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~~online payments 

are the focus of furious 
entrepreneurial activity. 

A few new systems have 
deep-pocketed backers, 

while many others 
are being proffered 
by small companies 

hopeful that their 
platform will become 

the next PayPal:' 
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The Inevitability of 
Alternative Payments 

Scarcely do bankers convene at a payments conference without casting a 
wary eye on some non-bank company or another trying, in theu· view, to 
hom in on theu· turf. More often than not they bemoan the interloper and its 

potential to drail1 traffic and profits out of the payments business. This has been 
going on at least since PayPal became a serious player by comering the online 
auction trade, and the sentilnent is less productive now than ever. 

That's because there are a lot of potential Pay Pals out there these days, with yet 

more only in theu·larval stage. We've docmnented 21 of them in om cover st01y 

struting on page 28. Bankers who view electronic payments- and especially the 

consumer's demand-deposit account, which fonns the basis for so many of the 
newer altemative models- as theu· private preserve have much to bemoan now. 

But just as makillg Pay Pal Public Enemy No. 1 didn' t stop that online juggemaut, 

meetil1g in conference to figm·e out how to stop the Revolution Cards and the 
Mazoomas won't have much effect either. 

To begill with, banks have themselves to blame, largely, for this pickle they're 

in. Theil· insistence as card issuers on propping up interchange rates on credit and 

signatme debit cards, and on promoting the more lucrative signature debit card 
over the PIN debit card, has flung open a world of hmt . Not only has it brought 

down the wrath of merchants and possibly regulators, but it has also given entree 

to a host of non-bank entreprenems who think they can relieve merchants' pain by 
processing payments on the cheap. 

Perhaps some can. The more ilnportant point, though, is that banks can gain 

more from getting on top of this trend than from silnply demonizing the entre­
prenems. Some of the altemative-payment players are openly inviting banks to 

partner with them. Steve Case, who helped popularize the Intemet by fotmd­

ing America Online, told an audience of mostly bankers last month at NACHA 

Payments that his Revolution Card will shake up payments. But he also said he's 
looking for bank partners to issue the card. 

Meanwhile, NACHA itself has a pilot running for Secme Vault Payments, a 

system by which consumers can pay online merchants by accessing theu· online­
banking programs. SVP by defmition is bank-controlled, and offers bank pattici­

pants interchange income, to boot. And Moneta, though a non-bank company, is 

seeking bank partners and offering to shru·e transaction revenues with them. 

Not all such propositions will make sense. Case, for example, was curiously 
silent about how banks will benefit financially from issuing Revolution Cards. But 

openness to altemative payments makes more sense than knee-jerk hostility. 

John Stewart, Editor-in-Chief 
john@digitaltransactions.net 
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Merger Fever Rises in Processing processors and another company that 
has expanded through acquisitions. 
Fisetv bought bill-pay leader Check­
Free Corp. in 2007. Banks to processors: "There are just 

too many of you guys." 

That's the distilled thinking about 
the planned, $2.94 billion acquisi­
tion by Fidelity National Infonna­
tion Services Inc. (FIS) ofMetavante 
Teclmologies Inc. The stock deal 
will create a bank- and payments­

processing giant with $5 billion in 
combined revenue and a vast array 
of products in evetything from core 
banking services to credit, debit, 
and prepaid card processing, elec­
tronic bill payment, check imaging, 

and emerging technologies such as 
mobile payments. 

To simplify their operations, the 

banks and credit muons that are the 
chief customers of FIS, Metavante 
and many other processors want to 

deal with fewer providers, according 
to an analyst who closely follows the 
processing industry, Gwenn Bezard. 
"Banks are asking ... for greater con­
solidation of vendors," says Bezard, 

research director at Boston-based 
Aite Group LLC. 

At an April 1 conference call 
annmmcing the deal, executives of 
both FIS and Metavante seemed to 
acknowledge that market signal. While 
both have bought other companies, 
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FIS has been especially acquisitive, 
having bought such prominent pro­

cessors as eFunds Corp. in 2007 and 
Cettegy Inc. in 2006. Lee A. Ken­
nedy, president and chief executive, 
said that with Metavante, his bulked-

Revenues (2008) $3.4 billion 

Core processing 
customers 

Cards processed 

1,400 

164 million 

"It's a great deal," says Steve Mott, 

a payments researcher and consultant 
based in Stamford, Conn. "Now you 
have somebody who has the bulk to 
compete against Fisetv." 

$1.7 billion 

850 

80 million 

Other 
Owns the former 
Certegy and eFunds 
processors. 

Processes 259 million bill 
payments annually; owns the 
NYCE EFT network and the 
Endpoint image network used 
by 6,000 financial institutions. 

up fum would be better able to com­
pete with the likes of tech giants IBM 
Corp., Hewlett-Packard Co., and Ora­
cle Corp., which he said may have 

their eyes on fmancial processing. 
Many observers also see the 

merger placing the combined com­
panies in a stronger position to com­
pete with Brookfield, Wis.-based 
Fisetv Inc., the biggest of the core 

Suurce: Fidelity National Information Services, Metavante 

Jacksonville, Fla.-based FIS and 
Metavante, which is based in Mil­
waukee, apparently had been talk­
ing for months. In Metavante, FIS 

is getting a processor with 850 core 
processing customers, that pro­

cesses more than 80 nlillion debit 
and prepaid cards, and that owns 
the NYCE EFT network. It's also a 
major provider of bill-payment and 
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check-imaging services. "Metavante 

was clearly om number-one target," 

Kennedy said. 

Milwaukee bank holding company 

Marshall & llsley Corp. fotmded and 

grew Metavante but sptm it off in late 

2007, with private-equity fum War­

bmg Pincus LLC taking a 25% stake. 

That same year, Metavante f01med 

Monitise Americas LLC, a mobile­

banking fum, as a joint ventme with 

Britain's Monitise PLC. 

