banks, billers,
and merchants are for speedy payment flows. So, in our second story, we
indulged our curiosity about how soon all this real-time activity will finally
arrive. It was only two years ago, after all, that the payments industry set
itself the goal of establishing real-time capability for all or nearly all end-
points by 2020. That’s next year. Is it going to happen?

The easy—and somewhat evasive—way to answer this question is to say
that it depends on how you define ubiquity. But our bet is that no, ubiquity
is probably not going to arrive in 2020. That’s if you define it as most in the
business do, as a very high percentage of accounts capable of handling real-
time flows.

This is not for lack of trying. Players like The Clearing House Payments Co.
LLC and Early Warning Services LLC have pushed hard for real-time capabil-
ity. TCH has 15 institutions on its Real Time Payments platform, built with the
help of Mastercard’s Vocalink unit, and more are in the pipeline. Early Warn-
ing’s Zelle network is backed by many of the country’s biggest consumer banks.

There are others pushing technology for real time, too. So we could be
proven wrong. In the end, though, what’s important is that real time happens
relatively soon. If soon means 2021 or 2022, few will complain.

John Stewart, Editor | john@digitaltransactions.net
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NO FAST PAYOFF FROM SR

NEWS THAT THE MAJOR PAY-
MENT CARD NETWORKS will
implement a standardized buy but-
ton later this year may have stirred
hopes among issuers, merchants,
and acquirers that the longstand-
ing problems of rising e-commerce
fraud and inconsistent checkout
flows will finally be addressed. But
already cautionary notes are emerg-
ing to indicate the bulk of the hoped-
for benefits could be years away.
Version 1.0 of the Secure Remote
Commerce specification from EMVCo,
the major card networks stan-
dards body, emerged early in June,
and almost immediately Ameri-
can Express Co., Discover Financial,
Mastercard Inc., and Visa Inc. said
they plan to incorporate the SRC
process within a matter of months.
The new blueprint promises to
streamline online checkouts for
transactions involving the major
card brands. It is also expected to
cut fraud by incorporating reliance
on such technologies as device ID,
tokenization, and 3-D Secure 2.0,
a separate security standard from
EMVCo. Fraud losses have become
a big headache for card issuers and
online merchants in the United
States, rising 38% last year to
$4.4 billion, according to numbers

FRAUD'S FAST RISE

(US. card-not-present fraud losses,
in billions)

2014 2015 2016 2017

Note: Figures for 2019-21 are projections on current trends.

compiled by Aite Group, a Boston-
based financial-services research
firm (chart).

“With thousands of merchants
approaching digital commerce with
different approaches, opportuni-
ties for fraudsters to crack a mer-
chant’s platform are significant.
And while many merchants main-
tain high levels of security around
their payment processes, oth-
ers don’t, and inconsistency is the
enemy of security,” notes a report
just released by Aite.

But implementing the new SRC
standard will be a complicated
business, leading observers to
warn the payments industry not to
look for any quick payoffs. To begin
with, implementation is volun-
tary, and some merchant advocates
have already said they doubt large

2018 2019 2020 2021

Source: Aite Group

online retailers, which have already
invested in smoother and more
secure checkouts for their sites and
apps, will want to adopt it.

“Even if SRC becomes a common
solution, it will take some time to
impact the total digital-commerce
ecosystem,” cautions the Aite report’s
author, senior analyst Thad Peterson.

Also, the standard does not con-
template systems built outside
the constellation of the major card
brands. “The limitation of SRC
is that it is completely payment-
network-card based. Alternative
payment schemes such as Alipay or
even PayPal will be precluded from
using the capability,” says the report,
“SRC and the W3C Payment Initia-
tive: Revolution in Online Retail?”
W3C refers to the Worldwide Web
Consortium, a standards body for

6 DIGITAL TRANSACTIONS | JULY 2019
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the Internet that has been working
on its own spec for payment flows.
Once built, the buy button will face
yet another problem: enrollment.
Branded checkout systems from the
card networks and big tech compa-
nies like Apple Inc. have all struggled

to attract users, Aite’s report says.

“There are few examples of past
programs that have succeeded in
enrolling enough customers to
achieve critical mass,” notes Peter-
son in the report. “The only success
stories have been wallets that were
embedded in the payment stream,
like PayPal and Amazon Pay.

But while it may be long in coming,
the payoff could be significant, Peter-
son adds. “If implemented as envi-
sioned, SRC will create a secure pay-
ment process in which the merchant
has no need to retain customer [data]
unless it so desires,” the report says.

—John Stewart

HOW THE GLOBAL-TSYS DEAL IS DIFFERENT

Payments observers are tempted to
think of the $21.5 billion proposed
merger of Global Payments Inc. and
Total System Services Inc. (TSYS),
announced last month, as the lat-
est megadeal in a series initiated
in January when Fiserv Inc. said
it would acquire First Data Corp.
That announcement was followed
by the news in March that Fidelity
Information Services Inc. (FIS) had
struck a $43-billion deal to acquire
Worldpay Inc.

To be sure, processors are using
acquisitions to achieve the scale
they need to remain competitive in
pricing and technology. But some
experts reacting to the Global-TSYS
deal, which results in a combined
company that will use the Global
Payments name and will take in
a projected $8.6 billion in annual
revenue, could herald a completely
new trend in third-party trans-
action processing, and on a huge
new scale.

“What’s different about this
merger is it’s a major issuer plat-
form and a major acquiring plat-
form” coming together, says Patri-
cia Hewitt, principal at PG Research
and Advisory Services, a Savannah,
Ga.-based consultancy.

TRENDS & TACTICS 7

Atlanta-based Global Payments
is just about as close to a pure-play
acquiring processor as can be found
in the payments business. Colum-
bus, Ga.-based TSYS, on the other
hand, draws just over one-third of
its revenue from acquiring, with the
remainder coming from issuer pro-
cessing and prepaid card support.

That combination could have far-
reaching effects, some observers say.
“[Global Payments] will be a major
credit-card issuer processor and
acquirer in the [United States] and

[the United Kingdom] and therefore
process many payments for both
the merchant and the issuer (card-
holder). Therein, maybe an oppor-
tunity for game-changing syner-
gies, delivering closed-loop benefits
over open-payment systems,” notes
Eric Grover, principal at Minden,
Nev.-based consultancy Intrepid
Ventures, in an email message.

For vyears, non-bank proces-
sors have tended to specialize in
either merchant-acquiring opera-
tions or support of card portfolios for

RESIDUAL STREAM BUYOUTS
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There's a lot of effort
to be done ... before
economies of scale
are truly realized.

—RICK OGLESBY, PRINCIPAL, AZ PAYMENTS GROUP

financial institutions, but rarelyman-
aged both on anything approaching
an equal footing. One major excep-
tion is First Data, which bills itself
as the “number-one” acquiring and
issuer processor.

The “synergies” Grover points
to include the ability to more effi-
ciently authenticate cardholders
at the time of transaction at mer-
chants whose accounts are under
the same roof. Global Payments
chief executive Jeff Sloan high-
lighted this capability during the
merger announcement in refer-
ence to an upcoming regulation in
Europe that will mandate strong

authentication. “The user ID will

be more important as we go more
digital” in payments, notes Hewitt.
And, for all the merger mania
going on, it will be hard for other
third-party processors to match this
combination by acquisition, Hewitt
notes. “Most [issuing platforms] are
banks. I don’t think Capital One is
going to sell that off,” she says.
Others agree there will be
advantages to having a major issu-
ing and acquiring operation under
one roof, but argue this edge could
be exaggerated. “The TSYS issuing
and prepaid businesses are a net
new for Global, so there won’t be

economies of scale to be had there,”
notes Rick Oglesby, principal at
Mesa, Ariz.-based consultancy AZ
Payments Group, in an email.

“There may be some opportu-
nities to reduce network costs by
connecting merchants and banks
directly, or to complete peer-to-
peer transactions,” Oglesby adds.
“But those opportunities are specu-
lative at this point and are probably
nice-to-haves in the deal”

The added economies of scale
from the merger will have a definite
effect in the acquiring business,
Oglesby contends, though it will
take time for that effect to be felt.

“This [merger] will help drive
merchant prices lower,” he says.
“Because competitors are increas-
ing in scale also, we're likely to
see continued price competition.
However, there’s a lot of effort to
be done to consolidate these busi-
nesses before economies of scale
are truly realized.”

—John Stewart

NOW MEDICAL COLLECTIONS AGENCIES ARE VULNERABLE

clients’ stolen data, said in a blog

A data-security services firm early
last month announced it had spotted
about 200,000 payment card num-
bers in online fraudster market-
places stolen from a collections firm
serving diagnostic laboratories. And
it expects more to come up for sale
in the coming months.

Secaucus, N.J.-based Quest Diag-
nostics Inc. reported that financial
and other data on some 11.9 million
of its patients was compromised
in a data breach that lasted from
Aug. 1 to March 30.

The breach targeted the online
payment page of American Med-
ical Collection Agency, which
provides collection services to
Optum360, which in turn is a Quest
contractor. Quest said the breach
affected patients’ credit card and
bank-account information, Social
Security numbers, and medical
information, but not laboratory
test results.

New York City-based Gemini
Advisory LLC, which monitors the
Dark Web in attempts to find its

post that it first “identified a large
number of compromised payment
cards” on Feb. 28. About 15% of the
records also included such per-
sonally identifiable information
as dates of birth, Social Security
numbers, physical addresses, and
email addresses.

Christopher Thomas, an intelli-
gence production analyst at Gem-
ini Advisory, says all of the financial
records it has spotted so far are pay-
ment card data, not bank-account
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information. “While 200,000 records
have currently been posted for sale,
it is common for cybercriminals to
post compromised data to the Dark
Web in installments, so the num-
ber of records may well increase,’
Thomas says by email.

The breach indeed holds the
potential to wreak ongoing havoc.
Quest is not AMCA’s only cli-
ent, the Gemini report notes. The
KrebsOnSecurity news site reported
that another big diagnostics firm,
LabCorp, says personal and finan-
cial data on 7.7 million of its patients
was exposed in the AMCA breach.
It wasn’t immediately clear if all of
the 200,000 records Gemini spotted
originated with LabCorp.

Plus, some of the known com-
promised records were linked to
health-savings accounts. HSAs are
tax-advantaged accounts consum-
ers can use to save funds to cover
medical expenses, and some come
with prepaid cards.

“While we do not know the exact
number of compromised HSAs,
some of the most affected financial

Patient
records from
Quest Diagnostic

19.6 MILLION

institutions in this breach primar-
ily focus on HSAs,” says Thomas.
After finding the card num-
bers on the fraudster market-
places, Gemini researchers con-
cluded they came from something
other than an online retailer. “Since
the records we observed contained
information such as date of birth
and Social Security number, we
determined that the compromised
records came from an online portal
that requires more personally iden-
tifiable information than average
online retailers,” Thomas says. “An
in-depth analysis of the affected
financial institutions indicated
that it was a health provider, and
through collaboration with part-
ner banks we determined that the

MONTHLY MERCHANT METRIC

Total Gross Processing Revenue, in Percent

Sum of total discount, total transaction fee revenue, and total other fee revenue divided by total volume

012018 I
Q2 2018
Q3 2018

04 2018 I
Q1 2019

2.506%
2.519%
2.515%
2.514%
2.518%

Note: This is sourced from The Strawhecker Group's merchant data e e
warehouse of over 3 million merchants in the U.S. market. The ability @ THEE STRAWHECKER GROUP)
to understand this data is important as small and medium-size

businesses (SMBs) and the payments providers that serve them are key drivers of the economy.

All data are for SMB merchants defined as merchants with less than $5 million in annual card volume.

Source: The Strawhecker Group © Copyright 2019. The Strawhecker Group. All Rights Reserved. All information as available.

source of the compromised records
was AMCA.”

The Bloomberg News service
reported in June that AMCA’s par-
ent company, Retrieval-Masters
Creditors Bureau Inc., had filed
for Chapter 11 bankruptcy protec-
tion as a result of the breach. The
company said it plans to liquidate,
citing millions of dollars in breach-
related expenses.

Gemini Advisory said AMCA took
its online payment portal offline
from April 8 to May 2. Gemini also
said it alerted AMCA to its findings,
but received no response.

Exactly how the breach happened
hasn’t been revealed, but in a state-
ment, AMCA said that an “unau-
thorized user” accessed its system.

“Upon receiving information
from a security compliance firm
that works with credit card com-
panies of a possible security com-
promise, we conducted an inter-
nal review, and then took down our
Web payments page,” the statement
says. “We hired a third-party exter-
nal forensics firm to investigate any
potential security breach in our sys-
tems, migrated our Web payments
portal services to a third-party ven-
dor, and retained additional experts
to advise on, and implement, steps
to increase our systems’ security.
We have also advised law enforce-
ment of this incident.”

—Jim Daly
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FOR BITCO

Most economic activity with Bitcoin

NS

remains on trading exchanges, but
lately there is some evidence volume
at merchants may be picking up.
Bitcoin’s total merchant volume,
in dollar terms, was $42.8 million in
the week ended May 19, according
to the latest figures from Chain-
alysis Inc., a New York City-based
cryptocurrency research firm. That
represented the second week in a
row volume exceeded $40 million
and registered a 50% increase over
the first week of the year.
Chainalysis, which tracks mer-
chant volume on both monthly
and weekly bases, says the weekly
tracking may be a better barometer

of actual sentiment among Bitcoin
holders and businesses that accept
or are considering accepting the
digital currency.

“While merchant-services activ-
ity represents a small portion of
Bitcoin economic activity overall,
recent data suggests this activity
may be rebounding following the
2018 price downturn,” a company
spokesperson says in a comment
sent to Digital Transactions.

Bitcoin’s price began rebound-
ing early in April following a mid-
November crash that cut the coin’s
value in half over the course of the
next four weeks. As of mid-day June
17, it was trading at more than $9,200,

GNS OF RISING MERCHANT VOLUME

according to Coindesk. Swings in
value affect the value in dollar terms
of goods and services bought with
Bitcoin, which is notoriously volatile.

The monthly figures for mer-
chant volume also indicate a steady
buildup this year so far. The April
number, the most recent one avail-
able, was $157.5 million, up from
$119.5 million in January.

Tobe sure, these indicators remain
tentative and very much tied to Bit-
coin’s dollar value on any given day.
The Chainalysis numbers indicate
there were three months last year,
for example, when merchant vol-
ume exceeded $200 million. Indeed,
volume soared to $469.6 million in
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November 2017, as Bitcoin’s value was
rising toward $20,000 before crash-
ing in December (chart).

Both physical and online mer-
chants accept Bitcoin, and while the
number of businesses welcoming
the cryptocurrency remains murky,
it is a decidedly small contingent
worldwide. Some major retailers
like Overstock.com have accepted it
foryears, and in May AT&T Commu-
nications said it would become the
first mobile carrier to take Bitcoin
and Bitcoin Cash for bill payments.

The fee users pay to spend Bit-
coin, however, has shot up in recent

VISAS KELLY 1S REALLY SKEPT

Visa Inc’s chief executive in May

questioned the drive for real-time
payments by U.S. banks and mer-
chants, but also argued Visa’s recent
acquisition of business-to-business
payments processor Earthport plc
will help the company expand real-
time capability beyond cardholders.

Visa closed on London-based
Earthport in April after winning a
bidding war with rival Mastercard
Inc. The deal, which cost the card net-
work $320.4 million, was well worth
it, Alfred Kelly told the audience at an
investor conference in New York City.

Earthport will connect Visa to
automated clearing house and real-
time networks in 88 countries,
which means “we have the abil-
ity now to move money to people
we don’t have a card relationship
with,” Kelly said.

The company’s Visa Direct service
enables real-time push payments
but requires that the receivers of

BITCOIN'S BOOMLET

(Weekly merchant volume in
millions, April and May 2019)

§331 93 §321 I $31.3

§45.0
§338

477 414 4/21 4/28

weeks. The median fee stood at
$1.26 on June 17, up from 66 cents as
recently as late April, according to
Bitinfocharts.com. Some observers

funds have a Visa card. Now, Kelly
said, “The capability to push funds to
bank accounts has grown 100%.”

But Kelly was less enthusiastic
about the concept of real-time pay-
ments in general. In recent months,
The Clearing House Payments Co.,
a New York City-based processor
owned by many of the nation’s big-
gest banks, as well as vendors like
ACI Worldwide and Fidelity National
Information Services Inc. (FIS), have
built or contributed technology to
faster-payments systems in the U.S.

Also, Mastercard in 2017 acquired
another British firm, Vocalink
Holdings Ltd. which designed much
of the technology used by TCH and
earlier built a real-time system for
the United Kingdom.

Kelly questioned the purpose
and reliability of competing faster-
payments systems, without nam-
ing names, and argued the systems
offer inadequate protection against

5/5 5/12 519

Source: Chainalysis

fear higher user fees could depress
spending and thus discourage
acceptance.