Driving the deal were the pos­

sibilities of one processor offering a 

long list of complementary products 

attractive to financial institutions as 

they emerge from the recession, and 

the ability to take out an estimated 

$260 million in annual costs tlll'ough 

elimination of redtmdant products and 

facilities, combinations of processing 

platforms in some cases, and a whit­

tling of suppliers. "A major portion of 

the benefit, before the revenue syner­

gies kick in, is all driven by expense 

take-out," Kennedy said. 

The risk is flubbing the com­

plex integration task after the deal's 

expected third-quarter close, a risk 

Kennedy said both companies are 

prepared to take because of their 

successful integration of previously 

acquired companies. "It's a matter of 

getting the organization committed 

and focused on this," Kennedy said. 

The combined company will be 

headquartered in Jacksonville but 

headed by Metavante's chailman and 

chief executive, Frank R. Martil·e, 

who will have the titles of presi­

dent and chief executive. Kennedy 

will become executive chail·man and 

spend most of his time overseeing 

the cost-cutting efforts. About 20% 

of the company's revenues will come 

from international operations, most 

from the FIS side. 

Technology-Not Age­
Drives Mobile Banking 

As with any new technology, the 

young are presumed to lead the way 

with mobile bankil1g and payments. 

And the yotmger you are, ilie more 

likely you are to use yom mobile 

phone to move money around. So 

goes the conventional wisdom. 

NACHA Payments conference last 

month in Orlando, Fla. ''Nothing cor­

related by age at all." 

So surprised were Brothers and his 

team that they re-ran their cross-tabula­

tion programs tlu·ee times, only to an1ve 

at the same result "Everything cotTe­

lated by device-it didn't have anything 

to do with age," Brothers said. 

In the firm's survey, a group of 

279 constwers were broken down by 

How Handset Technology Influences Usage 
(%of users performing mobile bill pay, by type of phone) 

Touchscreen 111111111111111111111111111111111111111111111111111111111111111111111111111111111111111. 
PDA 21% 

Not so, says some recent research. 

It turns out constwers' propensity to 

use mobile devices to conduct bank­

ing ftmctions depends on the sophis­

tication of the device, not on the con­

stwer 's age, ilie research says. More 

specifically, mobile users equipped 

with iPhones or oilier touchscreen­

enabled smart phones are far more 

likely to use ilie devices for mobile 

fmancial services than are users with 

ordinary cell phones or even devices 

with ftdl keyboards. Age, it seems, 

doesn't matter. Technology does. 

Surprised? So are the research­

ers. " It was not om mental model 

corning into this how much this tied 

out by device," Fred Brothers, man­

aging partner at payments consul­

tancy eCom Advisors, said in a pre­

sentation of eCom's research at the 

Source: eCom Advisors 

fotu· age groups, matme (bom between 

1930 and 1945), Baby Boomers, Gen 

X, and Gen Y. The groups were shown 

photos of fom types of handset: flip 

phones, so-called candy-bar or stick 

phones, non-touchscreen PDAs and 

smrut phones, and touchscreen PDAs 

and smatt phones. Wiili this defini­

tion of devices, each respondent was 

asked about the type of phone he or she 

owned and his or her likeliliood to use 
ilie device to petform mobile banking. 

Though Brothers and his col­

leagues expected results showing a far 

stronger interest among Gen Y respon­

dents, the results indicated that mobile­

banking adoption is fru· more likely to 

be dtiven by the availability of sophis­

ticated handsets with touchscreens. 

For the entire group, 14% said they 

had used mobile banking in the past 30 

May 2009 • digitaltransadions • 9 Pg.9 



days, with 7% doing mobile bill pay­

ments. For the group using touchscreen 

smart phones, however, those percent­

ages soared to 41% and 21%, Broth­

ers said. "The device is clearly the 

enabling technology [for mobile bank­

ing]," Brothers told his audience, refer­

ring to iPhones and other such devices. 

Some smatt phones are "smarter" 

than others when it comes to inducing 

mobile-banking usage. Indeed, smatt 

phones like the iPhone are about twice 

as likely to stimulate mobile-banking 

usage than other smatt phones that 

rely on full keyboards rather than 

touchscreens, Brothers told Digital 
Transactions News, a sister publica­

tion of Digital Transactions. 
Some banks are apparently already 

seeing the effects of this conelation 

to device. Of the 2 million customers 
using Bank of America Corp.'s mobile-

banking service, some 41% log into 

the service from an iPhone, Brothers 

rep01ted, even though Apple Inc. only 

introduced the product in June 2007. 

The implication, said Brothers, 

is that as the price of touchscreen 

phones- and the cost of associated 

data plans-declines, the greater 

availability of the devices will drive 

rapid mobile-banking adoption. "This 

is going to happen faster than a lot of 

folks believe," Brothers noted. 

Stirrings in the Decoupled 
Debit Business 

You say you haven't heard much about 

decoupled debit lately? You're not 

alone. The idea of issuing a debit card 

that can access funds at another bank, a 

notion that rocked the payments indus­

by nearly two years ago, has been 

eerily silent for about a year. 

Fans of decoupled debit needn't 

fret, though. It may soon be mak­

ing waves again. An executive with 

Tempo Payments Inc., a non-bank 

processor with the only consumer­

oriented, network-branded product 

on the market ctmently, said last 

month the company plans to la1mch a 

new product soon. 

"We've been in stealth over the 

past year, but we'll issue a new prod­

uct in July with decoupled debit at 

the core of it," said Anthony Rueb­

ner, vice president of business devel­

opment at the San Mateo, Calif­

based company, in a presentation at 

NACHA Payments. 