—John Stewart

CALOF REAL TIME

unauthorized transfers. “I am not
convinced these [services] are
going to take off like crazy,” Kelly
told the audience.

He zeroed in on the matter of
fraud protections in an environ-
ment where value travels between
accounts in a matter of seconds.
Some networks, he said, “don’t have
the same protections you have in
a payments ecosystem.” Transac-
tions are irrevocable, he said, rais-
ing the question, “if I now have a
dispute with you or some element
of chargeback with you, how is that
going to work? With great difficulty
would be the answer.”

A spokesman for TCH declined
comment.

Kelly was more sanguine about
the opportunity real-time systems
could open up for Visa. “We have
all sorts of value-add for them,” he
said. “We’re open to talking” @

—John Stewart

12 DIGITAL TRANSACTIONS | JULY 2019

TRENDS & TACTICS



Smart, rugged, and weatherproof, the AMP 6500 reinvents what is possible in

an EMV unattended device. Incredibly compact and certified tough hardware
combined with the powerful locked-down android OS creates a flexible and
secure solution that defines the next generation of self-service payments.

Hit the road this summer with AMP, and see us in action at:

Midwest Acquirers Association

Mobile Payments Conference

Chicago July 17-18

Chicago August 26-29

Call sales now: 1-866-AMP-USA1 ﬂ‘

www.amobilepayment.com



trends & tactics

THEUSES OF DIGITAL MONEY

THE FED HESITATES and the net-
works hold on to power, but tech-
nology breaks through. The effi-
ciency and convenience of digi-
tal money are slowly but surely
making it the currency you stuff
your wallet with.

While pure, airy cryptocurrencies
without a central mint are still very
much fringe money, the deeper
concept of digital money is taking
hold. For decades now, most of the
money has been value-digital (com-
puter expressed, not physically
minted), but identity-missing. One
hundred dollars is an expression
of value, not of an identity. With
proper digital money, the bit string
expresses both value and identity.
And so there is wood to hammer
cryptographic nails into, to build
that money to fit any intended pur-
pose one may imagine.

That is the governing philoso-
phy of BitMint. And while govern-
ment is still “studying” this rev-
olution, big business moves in,
waiting for no one, and goes for-
ward. Big banks and big merchants
announce, and prepare to offer the
public, their branded dollars. This
is a revolution that has not yet been
recognized for what it is.

The U.S. dollar goes viral. Why?
Because of universal trust in the U.S.
government—trust that extends
worldwide. The dollar is the world
currency. Now big business, entities

.y svyGIDEON
S, SAMID

gideon@bitmint.com

like Facebook, Amazon, and JPMor-

gan, cannot claim that level of trust,
but they do claim quite a bit of
gravitas (look at the stock market).

This public trust is now lever-
aged to mint corporate money. A
certified document that says that a
trusted big business will pay against
that document $1,000 would be a
negotiable instrument of value.
The same is true if, instead of pulp
and paper, the document comprises
bits and bytes and the certifica-
tion is not in a form of a dripping
red stamp, but a modern crypto-
graphic signature.

If the brand is trusted, its I0Us
are trusted, and hence are a form
of payable currency. While the gov-
ernment “looks into this matter,”
big business competes on security,
convenience, efficiency, versatil-
ity, and on being as frictionless as
possible for both humanly involved
payments and for transfers of value
based on artificial intelligence and
the Internet of Things.

Loyalty money is turning upside
down. It used to be elaborate, com-
plicated, even whimsical. “Air miles”
are in one way a cash equivalent,
but in practice they are engulfed in

a maze of use restrictions and trade
confusion. The new way is to turn
loyalty money into almost a cash
equivalent, like a gift card—that is,
having a clear cash value to be used
anywhere cash is welcome.

And the biggest step ahead is to
render loyalty money into a cash-
redeemable instrument, so that it
can be used as payment to a recip-
ient who does not shop with the
branded store. Think about it. As
long as the cost of cash redemption
is competitive with the interchange
fee that a merchant pays the banks,
then the merchant will encourage
its customers to pay with branded
dollars from another store.

We expect to see coalition-
branded dollars. This is digital
money that works within several
complementary merchants (for
example, airlines, taxis, hotels). It’s
also branded city dollars that are
designed to promote local business
and digital dollars issued by malls
and shopping centers.

Digital money can be tethered to
any purpose (see mybook, “Tethered
Money”). This option unleashes a
host of payment options. The Fed
will be transformed once it realizes
that if it pays with digital money
it can control the money’s dis-
position after the payment takes
place. It will then grab this power
head on. But right now, business
leads the way. (o7)
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SMARTER FEET ON THE STRE

The sales-agent
model is far
from obsolete.
Agents just need
patience and the
right training,
experts say.

sv KEVIN WOODWARD

OTHER SALES MODELS may garner
more attention, but the traditional
sales agent continues to have a place
and a future in merchant services.
Even when it appears that every
processor is courting software devel-
opers, adding payment-facilitator
sales models, and looking at direct
sales channels to build its merchant
portfolios and associated revenue
streams, the tried-and-true sales-
agent model continues to have a
valuable place in merchant services.
Feet-on-the-street sales—so named
because merchant-services sales then

meant visiting business owners
in person—was the original sales
model for merchant services
during its early days, but as pay-
ments technology improved and
merchant sophistication devel-
oped, new models emerged.
Witness Global Payments Inc’s
perspective. In the first quarter, the
Atlanta-based processor, which is in
the midst of a $21.5 billion merger
deal with Total System Services
Inc. (TSYS), cited its direct-sales
merchant-acquiring operation as a
growth factor. In contrast, revenue
from the U.S. wholesale business,
which uses independent sales orga-
nizations to sell Global Payments’
services, fell in the high teens in
percentage terms year-over-year.
Global Payments continues to
tilt toward software-based services
linked with payment processing,
and its direct-sales operation.
Merchants are moving to more
sophisticated payments products
and sales agents are adapting.
“Models like direct distribution,
the [independent software vendor]
referral network, and online enroll-
ment are all viable models that
fill a gap here and there, so there
should not be a ‘take-it-or-leave-it’
approach,” says Ryan Malloy, senior
vice president of partner sales at
Troy, Mich.-based North American
Bancard LLC.
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“Our approach remains to be cen-
tered around making sure we pro-
vide the best tools that merchants
want,” he continues, “and who bet-
ter to understand the pulse of the
merchant community than the
sales partners that are entrenched
in those respective businesses?”

Sales partners are essential to
NAB, Malloy says. They form unique
relationships  with  merchants
because “their success is influenced
by the success of the merchant’s
business,” he says.

KEEPING PACE

That’s never been more important

as merchants increasingly adopt
point-of-sale systems in lieu of
standalone countertop POS ter-
minals. The payoff for acquirers is
great. Merchants are less likely to
defect to other processors if their
payment acceptance is an inte-
gral part of their business soft-
ware. Merchants also may more
easily use third-party apps with the
POS software.

Selling such versatile products
requires more than leaving a rate
card and a product brochure on the
merchant’s countertop. It requires
more training and an enduring
commitment to stay current not
only with new payment products,
but also with the merchant’s busi-
ness, whether it be dining, apparel,
retail, or some specialty industry.

“I read everything I can about
small businesses,” says Mark Dunn,
owner of Field Guide Enterprises
LLC, a Hartland, Wis.-based training
and consulting firm. Dunn regularly
offers training seminars in conjunc-
tion with regional acquiring confer-
ences, in addition to paid training.

ACQUIRING 17

One technique involves talking
with a business owner without
rushing to close a sale. The idea is
to learn about the issues facing the
merchant. “I try to listen carefully,”
Dunn says.

Another technique that has
worked for Dunn, whose payments
career has included sales positions
at TSYS, Global Payments, and
Verifone Systems Inc., is to ask a
high-value question about the cli-
ent’s business.

“High-value questions are those
that bring greater value to the dis-
cussion and frame the issues in a
way that does not threaten or pres-
sure the business owner,” Dunn
says. For example, if trying to sell
a merchant cash-advance product,
the question might be “What value
would having an additional $75,000

High-value questions frame the issues in a way that
does not threaten or pressure the business owner:

—MARK DUNN, OWNER, FIELD GUIDE ENTERPRISES LLC

of working capital have for your
business?” he says.

Incorporating these fundamen-
tal sales techniques can help sales
agents keep pace with the ever-
changing payments landscape. It’s
one of the reasons companies like
NAB continue to rely on sales part-
ners, Malloy says.

“The traditional sales-agent model
is perfectly positioned to adapt as
the landscape evolves,” he says.
“This model relies on relationships
and is at the core of it being success-
ful. This model can adapt and retain
its value by seeing what the compe-
tition is doing, and how non-tradi-
tional players in the market have
forced evolution.”