Speaking to Digital Transactions 
News, Ruebner said he is tmable to 

Simply grow your 
sales to a new level 
with: 

Simply Deposit™ your rem o te deposit solutio n 
- sp ecifically desig ned for small business. At 
ROM we recognize the importance of partnering 
with independent sales organizations, so we're 
offering the most competitive program with the 
best value in the industry. ROM offers not only 
industry leading products but a complete range of 
services and support that will simply enhance your 
bottom line. simply deposit~ 

Your Remote Deposit Solution Benefits of Simply Deposit 
Simple customer sign up 
Easy to use with little or no customer training 
Online access to deposits and check images 
No ACH requirements due to Image-only 
processing 

Why Choose ROM? 
Technological expertise in Remote Deposit 
Capture 
Trusted brand name a nd partner 
Full service provider 

To Learn More Simply visit our website at 
www.simplyd eposit.com or c all: (800) 567-6227 ext. 345 
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give any details about the product. 

But it would represent the ftrst major 

development in the decoupled-debit 

market since the credit crisis that 
erupted last year forced bank execu­

tives across the country to rewrite 

business plans and shelve pilots and 

projects across the board. 

Capital One Financial Corp., 

which sttumed bankers by introduc­

ing a MasterCard-branded decoupled 

product in 2007, has quietly shuttered 

its once-ambitious operation. "We 

decided to discontinue our decoupled 

debit product late last year," a Cap 

One spokesperson says via e-mail. 

"The decoupled debit pilot was one of 

many tests that Capital One conducts 

to analyze product and consumer 

interests. While we saw a munber of 

positive test results that could be the 

basis for a product in the futtrre, we 

do not believe the results merit further 

testing in today's market." 

Cap One's entry in the market 

excited substantial interest not only 

because of its marketing prowess but 

also because its new product was 

widely seen among banks as a threat 

to their bread-and-butter demand­
deposit accounts. A decoupled debit 

card links to a checking account held 

at a bank other than the entity issuing 

the card. Transactions clear through 

the automated clearing house. 

So now, with Cap One's exit, have 

the banks put decoupled debit out of their 

misery? Some obse1vers argue it's a big 

setback. "That's not good," says Gwenn 

Bezard, research director at Aite Group 

LLC, Boston. "Capital One pulling out 

is not great news for that space." 

But he cautions against writing 

any obittraries yet. For one thing, the 

concept is still so new that very few 

constuners have had a chance to try it 

out. "When so few people have tried, 

it 's hard to know if it's an execution 

issue or a strategy issue or an opera­

tion issue," notes Bezard. "It is too 

early to say if the product is flawed." 

And there are signs of success in 

certain niches, such as Pay Pal Inc.'s 

decoupled debit card for small busi­

nesses, issued by JPMorgan Chase 

& Co. "In regard to that, you could 

say decoupled debit is a success," 

Bezard says. 

Now Tempo, whose roots in decou­

pled debit go back to its Debitman 

days, says it is seeing encouraging 

results with so-called open-loop prod­

ucts. These are cards that Tempo 

either issues on its own or with a bank 

partner and that bear the MasterCard 

logo. Tempo data indicate merchants 

One terminal 
that does it 

~ RDMI SYNERGYII 
~ 

Now PC/ PA-DSS Validated! 
all. 

ROM SYNERGY II utilizes ROM's best of breed 
technology advancements delivering the perfect 
solution for Electronic Check Conversion (ECC) 
and Remote Deposit Capture (ROC) Check 21 
transactions, as well as credit, debit, EBT and 
loyalty/gift cards. 

Benefits of ROM SYNERGY II 
Easy to use 
Accept all forms of non-cash payments 
No PC required. Ethernet/modem communication 
Single or dual-sided imaging capabilities 
Multi-application and multi-merchant support 
POP, BOC, and Checlc 21 Processing 
Certified with many major credit and debit processors 

To Learn More simply visit our website at 
www.rd mcorp.com/synergy or call : (800) 567-6227 ext . 345 
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operating an open-loop system issue 

50% more cards than like businesses 

using closed-loop cards. Monthly 

transactions, meanwhile, jump from 

3.7 to 13.3 on the same comparison. 

The cards, which can be 

cobranded by merchants, typically 

cany rewards that encourage usage 

by cardholders. The reward rate on a 

Tempo card is 0.5% per transaction, 

compared to no more than 0.1% on 

a traditional, signature-based debit 

card, according to Ruebner. That has 

helped drive transaction volume up 

to 161 transactions per active card 

per year, according to Tempo data. 

Tempo's bank partner is HSBC 

Retail Services, which issues a Tempo­

supported card tmder its OptiPay brand 

for merchants like CVS Caremark 

Corp. Ruebner refuses to break out 

Tempo's volume between the HSBC­

related activity and that which is 

Tempo-direct. The company is seeking 

Letter to the editor 
Hi John: 

more bank partners, but cuiTent condi­

tions in banking have made that job a 

tough one. "What with the economy 

being what it is, innovative new prod­

ucts are not top of mind," he told 
the conference audience. ''That's why 

you've seen decoupled debit go quiet." 

More Than One Path 
to Faster ACH Clearing 

Back in March, the Federal Reserve 

Banks said it was time for faster set­

tlement of certain automated clearing 

house transactions, and it set in motion 

a plan that in about a year would allow 

banks to clear these payments on the 

same day they're entered. 

Not all payments expe1ts, though, 

are enamored of the Fed's plan. And 

now at least one has offered an 

alternative proposal that he says 

I read your piece ["What good is PCI?" March] with interest. 

I am glad you too recognize the [Payment Card Industly] data-security stan­

dard as the strongest defense against attacks on our payment systems. The 

PCI Security Standards Council continues to asse1t that maintaining a security 

program that incorporates ongoing compliance, with the DSS at its fotmda­

tion, remains the best line of defense against potential data breaches. 

Tllis is suppo1ted by the fact that to date. card brands rep01t that no entity 

that has been breached has been compliant with the PCI DSS. Your asse1tions 

about Hannaford and Hea1tland are premature. While forensic investigations 

are stilltmder way at some of the latest breaches, it is fair to say that this fact 

continues to hold tme. 

The "checkbox" mentality you point out remains a problem. IT orga1lizations 

must approach their security strategies holistically. It is not good enougl1 to 

seek ce1tification. then let your compliance rep01t gather dust for another year. 