A case in point is Square Inc. and
how it changed merchant services
(page 20). Prior to the late 2009 debut

SMARTER SOLUTIONS
FOR SECURE PAYMENTS

www.USAePay.com
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of the Square card reader, no other
large acquirer focused exclusively on
an online-only distribution model.
Since then, Square, and many other
entrants, such as ShopKeep and
Shopify, have made online sales a
must-have channel for the industry.

THE PAYOFF

Like others, NAB views this channel
not as competition for their other
distribution methods, but as a collab-
orative move, Malloy says. “Because
we integrated with hundreds of soft-
ware providers, our sales partners
work with ISVs instead of against
them. We are constantly integrated
with new software providers so we
can offer greater features, or even
fine-tune what we already offer””

In this environment, staying rel-
evant is vital. “Today’s sales part-
ners can stay relevant by continu-
ing to evolve with the tech age,’
Malloy says. “We are already seeing
it” It is particularly evident in the
small and mid-size business mar-
ket. Because of the ultra-slim profit
margins at these merchants, they
need an affordable product suite
that provides multiple business
tools, he says.

“How [salespeople] remain rele-
vant is by continuing to build rela-
tionships with merchants and cus-
tomize a solution that fits the cur-
rent and future needs of the mer-
chant,” Malloy says.

“Perhaps the merchant is exclu-
sively doing business online, but
decided that they want to establish a
brick-and-mortar location,” he con-
tinues. “The sales partner has the
tools and resources to offer so that
the merchant can establish that
physical location, suggest a smart
[POS] terminal, or help the merchant
send an invoice. By adding value
to the merchant’s experience, and
becoming a partner instead of a ven-
dor, is how the model will evolve.”

That’s where Dunn’s suggestion
tolisten and learn can pay off. When
making a sales call, an agent should
know the owner’s name, the nature
of the business, and “every other
detail you can learn in advance,’
he says. He suggests asking for a
minimum of 20 minutes to speak
with the owner, though 40 minutes
is better.

Getting to the point where the
sales call is smooth and a merchant’s
questions can be anticipated and
answered takes practice. “Persis-
tence and patience pays off,” Dunn
says. “Merchant services is a long-
term play and all of the big payoffs
are several years down the road”

Other advice for the sales agent
is to get the best possible training
and to make sure the ISO or agency
you sell for is investing in you, he
says. “Keep improving your skills. A
professional learns something new
every day. Don’t assume you already
have mastered the sales role.”

—RYAN MALLOY, SENIOR VICE PRESIDENT OF PARTNER SALES, NORTH AMERICAN BANCARD LLC

This affinity for self-development
is why companies like NAB find sales
agents so valuable, Malloy says. “Many
merchants want to shake hands with
and trust the person they are doing
business with,” he says. “Technology
is evolving at a pace where in-person
demonstrations are necessary to help
merchants become comfortable in
using their newest solution.”

FOR THE FUTURE

The complexity of merchant ser-
vices, with POS systems, loyalty
programs, business-management
software, and other technologies,
means training is unceasing and
can be involved. “If you're not ready
to invest a couple of years in learn-
ing the business, your timeline is
probably too short,” Dunn says. “It
takes time, active effort, and good
training to make it in this business,
which has a lot of moving parts.”
The sales-agent model is
evolving. “Leveraging new ways to
engage with sales partners means
better solutions for the merchants,”’
Malloy says. “This model will
evolve as we continue to offer the
latest training videos to sales part-
ners, new and diverse engagement
opportunities through social chan-
nels, or by curating entire events
about the success of their portfolio.”
With investment and expertise,
the sales-agent model works now,
says Malloy, “and for the future.”
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HOW THE TWITTER GUY

CHANGED PAYMENTS

It's been almost

a decade since
Sqguare piled into
the merchant-
acquiring industry.
How much
disruption did this
upstart cause?

IT’S LATE APRIL OF 2010 at auto-
mated clearing house governing
body Nacha’s annual conference in
the Seattle convention center. On
stage before an audience of 2,000
bankers and other mostly buttoned-
down types is Jack Dorsey, who co-
founded social network Twitter to
become an Internet superstar.

Now he has started a payments
company called Square, and his new
company is the object of intense
curiosity among bankers, indepen-
dent sales organizations, and oth-
ers in the payments business.

Dorsey and Square’s chairman,

sy JIM DALY

Jim McKelvey, politely field ques-

KEY SQUARE NUMBERS

(first-quarter data in millions unless noted)

—

2019 2018

Change

Gross Payment Volume (billions) $22.6 $17.8 27%
Adjusted Revenue' $489 $307 59%
Adjusted EBITDA? $62 $36 72%
Net Income -$38 -$24 n.a.
Share of GPV From Larger Sellers? 51% 43% n.a.

1. Total net revenue less transaction-based costs and Bitcoin expenses. 2. Earnings before interest, taxes,
depreciation and amortization. 3. Sellers with more than $125,000 in annual GPV. Source: Square Inc.

tions, but mostly are vague about
their plans for their upstart. After-
ward, something happens that
probably never happened at a pay-
ments conference before: attend-
ees, smart phones in hand, rush up
to Dorsey and ask to have their pic-
tures taken with him (“Is It Still Hip
To Be Square?” September, 2014).
At the time, this magazine’s sis-
ter publication, Digital Transactions
News, obtained a comment from a
payments executive who witnessed
the startling scene but asked not to
be named. The executive said Dorsey
and his team at Square were “intel-
ligent men who have consulted with
many people in the industry and
can’'t be dismissed,” said the news
“Still, he thinks Square’s
Silicon Valley glitter is attracting

account.

attention out of proportion to the
company’s accomplishments so far.”

“If the Twitter guy wasn't
involved, they would be a non-

”

story,

THEYVE BUILT A BRAND

It turns out, however, that the Twit-

the executive concluded.

ter guy did have a payments story to
tell. Square made its first splash as
the provider of a little square don-
gle with rounded edges for iPhones
that enabled everyone from flea-
market sellers to parents of Cub
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Scouts during popcorn drives to
accept credit card payments.

The company would morph
into a processor with a growing
base of bigger merchants and its
toes in everything from business-
management software and person-
to-person payments to merchant
financing and cryptocurrency.

Now it has its eyes on banking,
with an application pending for a
Utah industrial-bank charter. Square
doesn'’t just provide a payments ser-
vice, it offers an “ecosystem,” a word
Dorsey uses repeatedly.

Thanks to its Silicon
Valley genetics, its ability
to bring small merchants
into the card-acceptance
fold, sleek marketing, and
a constant stream of new
or refashioned products,
Square’s beacon has shone
past a big industry largely
invisible to consumers.

“Almost more than anybody
they’vebuiltabrand,” says payments
consultant Eric Grover, principal of
Minden, Nev.-based Intrepid Ven-
tures. “And it’s a trusted brand, it’s
a powerful, very visible brand. In a
café, both the waiter and the con-
sumer know it’s Square.”

What
pany can boast, as Dorsey did at a

other payments com-

JPMorgan Chase & Co. investor con-
ference in May, that one of its prod-
ucts—Cash App, Square’s P2P service
that works in tandem with a Visa
debit card—is mentioned in approx-
imately 250 songs, mostly hip hop?
“Square’s biggest influence on
acquiring has been the productiza-
tion of the industry,” researcher and
consultant Rick Oglesby, president
of Mesa, Ariz.-based AZ Payments
Group, says in an email. “Historically,

Dorsey, the Twitter guy who
shook up payments (far right),
at the White House in April 2019.

(Official White House Photo by Tia Dufour)

and still, acquiring has been referred
to as a commoditized industry, but
that is less and less true every day,
and that’s largely due to Square.”

NETPOSITIVE

Square never has called itself an
ISO, but at its core that’s what it is:
a non-bank entity that signs mer-
chants for payment card acceptance.
It feeds transactions into the pay-
ment system through banks, mostly
Chase. It employs the aggregator
model with its smaller merchants,

P

using its account as the merchant
of record for those too small to have
individual merchant accounts.

“They spurred ... a re-character-
ization of who a merchant acquirer
or card processor is,” says Jared Dri-
eling, senior director of business
intelligence at The Strawhecker
Group, an Omaha, Neb.-based pay-
ments consultancy. “They do not
identify themselves as a payment
processor, they’re a technology com-
pany focused on the software space.”

Foralongtime, manyISOsviewed
Square with suspicion. Square com-
peted with them for small mer-
chants ISOs viewed as big enough
to be profitable, but it also exploited
overlooked opportunities presented
by micro merchants many in the
acquiring business thought were
too small to bother with.

In contrast to the often Byz-
antine pricing plans from leg-
acy payments providers, Square
offered simple, transparent pricing
options, even if they weren’t neces-
sarily the lowest rates a merchant
might find. Plus, Square eschewed
the traditional feet-on-the-street
sales model and instead deployed
an Internet-based “self-origina-
tion” model to sign sellers, the term
Square uses for merchants.

Still, ISO and acquiring-industry
veteran Kevin Jones, current presi-
dent of the Electronic Transactions
Association, the national
payment-industry trade
group, views Square as
“a net positive for the
industry” (Square, by the
way, joined the Wash-
ington, D.C.-based ETA
last winter.)

“They’re laser-focused
on user experience,” says
Jones, who is chief executive of Cel-
ero Commerce, a payments and soft-
ware firm headquartered in Nash-
ville, Tenn. “I think that above all”

Jones notes Square “came into
an industry that had a lot of incum-
bents, and had a fresh perspective
on electronic payments and how to
simplify the process of acquiring a
mechanism to take payments, and
for the consumer to actually pay via
credit card. That focus ushered in a
group of businesses that previously
were not accepting credit cards.”

Square did this through its focus
on mobile payments, use of social
media to connect with prospec-
tive sellers, and self-onboarding,
according to Grover.

“One area which it is very clear
they were pivotal in is socializing
mobile commerce,” Grover says.
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Square wasn'’t the first to do that,
he adds, but “they were the ones
who were normalizing it .. you
can’t be an acquirer today and not
support mobile acceptance.”

The online-booking process,
meanwhile, is another innova-
tion that Square refined and other
processors copied. Square declined
comment for this story, but Dorsey
said at the JPMorgan investor con-
ference that 80% of Square’s large
sellers have self on-boarded.

“Square was pivotal in the self-
origination” of merchant clients,
says Grover. Part and parcel of
that, he adds, was that Square used
a more abbreviated underwriting
process than most acquirers on the
theory that small merchants pre-
sented relatively lower risk.

That, too, inspired copycats. Since
Square came along, other acquirers
have “worked to make the merchant-
underwriting experience faster, eas-
ier, kind of a painless, if not instant,
really quick process,” Grover says.

Meanwhile, Square never has
been reluctant to discontinue or
revamp products. In 2015, it shut
down Square Order just 10 months
after introducing it as the replace-
ment for an earlier product, Square
Wallet. Square Order enabled users
to place an order and pay for it on
a mobile device, then show up later
at the business—usually a coffee
shop or café—to pick it up. But
merchant adoption was mostly
limited to coffee shops in New York
and San Francisco.

—KEVIN JONES, PRESIDENT, ELECTRONIC TRANSACTIONS ASSOCIATION

One of Square’s most recent ini-
tiatives has been in the Bitcoin and
cryptocurrency realm. Square is in
the process of building a cryptocur-
rency team, and Cash App supports
the buying and selling of Bitcoin. The
company reported $65.5 million in
Bitcoin revenue in the first quarter,
but $64.7 million in Bitcoin-related
expenses. How crypto services will
prove to be along-term moneymaker
for Square currently is unclear.

STRIKING OUT

Indeed, while Square has hit some
home runs, it’s had a few strikeouts,
too. Its much-ballyhooed processing
partnership with Starbucks Corp.
fizzled after about three years. And
last month, The Wall Street Journal
disclosed that Square had misdi-
rected numerous emailed receipts
to the wrong person, compromising
some consumers’ privacy. A spokes-
person told the newspaper the com-
pany had made a number of changes
to address the issue.

And as is the case with many
Internet-based companies, some
Square customers have complained
that it can be hard to get a live per-
son on the phone to answer a ques-
tion or fix a problem.

The Strawhecker Group’s Driel-
ing says one merchant told his firm
that Square cut his company off
after it submitted a much-higher-
than-average transaction, though
the merchant knew the sale was
legitimate. The merchant lost a

week of card sales while scrambling
to find a new processor, and never
received a reason from Square
about the termination, he says.

And, nearly a decade after its
launch and after almost four years
as a publicly traded company, Square
has yet to report a full-year profit
on a generally accepted accounting
principles basis.

But Dorsey said at the JPMorgan
conference that Square’s take rate, or
transaction-based profit, has been
stable in recent quarters at 1.1%, and
Square is getting more volume from
its generally more profitable larger
sellers (chart, page 20).

A GROWTH STORY

Wall Street so far has been patient.
Consultant Grover notes that
Square’s market capitalization was
$26 billion in late May, bigger than
either of two recent merger part-
ners, Global Payments Inc. and
Total System Services Inc. (TSYS).

“To me, that says success,” Gro-
ver says. “The market is willing to
give leeway. Square has a growth
story, and people believe it

Some observers wonder how
Dorsey can serve as CEO of two
publicly traded companies at the
same time—in addition to heading
Square, he has returned to lead his
original company, Twitter. But so
far neither board of directors has
demanded he choose just one.

As it heads into its second
decade, there’s no doubt Square has
ratcheted up competition in the
acquiring industry.

“I would say because of Square,
and many others like Square, it’s
the wrong time to be dormant,’
says Celero Commerce’s Jones.
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IT’S BEEN A LONG, STEADY RETREAT FOR
BANKS IN ONLINE BILL PAYMENT. Since
2010, banks’ share of the bill-payment market
has declined from 38% to 27% in 2016. The losses
have come at the hands of direct billers, which
grew their market share from 62% to 73% during
the same period, according to Aite Group.

Despite the absence of more recent data,
experts suspect banks have lost even more
share to direct billers since.

The most frequently cited reason is that con-
sumers prefer biller-direct sites because they
provide faster proof of payment. With biller
direct, consumers can initiate a payment on
the due date, even if it is a weekend, and receive
same-day confirmation, which allows them to
better manage their cash flow.

In contrast, bank bill-payment applications
initiate payment days ahead of the due date,
the same as if the consumer were paying the
bill by mail. Confirmation by a bank that a pay-
ment has been sent is not the same, however, as
confirmation from the biller for receipt of pay-
ment. As a result, consumers must keep money
in their account to cover bill payment for days
on end to avoid incurring an overdraft.
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BANKS ARE A DISTANT FOURTH

(U.S. one-time bill-payment volume by channel, in millions, in 2016)

Biller's Web site

3,907.2

Source: Aite Group
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'If banks are going to
bring back bill-pay
customers, and attract
new ones, they need
to compete with the
immediacy of the
biller-direct model.

—PATRICIA HEWITT,
CHIEF EXECUTIVE, PG RESEARCH
AND ADVISORY SERVICES
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Same-day bill payment confir-
mation is of huge value to consum-
ers, especially those working in the
gig economy, because it allows them
to match bill payment to their avail-
ability of funds, payments experts
say. Even if a biller-direct payment
does not officially post for 24 hours,
same-day confirmation assures
consumers the bill has been paid.

Because payments are central
to banks’ relationships with their
customers, failing to meet expecta-
tions for speed of bill payment can
hurt those relationships and make
it harder to attract new customers.

“Bill payment is an important part
of the financial-services lifecycle,
and Millennials aren’t particularly
attached to online-banking plat-
forms [that include online bill pay-
ment],” says Patricia Hewitt, chief
executive of Savannah, Ga.-based PG
Research and Advisory Services. “If

banks are going to bring back bill-
pay customers, and attract new ones,
they need to compete with the imme-
diacy of the biller-direct model””

| AGROWING FIELD OF PLAYERS

For banks looking to match the
speed of biller direct, the solution
is real-time payment (see “2020
Vision,” page 34). Many banks in
the United States already have
real-time payments capability for
peer-to-peer payments, cross-bor-
der payments, and business-to-
consumer payments. Extending this
capability to online bill payment is
a natural next step for banks, pay-
ments, experts say.

Already, there is a growing field
of players looking to bring real-time
capabilities to online bill payment.
These include such payment-indus-
try stalwarts as Mastercard Inc., ACI
Worldwide Inc., Fidelity National
Information Services Inc. (FIS), and
Fiserv Inc., as well as fintech start-
ups like Fort Collins, Colo.-based
BillGO, a provider of digital bill pay-
ment and presentment.

Even tech companies such as
PayPal Holdings Inc. are eyeing the
bill-payment space, with or with-
out real-time capability. In January,
PayPal revealed it is working with
Paymentus Inc., a North Carolina
bill-payment processor.