Securing customers' payment data is a round-the-clock, all-year-long job. 

Regards 

Bob Russo 
General Manager 
PC/ Security Standards Council 
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will accelerate clearing times with­

out the threat to banks he sees in 
the Fed's idea. 

Danne Buchanan, chief executive 

ofNetDeposit Inc., a Salt Lake City­

based payments-software vendor and 

unit of Zions Bancorporation, says 

ACH debits should be posted on the 

same day by fmancial institutions if 

they are received by 8 p.m. Actual 

settlement would occur by 10 a.m. 

the next day. 

This schedule, which Buchanan 

says simply follows the practice used 

in check clearing, contrasts with cur­

rent ACH practice, which calls for 

next-day posting and clearing. But 

it also contrasts with the Fed pro­

posal, under which debits would clear 

the same day if received by 2 p.m .. 

The Fed plan, which is vohmta1y for 

banks, is set to be implemented by the 

second qua1ter of2010. 

Buchanan argues the Fed proposal 

would deprive banks that receive 

ACH debits of a day's worth of inter­

est income on the cleared ftmds. His 
plan, he says, would allow banks to 

hold on to that income by posting on 

the same day but not clearing until 

the next morning. 

Meanwhile, under the Fed plan 

the originating banks get the ben­

efit of the accelerated float, Buch­

anan argues, which they will promptly 

negotiate away in bidding for the 

business of corporate clients. "It will 

destroy the value within the payment 

system," he charges. 

Richard Oliver, executive vice 

president at the Federal Rese1ve Bank 

of Atlanta and the Fed's product man­

ager for retail payments, cotmters that 

the Fed proposal will let receiving 

banks save a day's worth of interest 

by posting debits earlier to their cus­

tomers' accmmts. 

The Fed nlight offer pricing as 

pa1t of its plan that would compensate 
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receiving banks for the interest income 

they would give up, though Oliver 

stops short of confirming this. “We 

are examining what type of pricing 

approach will do the most to further 

the service,” he says. 

Both Buchanan’s plan and the Fed 

proposal address growing concern 

in the ACH network with so-called 

direct-send arrangements between 

banks. Under these agreements, banks 

handle ACH items directly in bilat- 

eral exchanges, bypassing the ACH 

network and any risk controls the 

network might have offered. 

The arrangements also have the 

potential to drain revenue out of the 

network, critics say, as the trading part- 

ners avoid network fees. Meanwhile, 

they say, transaction costs rise as fewer 

payments flow across the fixed-cost 

network. “When you bypass the ACH, 

transactions become invisible to the 

world,” says Buchanan. “You can’t get 

a network view any more.” 

No one knows just how much 

direct-send traffic there is. “It’s hard 

to estimate that,” says Oliver. “But it’s 

a substantial number, and there could 

be more to come.”’ Many view Pariter 

Solutions LLC, the common process- 

ing platform announced last year by 

Wells Fargo & Co. and Bank of 

America Corp., as the latest and most 

prominent outgrowth of the trend 

toward bilateral exchanges. 

The idea of speeding up settle- 

ment on the ACH network, if even 

just for debits, is attracting increas- 

ing interest. At a recent conference 

sponsored by NACHA, the regulatory 

body for the ACH, Buchanan and Oli- 

ver presented their rival proposals— 

and debated their merits—in front ofa 

standing-room-only crowd. DT 

  

Credit Card And E-Banking Web Transaction Indexes 

Following are the Keynote Credit Card Web Transaction Performance 
Index and the Keynote E-Banking Web Transaction Performance Index. 

The Keynote Credit Card Web Transaction Performance Index mea- 
sures the performance and availability of going to a selected credit 
card site and logging in to conduct the appropriate intended actions 
and checking in or signing out. All measurements are taken from the 
10 largest U.S. metropolitan areas (Boston, Chicago, Dallas, Detroit, 
Houston, Los Angeles, New York, Philadelphia, San Francisco, and 
Washington, D.C.) on high-speed links attached to key points on the 
largest U.S. Internet Service Protocol (ISP) backbones. 

The Keynote E-Banking Web Transaction Performance Index shows 
the total execution time and success rate for logging into an account 
and checking the account balance on selected Internet banking sites. 
The sites included in the index were selected based on publicly 
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Credit Card Web Transaction Performance Index 
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Rank by Speed (seconds) 

  

   

E-Banking Web Transaction Performance Index 
Week starting April 6, 2009 

  

available market-share information published in The Wall Street 
Journal and other reliable industry sources. 

Data for these indexes, supplied each week by Keynote Systems 
Inc., San Mateo, Calif., reflect performance for the most recent 
week available before the production deadline for this issue, as 
well as rankings for the three previous weeks. Sites from these lists 
may be removed from weekly published results due to insufficient 
data points for a particular week. For other weeks the site was 
removed, its ranking will be indicated as “DNR”—did not rank. 
For more information on the methodology behind the indexes, 
visit www.keynote.com. For more complete statistics for the 
weeks indicated, go to www.digitaltransactions.net, click on "Web 
Transaction Performance Indexes,” and click on the hyperlink for the 
week you're interested in at the bottom of the page. 
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Security Notes 

Why Payments Must Shore up Its Defenses 
Gideon Samid • Cideon@ACSgo.com 

n munerous hiding places tlu·eat. It is this attention and focus that would allow us to spot 

arotmd the world, some vety vulnerabilities and tmderstand how they can be exploited by 

smart and wily people are om adversaries. It should be directed from management. The 

asking themselves: ''How can we payoff would be profotmd. Anyone who thinks deeply about 

exploit America 's digital vulner- strategic tlu·eats ends up with greater insight into his own sys­

ability?" The answer could well tem. Insight leads to innovation, efficiency, and profits. 

be: attack its payment systems. The We need to think about prevention and to contemplate 

U.S. Navy, Air Force, and Marines cotmter action and damage control. In some cases that I have 

are powerless to protect om payment dynamics. More and been involved in, two transaction partners exchanged a secret 

more of om goods and services are powered by a cotmter flow one-time pad large key to be invoked in case the prevailing 

of electronic ctuTency. If an enemy paralyzes om payment sys- ciphersystem is suddenly compromised. And yes, this always 

tern. he paralyzes om shipments of necessruy merchandise. happens suddenly and without waming. The ready-key will 

Om digital payment system is superficial in the sense allow the prutners to use preset c01rummication protocols 

that it is close to the surface of the lntemet. Efficiency con- without any fear of exposing their transactions to a third patty. 

cems dictate that merchants, processors, and banks all keep h1 other cases supplier and customer established an emer­

their valued databases just a query away from a stray surfer gency credit to allow for supplies to flow without intemtption 

latching on to the system from anywhere in the world. A even if the transaction network breaks down. 

typical transaction quickly queues up in one central place for h1 yet other cases, procedmes for ad hoc paper cunency 

authentication. Knock out this node, and evetything piles up marked with ctyptographic stamps have been devised to allow 

waiting, choking the system. payment to happen even if an electromagnetic super-shock dis-

Incremental contamination of om databases is another abies all the computer chips in town. Strategic emergency plan­

looming threat. I have seen secret, alanning estimates of ning led one merchant to think about what a well-connected 

how many people there are in various databases with credit malcontent insider could do. This led him to see a stmcttu·al 

scores, payment histories, and character dossiers-only vuh1erability, which he has cmed by a protocol that required 

these "people" don't exist! multiple individuals to effect cettain critical changes. 

Size efficiency creates centralization, which in hllll Strategic emergency plamling is an excellent exercise 

engenders vulnerability. A greater and greater ratio of our for yom own people to do. h1 my experience, outsiders are 

digital transactions are ptmched in tlu·ough fewer and fewer liable to be too superficial because they can always point 

large merchants. The processor commtmity has also consoli- to some weak points without really delving into yom sys­

dated to a few giants, and the few major credit cru·d compa- tem. Their compensation is independent of how many weak 

nies have had no serious competition for years. spots they find, so why bother? Also, consultants will tend 

What is won1some is that these big disaster scenat1os to fmd vulnerabilities for which they have a remedy to sell 

are dealt with in think tanks and academic instittttions, and you, meatling they will overlook or de-emphasize set1ous 

there they stay. The major players in the digital-transactions problems for which they don't have a solution. We find that 

realm ru·e too busy with their daily affairs, with yesterday's strategic emergency planning is a perfect work item for yom 

bit-player hacking scandal. We are not cognizant of those recently retired professionals on a consulting basis. 

thousands of ambitious, detennined, well-ftmded, and vety There are a lot of disadvantaged people ru·otmd the world 

clever ene1nies who think day and night about how to spot who resent the advantaged life they see in America. Some of 

om vulnerabilities and exploit them. these envious people are ve1y smatt. They adapt. They are 

What evety player in the payment networks should do is iimovative. And they ru·e dangerous. We can't afford to be 

to allocate tune and attention to thinking about this strategic caught asleep at the switch. 
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Electronic Payments 
Aim for Critical Mass 
in Transit 

Karen Epper Hoffman 

The growing adoption of electronic payments for fare collection on 

buses, trains, and taxis means new opportunities for acquirers and 

card networks, but technology and pricing still present hurdles. 

C
ontactless payment is on the 
move, in more ways than one. 

Not only is the number of 
contactless cards growing rapidly­
MasterCard Inc. annotmced in March 
that 50 million MasterCard PayPass 
cards were in issue worldwide at the 
end of 2008, double the number out­
standing in 2007- but also transit 
agencies are increasingly adopting the 
payment technology. 

Further, public transportation 
agencies are starting to look beyond 
the closed-loop, transit-only cards or 
tokens that they have issued for years. 
Some transit agencies are embracing 
the use of general-purpose payment 
cards and even near-field communi­
cation (NFC) cell phones for payment 
on their buses, trains, and subways. 

"More and more agencies are 
implementing fare collection with 
smart cards; that 's been the big trend 
in fare collection," says Sandy Thaw, 
head of the transit initiative for Visa 
Inc. "And they're realizing they don't 
need a whole separate se1vice." 

'Long-Term Vision' 
Indeed, transit authorities in cities 
such as New York, Boston, Atlanta, 
Los Angeles, Salt Lake City, and San 
Francisco have either implemented 

or piloted the use of mainstream 
contactless payment cards or fobs 
for their riders. And many more cit­
ies, including Cincinnati, have issued 
requests for proposals to develop 
an electronic fare-collection system, 
according to Thaw. 

The financial tmderpinnings 
of this new sector have yet to be 
clarified- and may indeed drive card 
networks and acquirers to adjust their 
expectations in temlS of interchange 
fees and co-developing infrastructure. 
But eventually, proponents say, transit 
may become the market that boosts 
contactless payment from an under­
utilized component of the bank card 
to one that 's used daily. That could 
make a transit-enabled payment card 
the favorite one in a rider's wallet. 

Craig Roberts, manager of tech­
nology program development for the 
Utah Transit Authority, began con­
templating the use of electronic fare 
collection nearly four years ago. At 
the time, he was aware of various 
transit agencies, many outside the 
States in London or Hong Kong, for 
example, using contactless payment. 

" It seemed the advantage was 
speed and accuracy, and we wanted 
to explore it," Roberts says. "Plus, 
we didn't have a legacy system for 

fare collection that we would have 
to replace." 

In recent years, buoyed by the 
availability of contactless card read­
ers and PayPass and Visa payWave 
bank cards, Robe11s led the UTA to 
develop a fare system that accepts 
major-brand contactless cards, as well 
as two of its own electronic passes, 
Eco Pass and Ed Pass. The proprieta1y 
cards, Roberts says, are mainly issued 
to promote the use of mass transit 
among Salt Lake City-area ski visi­
tors and college students, and offer 
steep discotmts. The UTA manages 
and settles these transactions. 