In May, Mastercard raised its
real-time bill-payment profile by
acquiring Transactis, a New York
City-based provider of digital-
billing services. The acquisition is
expected to provide Mastercard’s
real-time bill-payment platform, Bill
Pay Exchange, with enhanced end-
user interfaces, expanded payment
options and digital bill-presentment
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BANKS ARE LOSING SHARE

(Percentage of online bill volume by type of site)

BILLER WEB SITE

BANK WEB SITE

38%

&

2013

2010

Source: Aite Group

135,000

Billers scheduled
to be part of

Bill Pay Exchange’s
mid-2019 launch

@

@

2016

capabilities in online bank applica-
tions and with biller Web sites.

Bill Pay Exchange, which Master-
card announced last fall, will allow
consumers to view and pay their
bills online in real time using exist-
ing banking apps. The technology
comes from Vocalink, a real-time
payments platform acquired by
Mastercard in 2016.

Bill Pay Exchange was scheduled
to launch in mid-2019 with about
135,000 billers. Mastercard did
not make executives available for
comment.

Meanwhile ACI, FIS, and Fiserv
are expanding their real-time pay-
ments capabilities for their bank
customers to direct billers, such as
utilities and telecom providers.

| THE WOW FACTOR

Despite progress on online bill pay,
simply adding real-time settle-
ment to the mix won’t be enough

for banks to win back share lost
to biller-direct sites in meaning-
ful numbers, payments experts say.
The winners will be the ones that
deliver enhanced user experiences
in addition to faster payment.

“The online-bank bill-payment
experience hasn’t changed in years,”
says Dan Holt, chief executive of
BillGO. “If banks are going to use
faster bill-payment models to help
consumers better manage their
money, the user experience has to
be refreshed.”

One prevailing school of thought
istoadd online bill presentment and
automated consumer messaging.
These features, payments experts
say, can strengthen the customer
relationship by giving users a one-
stop shop for all their bill-payment
information, as opposed to moving
between individual direct-biller
sites to get the same data.

“With faster settlement, there is
an opportunity to create a ‘wow’ fac-
tor when it comes to the user expe-
rience,” says Norman Marraccini,
line-of-business executive and vice
president for retail digital pay-
ments, ACH, and real-time pay-
ments at financial-services tech-
nology provider FIS. “What banks
need to remember about consum-
ers’ preference for biller-direct
payments is that it’s based on mus-
cle memory. To win back customers,
they have to give consumers a rea-
son to change their muscle mem-
ory and key to that is improving the
user experience.”

FIS is looking to create common
user interfaces for the three pri-
mary types of real-time payment—
P2P, money transfers, and bill pay—
regardless of the device used to ini-
tiate those services, Marraccini says.
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Other ways to enhance the user
experience include automatic email
or text messages reminding custom-
ers a bill is coming due, and includ-
ing a link to immediately pay or set
up a payment date. To receive such
messages, customers would have to
opt in to the service, Marraccini says.

The idea is that giving consumers
an opportunity to pay a bill when a
reminder is sent makes bill payment
more convenient by offering the
opportunity to handle the transac-
tion in one click, versus logging into
the bank’s, or biller’s, bill-pay appli-
cation to make a payment. The con-
venience of one-click, real-time bill
pay can also reduce the risk of late
payments, payments experts say.

“We can also pull in data based
on a consumer’s past payment
behavior with the biller to deter-
mine when best to send a reminder,”
Marraccini says. “The aim is to cre-
ate features that make it easier and
faster for consumers to pay their
bills without having to stop and
think where is the fastest, most
convenient place to go to pay their
bill every time a bill is due.”

ABIG POINT

Yet another way to spruce up the
user experience, and one likely to
appeal to Millennials with their
preference for mobile wallets, is
to download bills to a digital wal-
let along with an option to pay
using the wallet. ACI has paved
the way for this capability through
its acquisition of Walletron Inc., a
mobile bill-presentment provider,
from The Western Union Co.
Walletron works on Apple Inc’s
Apple Wallet and Alphabet Inc’s
Google Pay wallet. Walletron has
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a network of billing and payment
partners managing more than
12 billion bills, according to ACIL.
Last October, ACI and Walletron,
which isused by more than 6 million
consumers in more than 100 coun-
tries, agreed to a deal allowing
customers of ACI’s bill-pay clients
to view bills from smart-phone
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The more options
that can smooth
the customer
experience, the
better. The key is
that consumers feel
in charge of how
they manage their
bill payment.

—SANJAY GUPTA,
EXECUTIVE VICE PRESIDENT,
ACl WORLDWIDE

wallets and make payments using
ACI’s UP Bill Payment service. Con-
current with the Walletron acquisi-
tion, ACI acquired Western Union’s
Speedpay bill-pay business.

“For many consumers, bill pay-
ment is a mobile-centric experi-
ence,” says Sanjay Gupta, executive
vice president for ACI Worldwide.

For consumers not comfort-
able with managing bill payment
through mobile wallets, ACI offers
text reminders with a link to pay
the bill.

“The more options that can
smooth the customer experience,
the better,” says Gupta. “The key is
that consumers feel in charge of how
they manage their bill payment.”

An obvious, but overlooked,
aspect of improving the bank bill-
pay experience is removing the fric-
tion for consumers to add new bill-
ers to their bill-pay account. Typi-
cally, bank bill-pay customers must
enter all the details about the biller
into their account before the bank
can route payment to the biller.

The process can be so time-con-
suming many consumers limit the
number of billers entered, such
as including only those they pay
monthly. As a result, billers that
consumers pay irregularly, such as
on a seasonal, quarterly or annual
basis, tend to be omitted.

One way to improve the
onboarding process, says Tim
Ruhe, vice president for electronic
payments at Fiserv, is to leverage
the customer information in banks’
and billers’ customer databases to
cross-match a bank’s bill-pay cus-
tomers to payees.

Armed with that information,
a bank can recommend to its bill-
pay customers which billers to

onboard and automatically down-
load the biller’s information for
the customer. With connections to
both billers and banks, Fiservisina
position to facilitate such a service,
provided consumers opt-in.

“This can address a big pain point
for bank bill pay,” says Ruhe. “It also
makes the bank’s bill-pay apps more
user-friendly than having to go to
individual biller sites to pay.”

LARGE OPPORTUNITY

Despite all the technological advances
available to banks to enhance the
bill-payment experience, payment
experts question whether consum-
ers that have embraced biller-direct
models will shift their bill-payment
preference to banks that offer real-
time payments. Banks must decide
whether they will be better off rolling
out real-time bill pay to commercial
customers first.

“There is a large opportunity for
banks to offer real-time bill pay to
small and medium businesses with
tight cash flow that would wel-
come paying electronically closer
to the due date,” says consultant
Hewitt. “Banks took a similar path
with remote deposit capture before
opening it up to consumers.”

Another question facing banks
is whether to charge for real-time
bill payment. Predicting which
way banks will lean on that ques-
tion is tricky. Even though consum-
ers have shown a willingness to pay
for speedier services like overnight
delivery, they know they can pay a
bill last minute on a biller’s Web site,
at no charge, and receive immediate
confirmation of receipt of payment.

Should banks opt to charge for
real-time bill pay, they must be
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careful to avoid overpricing the ser-
vice, Hewitt says. That’s because
direct billers can benefit from real-
time payment too by using it to lower
their payment-acceptance costs.

To enable speedier payment,
many direct billers accept credit
or debit cards, in addition to pay-
ments processed through the auto-
mated clearing house. Since card
issuers guarantee the biller pay-
ment, minus a transaction fee, the
biller can issue a same-day receipt
of payment confirmation.

Payment experts say it would not
be that big a leap for direct billers
to move away from card acceptance
to real-time payment to reduce or
eliminate card-acceptance fees as
long as they continue to provide
consumers same-day confirmation
of receipt of payment.

Accepting real-time payments
would further benefit direct billers
by allowing them to receive actual
funds faster, says David Albertazzi,
research director for Aite Group’s
retail banking and payments prac-
tice. ACH transactions, for which
direct billers issue same-day pay-
ment confirmation, typically clear
within 48 hours.

THELONG-TAIL PLAY

For banks to successfully forge ahead
with real-time bill pay, they must be
prepared to present a clear and per-
sistent marketing message to con-
sumers that highlights its benefits,
including how it enhances the user
experience, says BillGO’s Holt.
Payment experts figure it will
take at least 12 to 18 months for

consumers to start wrapping their
arms around the advantages of
real-time bill payment.

In the meantime, payments
experts warn of false starts.

“Consumers are not ready for
real-time bill payment because of
the perception they have of what
real-time bill pay is, which is why
meaningful consumer adoption will
be slow in coming,’ says Marrac-
cini. “The long-tail play for banks
is going to be improving the user
experience, making sure consum-
ers can easily download billers into
the bill-pay account, and providing
same-day confirmation the bill has
been paid”

Banks that put those elements
together will likely win faster
rewards in the race to deploy faster
bill payment. (07)
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2020 VISIO

Will the U.S.
payments industry
reach its goal of
ubiguitous real-
time payment
capability by 20207
In part, the answer
may depend on
how “ubiguitous”

S defined.

By JOHN STEWART

WHEN THE FEDERAL RESERVE’S
Faster Payments Task Force wrapped
up its work in July 2017, it set what
seemed to be a challenging but per-
haps wultimately achievable goal:
ubiquitous real-time payment capa-
bility in the United States by 2020.
Little did anyone then understand
just how ambitious that goal would
turn out to be—mainly because a
major complication in reaching it
would come from the Fed itself.
When it comes to payment sys-
tems, the Fed typically casts itself
in the role of referee and organizer.
With real-time payments, indeed,
it filled that role by organizing task
forces on faster payments and on
security, and shepherded through

the work of those groups to what
appeared to be a satisfactory con-
clusion, including that 2020 goal.

Then, last fall, the Fed announced
it would investigate the idea of
taking a more active role by provid-
ing a gross settlement (RTGS) ser-
vice for real-time transactions. Such
arole is far from unheard-of for the
Fed. After all, it operates one of the
two switches for the nationwide
automated clearing house network.
And by late spring, the RTGS idea
remained that—an idea, with the Fed
continuing to mull over formal com-
ments it received from the industry.

But critics say just the notion
itself has been enough to freeze
banks in place that would possibly
have jumped on a real-time plat-
form by now.

“No two ways about it, a lot of folks
are taking their time to see what the
Fed ends up doing,” says Steve Led-
ford, senior vice president of product
and strategy at The Clearing House
Payments Co. LLC, which began offer-
ing real-time processing to financial
institutions late in 2017 and has 15 on
the service so far. “We’re hoping the
Fed will make its intentions known so
we can all get moving forward”

A PRAGMATIC APPROACH

Industry observers see the Fed

service, should it materialize, as
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a potentially attractive option for
smaller institutions, since it could
exert competitive pressure on
pricing. TCH is owned by 24 large
banks. But that makes the Fed’s
long silence on the subject frus-
trating for operators besides TCH.
“I do think it’s causing smaller
financial institutions to wait and see
if they want to participate in the Fed
service. That could take years,” says
Lou Anne Alexander, group presi-
dent for payments at Early Warn-
ing Services LLC, the Scottsdale,
Ariz.-based company that runs the
Zelle person-to-person payments
service. Early Warning is owned by
seven major banks, including sev-
eral that also have stakes in TCH.
The Fed took comments from the
industry after its proposal appeared
last October in the Federal Register.

For the time being, it’s officially
staying mum, though Fed vice
chairman Randal Quarles in May
answered Congressmen’s questions
about the possible real-time facil-
ity during a hearing of the House
Financial Services Committee.

While he was at pains to stress
that the contemplated Fed opera-
tion would not exercise any unfair
advantage over private-sector play-
ers, Quarles cast no further light on
the regulator’s ultimate direction.

“If the Federal Reserve were ...
to have an offering in the faster-
payments area there are statutory
standards that we have to meet to
ensure that it would be on a level
playing surface with the private
sector,” Quarles told the panel,
according to a transcript. “But no
decision has been made.”

Now, some players are stick-
ing to the idea of “ubiquity” for
faster payments but aren’t neces-
sarily eyeing 2020 as the deadline
for achieving it. The U.S. Faster
Payments Council, for example,
is focused on helping to achieve
ubiquity, but Kevin Christensen,
who took over the cross-industry
group in January as acting execu-
tive director, says he can’t say when
that is likely to happen.

The FPC emerged in November
as an outgrowth of the Governance
Framework Formation Team, which
was created to help implement the
conclusions of task forces the Fed
had set up to introduce real-time
payments. TCH, JPMorgan Chase &
Co., and Walmart Inc. are among the
FPC’s 19 founding members. Chris-
tensen is a senior vice president at
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the Johnston, Iowa-based Shazam
debit network, an FPC sponsor.

For now, the group is taking a
pragmatic approach to the question
of the Fed’s possible involvement.
“The Fed is one key stakeholder,’
Christensen says. “We’re going to
bring together organizations that
want to achieve the goal of faster
payments. Whether [it’s] an opera-
tor or not, we'll work with the Fed.”

THE LAST MILE

Still, not all banks are frozen in

place waiting for a decision from
the Fed. TCH in June announced it
had signed FirstBank, a $19-billion
asset bank based in Lakewood,

| still have that aspirational
goal to get there by 2020!

—LOU ANNE ALEXANDER, GROUP PRESIDENT FOR PAYMENTS,

“Our comment [to the Fed] is that
its RTGS is not needed, we're actually
serving the market,” says Ledford.

But if the question of when ubiqg-
uity will arrive is uncertain, so is the
very definition of the term. “Ubiq-
uity is one of those easy-to-say
words, but certainly not all agree
on what it means,” notes George
Warfel, a payments consultant who
served on the Faster Payments Task
Force, and a former columnist for
Digital Transactions. “If ubiquity
means any place anybody can buy a
hamburger anywhere in the world,
you've got a huge problem.”

Some in the industry measure the
approach to ubiquity by the number
of all bank accounts that can handle

authenticating in real time before
you hit the send button,” says David
Barnhardt, executive vice president
of product at Giact Systems LLC, an
Allen, Texas-based vendor of fraud-
prevention technology.

Systems like the one TCH has
built rely on a credit-push model,
which can contain risk because
it’s not possible for malefactors to
use debits to suck funds out of vic-
tims’ accounts. “A credit-transfer
system has fewer ways you can be
defrauded than a debit-transfer
system,” says Ledford. “And we've
learned a lot about how to authen-
ticate online and mobile accounts.”

The FPC’s Christensen sees this
as the model for the real-time

‘Whether [it's] an operator or

not, we'll work with the Fed’
~KEVIN CHRISTENSEN, ACTING EXECUTIVE DIRECTOR,

EARLY WARNING SERVICES LLC

Colo., for the RTP platform. And
in May, it proved it could attract
small banks by recruiting Hudson,
Mass.-based Avidia Bank, which at
$1.6 billion in assets ranks around
number 400 among the nation’s
financial institutions.

How many more will go with TCH
remains to be seen, though Ledford
promises that “others are in the
pipeline.” Critics say one reason the
Fed decision will be important is
that small and mid-size banks are
hoping the regulator will offer a
competitive offset to TCH, particu-
larly on pricing. But TCH makes no
bones about its stance, promising in
its FirstBank announcement “flat”
pricing to all comers “regardless of
size,” and no “volume discounts” or
“minimum volume” requirements.

real-time transfers. Early Warning,
for example, looks at the fraction
of U.S. demand-deposit accounts
capable of sending funds instantly.
Right now, that’s about 68%, Alex-
ander says.

“I still have that aspirational
goal to get there by 2020,” she says.
By “there,” she means 80% of DDAs.
“I'm optimistic,” she adds. “It’s not
real easy. It’s the last mile.”

A VARIEGATED DEFINITION

One factor that could make recruit-

ment for real-time payments “not
real easy” is the fear that faster pro-
cessing also could bring faster fraud.
The window for authenticating
receiving accounts, experts say, is
fleeting. “It’s all about verifying and

U.S. FASTER PAYMENTS COUNCIL

industry. “Most payments are going
to be credit push,” he says. “Not to
say down the road there can’t be
debits, but this is a first step.”

That may help reassure some FIs
sitting on the fence. But among some
observers concern remains that the
much-vaunted 2020 goal is steadily
slipping into the realm of impracti-
cality. Observers like Warfel, though,
counsel a more detached approach.
“Ubiquity gets defined by the mar-
ket,” he says. “We’re much closer to
a variegated definition, an option of
instant payment when you need it.”

For others, such pragmatism may
be fine, but for now a dose of urgency
would be appreciated. “The time for
waiting is over,” says TCH’s Ledford.
“We need to have every FI in the coun-
try on a faster-payments system.” @)
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SPONSORED CONTENT

A TALK WITH PAYSAFE

The following is an interview conducted by Bob Jenisch
Publisher of Digital Transactions with Denise Tahali of Paysafe.

While Paysafe has roots dating over 20 years,
particularly in Canada and Europe, can you
describe Paysafe's strategy in the U.S.?