Ctmently, UTA has 520 buses 
outfitted with card readers in the front 
and back entries. Utah's light-rail line, 
Trax, which 1uns commuter train ser­
vices, also takes contactless payment. 

Visa has worked with the UTA. 
And, according to Thaw, the develop­
ment here, as in other cities, is two­
fold: getting transit agencies to accept 
contactless payment, and then encour­
aging more issuers in the local market 
to offer these tap-and-go cards. "Om 
long-te1m vision is that instead of 
developing their own closed system, 
these [agencies] become merchants 
on the VisaNet system," Thaw says. 

'Killer App' 
That's a common desire among 
card networks, issuers, and acquir­
ers alike, given that mass transit is a 
wide-open market dominated by cash 
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Make Some Noise. Be Different. Stand Out From The Rest. 

Ingenico’s unique dual Thunder, 
transaction security, speed | 

yoster Chip technology and its innovative engineering takes 

‘dependability to a new stratosphere. With awesome processing 

) and optimized, robust design, Ingenico’s new Telium 2 product line 

More Secure 
Ingenico puts security first in its Telium 2 design, which 
utilizes deeply embedded security within the chip design, 

virtually impossible to uncover. 

Dedicated “Booster” chip manages security sensitive areas of 
terminal including software authentication, tamper detection 

circuits display, keyboard, MSR, Contactless and Smart Card 
readers. 

Booster chip features a PCI PED2 Approved, EMV compliant, 
32-bit RISC crypto-processor for turbo boosted speed 
(50 million instructions per second) and superior fire walled 
security protection. 

More Opportunities 
Having the fastest, most versatile and secure terminal 
available today is only relevant if you can make use of all 
these features. That's why Ingenico has created its 
Transaction and Business Solutions product offerings. 

We can provide you with the power to drive your business 
through our terminals. With estate management, transaction 

management, connectivity management and rapid 

development tools such as Incendo Online, ingenico can 
improve the way you transact business in today’s stormy 
business environment. 

More Powerful 
With thunderous power, the Telium 2 line of Ingenico 
transaction terminals operate at lightening speeds of up 
to 500 million instructions per second. This translates into 

the fastest application processing speeds in our industry. 

With faster EMV transactions, faster check-outs, and faster 

service, your biggest bottle neck will be filling the orders. 

With this much power, multi-application issues dissolve, 
and opportunities arise. Put the power of Thunder to work 
for you and deafen the competition. 

More Reliable 
Telium 2 products have been performance engineered to 

reduce components by 50 percent, resulting in awesome 

reliability and improved ruggedness. 

One touch and you'll feel the inherent quality, the internal 
strength that dwells within every Telium 2 product we make. 

Built-in: 

+18 Ips thermal printer 
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payment. First A.tmapolis Consult­
ing Inc. pegs the annual U.S. transit 
market- including parking, taxis and 
limousines, and tolls, along with mass 
transit- at $40 billion. Transit thus 
represents a large, steady, and grow­
ing strean1 of transactions. 

Earlier this year, the Alnerican 
Public Transportation Association 
(APTA) rumounced that public trans­
portation ridership in 2008 had risen 
to its highest level in 52 yeru·s. Despite 
decreasing gas prices and increasing 
job losses toward the later half of the 
year, Alnericans took 10.7 billion trips 
on mass transit- a 4% increase over 
the number of trips taken in 2007. 

Alld perhaps it 's not surprising 
that two markets where light-rail rid­
ership increased by double-digits were 

Salt Lake City (12.3%) and the state 
of New Jersey (10.9%), where main­
strerun contactless payment is already 
afoot or tmder development. 

Pradip Mistry, vice president 
for engineering at Cubic Corp., 
the San Diego-based developer of 
fru·e-collection systems, sees ten'ific 
future opportunities for transit agen­
cies to let riders use their cards on tran­
sit systems outside their home cities. 
Alongside transit agencies leveraging 
the contactless systems put in place 
by banks, he sees more systems adopt­
ing the contactless fare media standard 
(CFMS), as Los Allgeles and Miami 
are doing, with Cubic technology that 
eventually will let transit users in one 
city or state use the srune application to 
pay fares on other systems. 

Card Payments Go Airborne 

The skies are becoming much friendlier to the payment card industly. 
While mass u·ansit chugs fmward into electronic payment, the 

airline industry also is expanding its acceptance of cards for onboard pur­
chases. So far, Southwest, Frontier, JetBlue, AirTran, Midwest, Virgin 
A.tnerica, and Alaska airlines have all nixed cash payment on flights, 
requiring passengers to pay by credit or debit card for their food, bever­
ages, entertainment, and exu·as. 

The so-called "cashless cabin" u·end is catching on with more and 
larger carriers. Since late 2008, US Airways has tested card payments on 
about 600 flights, though it still accepts cash. Alnerican Airlines, which 
had tested the use of card-only payment, allllotmced that this stmm1er it 
would go cashless on domestic flights and flights between the U.S. and 
Canada. United Airlines has also said it would replace cash with card pay­
ments on all of its domestic and several of its foreign routes. 

Why are card payments taking off? Airlines like cards because they 
save their over-taxed crew members fi:om having to make change or man­
age cash, which has to be stored in hotel rooms in the case oflayover flights. 
Also, card payment tends to boost the amotmt travelers spend. In a typical 
transaction, the flight attendant swipes the cru·d in a po1table te1minal; u·ans­
actions ru·e submitted into the card networks after the plane lands. 

Alison Croyle, spokeswoman for New York City-based Jet:Blue Air­
ways Corp., which has been accepting card payments in its cabins since 
October 2007, describes the move as going "extremely well. It's such a 
hassle-free way to purchase alcoholic beverages, headsets, pillow and 
blanket sets. It 's just a better experience." 