Over the past five years, we have significantly
expanded our footprint in the U.S. market with
several key acquisitions including Merchant's Choice
Processing Solutions and iPayment. Now a top-5
non-bank processor in the U.S., we're focused on
our partners; helping resellers and developers drive
incremental value for their businesses by offering an
unparalleled suite of payment solutions and value-
added services designed specifically for SMBs. We also
have a dedicated team focused on helping Financial
Institutions attract and retain customers through our
robust suite of value-added product solutions.

What do you consider to be Paysafe’'s most
significant value proposition for Agents and ISO's?
We have a tagline, Plug into Paysafe, and | think that
is speaks really well to the value that ISOs and Agents
receive when they partner with us. We're a one-to-
many relationship with a wide array of incremental
specializations including petroleum, high-risk, and
integrated payments. And that's in addition to the
actual products and services we offer, which range
from point-of-sale to cash advance and pretty much
everything in between.

How can Paysafe support and facilitate all of these
unique verticals and portfolios?

| mentioned our one-to-many philosophy, which

is really about offering our partners flexibility and
choice and building customized programs to meet
their business needs. In order for us to provide the
breadth of options we do; we have multiple processor
and bank relationships; expanding the options for
partners to ensure that they have the right structure
to support their individual needs. We also have
subject matter experts in each of our core verticals,
complimented by a dedicated team of partner account
and support managers.

Seems like Paysafe truly understands what
Agents and ISO's are looking for—how popular
are financial products and value-added services
to your partners?

It's funny because sourcing and product commer-
cialization weren't core to this space 10 years ago,

but now it's our respon-
sibility to sort through the
chaos and partner with
or build products that
enable our partners to be
hyper-competitive in the
market and provide them
with the opportunity to
increase the value of their
portfolio. Solutions like
Paysafe Capital™ or Paysafe Pay Later™ do just that
and they are hugely popular with not only our part-
ners, but also with the merchant customers as well.

How much is Agent/ISO training, partner support
and business enablement emphasized in Paysafe's
U.S. operations?

| alluded to it earlier, but with vastly expanded prod-
ucts and services, we have also invested significantly
in our partner support efforts. We now have regular
live and on-demand product trainings, dedicated
partner support teams, and a team of relationship
managers. For growing agents, we also offer services
like appointment setting; booking local appointments
for agents to help them build their respective
customer-base.

Anything specific you're hearing from your partners
that they want to resell?

Many of our Agent and ISO partners are transforming
into more VAR-like businesses and also actively
pursuing ISV relationships. And for others, they're
looking to monetize their portfolios with residual
buyouts. In either case, we're here to help and

have programs for both. In terms of new products,
consumer lending at the point-of-sale, which we
offer through Paysafe Pay Later, is becoming

more and more popular as well as small business
bundles and stickier solutions that truly help SMBs
manage and grow their business. In today’s space,
we're all focused on a much more consultative sale
than ever before and, for us, that's is what's most
exciting about the future.

Paysafe:




Merchants pay more,
issuers pay less, and
schemes benefit.

HOW MERCHANTS GOT
STUCK WITH CARD FRAUD

The history of battling
fraud within rules set
by the card networks

has been a somber
one for merchants.
And the picture isn't
likely to brighten
any time soon.

IT USED TO BE when a merchant
got an authorization—an approval
from a card-issuing bank resulting
from a request by the merchant—the
merchant got paid. Not any more!
After squeezing as much money
as possible out of merchants by
charging them excessive, supra-
competitive interchange fees and
shifting most of the burden of net-
work overhead from issuers to mer-
chants, it evidently occurred to the
networks (some of which are issu-
ers themselves) that helping issuers

sy MARK HORWEDEL

Mark Horwedel is strategic
consultant at CMSPI.

get rid of one of their biggest costs,
fraud losses, was virgin territory.
Most of us recall the days when
merchants could legitimately expect
to be paid when they received a posi-

tive response to an online payment-
authorization request—or, before
that, a positive response to a phone
call to the issuer. All the merchant
had to do was to simply check the
hot-card list to make sure the name
on the prospective buyer’s card was
not on the list.
Things got better when all trans-
actions were authorized online,
guaranteeing that every trans-
action—big or small—got
checked by the issuer prior
to authorization or denial.
The prevailing wisdom was

that the issuer is in the best position
to make an informed decision on
whether or not to authorize the
transaction. So, in the event of fraud,
the issuer ate the loss.

PSEUDO-STANDARDS

One exception was mail-order/

telephone-order purchases, in which
the merchant actually sold goods
by mail or by phone to its custom-
ers. For these so-called MOTO pur-
chases, the merchant was required
by the card schemes to pay higher
interchange and accept the risk that
the cardholder wouldn’t pay.

While there may have been some
logic to this, it’s hard to see any
justification for charging the mer-
chant a higher rate when the mer-
chant was taking the risk of not
being paid!

Over time, MOTO transactions
were replaced by Internet trans-
actions. Unfortunately for Inter-
net merchants, the old MOTO para-
digm—higher interchange coupled
with accepting the risk of not being
paid—was transferred to Inter-
net transactions. No doubt, issu-
ers rejoice as more and more pur-
chases occur on the Internet. They
get paid more for doing less!
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Another development, PCI, came
intoplayin the early2000s. According
to its Web site, “The PCI Security
Standards Council is a global forum
for the industry to come together
to develop, enhance, disseminate,
and assist with the understanding
of, security standards for payment
account security.”

In reality, PCI does not func-
tion as a forum for the indus-
try to come together. Instead, it is
a closed body through which the
global card schemes exercise com-
plete dominion. The same is true of
EMVCo, for that matter. Most of the
“industry” is excluded from voting
on the pseudo-standards published
by EMVCo and PCI. Only the global
schemes get to vote.

Merchants, consumer repre-
sentatives, regulators and other
“industry” stakeholders can pay
handsomely to come and voice
their grievances, but they can
also be ignored or summarily dis-
missed. Blatantly, many of the net-
works are also issuers, which pro-
vides them with every motivation

to shift fraud, and the costs of
preventing fraud, from the issuers
to the merchants.

ABUMS RUSH

Contrary to conventional (though

somewhat contrived) wisdom, the
coming of EMV to the United States
actually hurt rather than helped
merchants with respect to fraud-
related expenses. Although mer-
chants were required to pay for most
of the costs to move to EMV, issuers
received almost all of the benefits.
EMV has undeniably reduced
the losses associated with counter-
feit fraud, but that cost was largely
being borne by the issuers, not the
merchants. The rushed EMV time-
lines in the United States (for exam-
ple, four years compared to nine
years in Canada) predictably—and
likely intentionally—led to mer-
chants getting stuck with fraud
through an associated liability shift.
This shift occurred when issu-
ers converted to EMV cards but
merchants had not yet converted
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to EMV at the point of sale. While
it sounded reasonable, it was not.
The costs and complexities for U.S.
issuers to move to EMV pale in
comparison to the costs and com-
plexities borne by merchants.

This bum’s rush has been the
bane of merchants, but it was exac-
erbated by a chargeback fest that
created a huge windfall for both
the issuers and the card schemes.
The issuers were able to transfer to
the merchants one of their biggest
costs of operation, that is, fraud,
while the schemes collected fees to
process the deluge of chargebacks.

Overnight, a completely new
industry was created to help mer-
chants cope with the chargebacks,
which the merchants again, of
course, had to pay for.

NIT-PICKING [5SUERS

Finally, unsuspecting merchants

were shocked to discover (even
after they thought they were EMV-
compatible) that the testing and
certification process was faulty,
leaving them liable to nit-picking
issuers that could lean on liberal
chargeback rules to dump even
more chargebacks on merchants.
More recently, the two major
global card schemes unveiled plans to
overhaul their chargeback platforms.
As usual, scheme spokespeople hail
their plans as adding efficiency, cus-
tomer service, and merchant econo-
mies to the payments ecosystem.
Frankly, we are suspicious that
the final result of this latest move
will be a continuation of the pat-
tern of history in which merchants
pay more, issuers pay less, and
schemes benefit by having created
another revenue stream. @
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With solutions for retail, ecommerce, and specialty merchants, partnering with
Humboldt Merchant Services is the natural way to grow your portfolio. Leverage our
new Sales Partner Portal to review merchant processing and residual data and more!
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Specialized Multi-currency A full suite of A boutique client
chargeback reporting. conversion. anti-fraud services. experience.

Make the switch. Join the 25-year industry leader today.
855.767.0685 | HBMS.COM

Industries we specialize in:
Adult Content - Bail Bond Issuers - Business Opportunity - Buying Clubs - CNP Tobacco - Dating - Direct Marketing
E-Cigarettes - Firearms & Ammunition and many more
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