Croyle adds that the revenue from on-board purchases doubled in one 
week after latmching card acceptance, which initially was liinited to the 
purchase of alcoholic beverages. 
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Nonetheless, Mistry believes 
that while more agencies are moving 
toward the adoption of contactless 
brulk cards for payments, there will 
be a combination of bank card and 
prop1'ietary systems developed here 
for at least the next two years. Cubic 
helped pioneer the use of closed­
loop contactless transit payments 
in Washington, D.C. more than a 
decade ago. The company cunently 
has 60,000 of its readers installed 
worldwide in at least 17 markets. 

Alld, in some cases, transit 
authorities are leapfrogging past con­
tactless cards and jumping right into 
what some experts believe will be 
the ultimate way to pay in transit: 
mobile. Early last year, some 230 
riders on the Bay A.t·ea Rapid Transit 
(BART) rail in San Francisco par­
ticipated in a four-month pilot. In the 
test, which ended last May 30, riders 
were encouraged to use their NFC­
outfitted Samstmg cell phones to 
tap-and-pay their way into any one of 
BART's 43 stations. Test participants 
included processor First Data Corp. 
and contactless reader and software 
vendor ViVOtech Inc. 

NFC-enabled handsets contain a 
special chip that can communicate 
over a very short range--typically 
about 4 centimeters- to establish a 
link with another NFC device, such 
as a point-of-sale reader. The chip 
interacts with the phone 's operat­
ing system and with an elecu·onic 
wallet in the phone contai.rling card­

accotmt details. 
The project's sponsors leamed 

valuable lessons about riders using 
mobile payment, and also about using 
a contactless u·ansit application along­
side other payment applications. Par­
ticipants not only used their devices 
to pay for 9,000 rides on BART, they 
also used their handsets to pay for 
meals at Jack in the Box fast-food 
restaurants via a proprieta1y prepaid 
application embedded in the phone. 

Tom Savage, vice president of 
business development for Mobile 
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Couunerce Solutions at First Data, 
says that the pilot provided "a lot of 
leaming about enhancing the prepaid 
platfom1. We all agree that mobile 
payments are coming, and the feed­
back is that the product is durable. I 
think thi.s is going to be the killer app 
on the mobile side." 

Even in the taxi and limousine 
market, whi.ch has been adopting 
contactless in markets such as New 
York City and Las Vegas, mobile 
payment is also being tested. About 
35 cab companies in 31 locales, 
including Los Angeles, San Diego, 
San Francisco, and the Silicon Valley, 
are offering passengers the option of 
paying via BlackBeny or iPhone 
smart phones with an application 
from RideCharge Inc. 

Using the application, passengers 
can book and pre-pay a taxi ride using 
their BlackBeny or iPhone. Sanders 
Partee, president of Alexandria, Va.­
based RideCharge, would not say 
how many taxi rides are paid through 
RideCharge, but says the munber is 
doubling month over month. 

Writing off Investments 
Cubic's Mistry sees several advan­
tages ultimately weighing in favor 
of mobile payment for transit, par­
ticularly the security that is already 
inherent in mobile applications and 
the ability to add value to prepaid 
accounts wirelessly without having 
to visit a point-of-sale device to top 
up. While adoption may be slow in 
the short term, since so few phones in 
the U.S. are NFC-compatible, once a 
majority of cell phones are enabled 
in a few years, this form of payment 
will be used more frequently for tran­
sit, he predicts. 

Whether by phone or by card, pay­
ments ptmdits agree that mass transit 
likely will be a tremendous sector 
for contactless payment growth. But 
bank card acquirers and issuers will 
reap more benefits if they are willing 
to supp01t the transit agencies, some 
obsetvers say. 

In a March blog, Bmce Cun­
diff, senior analyst at Javelin Strat­
egy & Research, cited ViVO tech's 
announcement of integration with 
Cubic, the transit-systems developer, 
as a significant step forward for con­
tactless acceptance, issuance, and for 
transit itself. 

electronic payments may be com­
plicated by variables involving cost 
and control. "Are [transit agencies] 
hesitant about how to go f01ward? 
Yes," says Mattin Schroeder, APTA's 
senior program manager of rail and 
energy programs. "They're afraid of 
being locked into a system." 

'We all agree that mobile payments 
are coming, and the feedback is 
that the product is durable: 

"Card acceptance at transit is a 
big motivator for issuers," Cundiff 
said in his blog post. "It 's a market 
that is both high profile and also 
potentially lucrative for transaction 
volume. Thi.s could defmitely setve 
to motivate issuers to ramp up con­
tactless issuance." 

But for many transit agencies, 
the decision to begin accepting 

Long before contactless bank cards 
had entered ilie market, big-city transit 
agencies implemented their own closed­
loop payment systelllS using magnetic­
stripe cards or transit-only contactless 
cards, such as New York City's Metro­
Card and Los Angeles's Transit Access 
Pass (TAP). These syste1ns, expetts say, 
likely cost in tl1e tens of millions of dol­
lars to build and supp01t. 
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Now that there are more contact­
less cards in the market, and a bevy 
of technology providers and proces­
sors to support them, agencies can 
more easily offload the development 
and management of these payment 
systems to outside parties. But for 
many, that choice means giving up 
some control. 

And for some, it also means poten­
tially writing off recent investments 
in proprietary systems. Los Angeles, 
for example, developed its own fare­
collection system several years ago 
with TAP. The city "invested a lot of 
money in that se1vice," according to 
Visa 's Thaw. But this year, the city 
will begin piloting a year-long pro­
gram where it adds Visa's payWave 
contactless chip to the card. "They're 
looking for ways to increase the value 
to their riders, to get more riders to 
use it," Thaw says. 

Still, Thaw says, "I suspect we'll 
see a lot more of the smaller [transit 

contactless payment was much less 
than the proprietary route. "Om inten­
tion is to piggyback on their infi:a­
structme and standards," he says. 

First Data's Savage believes the 
metrics of adopting open contactless 

In late March, for example, an 
Illinois state senator introduced a 
bill that would require Chicago's 
vast Metra rail system to accept card 
payments for tickets. But accord­
ing to local press reports, Metra 

agencies] opting to go with a contact- A contad/ess card reader at a Utah Transit Authority light-rail station. 
less bank card, since they don't have 
other investments to wony about." 

Rethinking Fees 

For the agencies that did not choose 
to build their own, there is still the 
issue of ceding some control of their 
payments system to the card net­
works, and also of discotmt rates, 
the largest component of which is 
the acquirer-to-issuer transaction fee 

payments systems will va1y greatly, 
based on the investments the agency 
has already made as well as the size of 
the se1vice area. "What works for the 
New York MTA is going to be ve1y 
different for Cincinnati or smaller 
properties," he says. 

And penetrating transit agen­
cies, whether they're large or small, 
may also require acquirers and card 

1What works for the New York MTA 
is going to be very different for 

Cincinnati or smaller properties: 
called interchange. Acquirers pass 
that fee on to their merchants. 

Robe1ts of UTA chose to go the 
open bank card route because contact­
less payment cards were beginning to 
emerge, because it offered the agency 
opportunities for cross-promotion 
with banks, and also because the 
cost to build and supp011 mainstream 
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networks to rethink their fee struc­
tures if they want to gain traction 
in a new market with such a regular 
and growing base of transactions. 
Interchange, which is set by Visa 
and MasterCard and continues to stir 
controversy among merchants, likely 
will be in the sights of this new card­
acceptor class. 

doesn't take cards because of the 
processing fees . 

Thaw argues that, when compared 
to the cost of establishing and nm­
ning an independent network, paying 
a discmmt rate would likely be much 
less. As Todd Ablowitz of Denver 's 
Double Diamond Cousulting sees it, 
"If I am spending 8% of eve1y dollar 
to nm my own system, it 's much bet­
ter to pay interchange." 

"The interchange issue is there," 
Roberts admits, "but we also need to 
see that in the context of other fees [in 
a closed system]. But it seemed to us 
that the business case [of an open sys­
tem] made more sense to us." Still, he 
adds that "both Visa and MasterCard 
will have to take a hard look at how 
they charge fees." 

Sulllllling up, Roberts says, 
"We've tried to position ourselves to 
take advantage of a huge investment 
in a broader indusuy . . . but getting 
folks to agree on how to split up the 
money is going to take a while." m 
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If Only Health-Care 
Payments Could Be 
Like Retail Payments 
Lauri Giesen 

Health care is moving, finally, toward systems that tell patients exactly 

what they owe-and process their payment-before they leave the 

doctor's office. Still, despite a flurry of recent developments, progress 

has been agonizingly slow. 

M 
ost patients would not want 
the quality of their health 
care to resemble a retail 

experience. But they might want the 
health-care payment to be treated in a 
more retail-like manner. And health­
care providers certainly would like to 
see that happen. 

In the processing of health care 
claims and payments, one of the big 
buzz words these days is "retailization." 
What that means is that patients know 
immediately after receiving a medical 
procedure how much they owe and 
can pay on the spot--often in an elec­
tronic fmm involving a credit, debit, or 
prepaid card. 

Bringing health-care payments to 
a level closer to the retail world 
"provides one of the biggest oppor­
tunities for improvement in health­
care payments processing," according 
to John Reynolds, president of Mil­
waukee-based Metavante Health Care 
Payment Solutions. 

In a retail environment, point-of­
sale tetminals can automatically read 
the price tag and tell a customer exactly 
how much purchased items cost and 
then charge that amotmt to a credit or 
debit card if the customer requests. 
Even if there is an additional markdown 

not reflected on the price tag, the sys­
tem should know the conect price. 

But that 's not the case in health 
care. Rarely is it known if the patient's 
insurance will pay pa1t of the cost of 
the treatment, and if so, how much. As 
a result, doctors' offices and hospitals 
have to make educated guesses at how 
much the patient should pay or bill the 
patient later- the latter being a very 
costly alternative. 

"In a Nirvana state, there would be 
real-time adjudication," says Red Gil­
len, analyst with Celent LLC. ''Leaving 
a doctor's office would be just like a 
checkout at a retail store. A claim would 
be sent to the payer and there would be 
a response within 10 seconds telling the 
health care provider what the patient 
owes." Then a payment for that amount 
could be completed immediately. 

While such a world is far from 
reality today, there have been strides 
toward that level. At the minimum, 
an estimate of what the patient owes 
can be detennined and the patient can 
approve a payment up to a specified 
amount. When the final ammmt owed 
is detetmined, settlement could auto­
matically be made without sending 
the patient a bill or a payment sched­
ule could be established. 

Prompting this desire for real­
time adjudication of patient pay­
ments is the fact that patients are 
paying more of their total health­
care bills, making it more important 
for health-care providers to get pay­
ments quickly from patients . 

"In the old world, where evetyone 
had a $20 copay, it was not difficult. 
The $20 would be charged to a credit 
card," says Ed McLaughlin, senior vice 
president of bill payment and health 
care for MasterCard Worldwide. 

That's why payment companies, 
including MasterCard and Visa Inc. 
and their member banks, spent a lot of 
time in the past working to get health­
care providers simply to accept credit 
cards to handle what were generally 
small, but certainly well-defmed, pay­
ments at the time of setvice. 

Now, though, that emphasis has 
changed. "In the Inid 1990s we focused 
on broad acceptance of our card," 
says Stacy Pourfallah, senior business 
leader for Visa. "But over the last two 
to three years, we've been focusing on 
working toward real-time payments." 

An example of that new focus is an 
alliance announced recently between 
Visa and Canollton, Texas-based Pre­
fened Health Technology Inc. (PHT), 
a provider of electronic payment and 
transaction-processing setvices for the 
health-care industry. The alliance will 
use PHT's A-Claim technology sys­
tem, which enables health-care pro­
viders to verify insurance eligibility, 
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