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Payment Option Determinants

1. Consumers and merchants need to be convinced of advantages
over existing payment alternatives;

2. Payment providers must convince consumers and merchants
simultaneously of its benefits to achieve critical mass;

3. There must be an assurance that adequate safety and security
measures have been implemented

Source: “Why Has Stored Value Not Caught On?”
Sujit Chakravorti, Federal Reserve Bank of Chicago

FRB research highlights two key aspects of payment determination:
0 consumer demographics (age, education, income, etc.)
O attributes of methodology (speed, safety, cost, ease of use, etc.)

Source: “The Choice at the Checkout”, 2006 FEDS Series
Borzekowski and Kiser, Federal Reserve Board, Washington DC

Your time is important.
Spend less of it paglng your bill.
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ONLINE NEIGHEORHOOD AUTOMATIC
PAYMENT CENTER PAYMENT © Michael Kasavana
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Did you know?

2005 IPSOS / MasterCard Consumers Payment Study Findings
§ 49% carry less cash than five years earlier
§ 60% carry less than $20 cash

§ 62% use cash less often than five years earlier

2006 MC / PayPass Performance Study Findings
== average credit/debit transaction <$20
o+~ 75% of transactions <$25
o+~ 45% of transactions <$10

Why Consumers Still Like Cash Demand for Debit

A recent ABA/Dove Consulting survey found that more than

% | half of consumers are using cash as much as or more than ‘ Debit outstripped other payment types in average of annual
they were in 2003. The leading reasons they gave: Ry growth rates, 2000-2003
Easy to use || G6% 0 30% Number of transactions
Fast | 57 % m 25 . Value of transactions
Good for small purchases _ 42% : . 20 - | |
Helps them stay on budget - 28% - (5 |
No fees [ 222 4 \
Store accepts only cash - 21% / \ L | |
Gives them control over money - 19% - q 9 I
Keeps money and/or accounts safe - 15% 0
Store prefers cash - 14% -5
No access to other payments methods - 11% Pin debit Si%lg?]ti'ilre Credit cards ACH Check

No reconciliation required . 8% Source: Mercator Advisory Group

© Michael Kasavana
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If there were easler and more secure alternatives to using credit
cards, how much mare would you purchase online?

More than
4100
16% Quantifisd Awerage Annual
Spending Incre ase when offered
Will not !-Pl!ﬂd safer ard more coreenlent
more: 25% payment abemathees: 350

Less tham $100

H o= 38

ek T oo w b reapecsredaed “Mrt sura™
|20 niok s hosm o Inchidad in tha avsrags
€ 206 Iawalin Strategy & Ressarch

&5 an alternative to using your credit/debit card over the Intemet for small purchases,
towhich of the following would you prefer the small purchases be billed?

Lacal phone bill

Broadband account bill

Wireless account bill Over 60% Would Prefer
Phone or Broadband Bllling

Cable/mish TV bill

OtherPlease Specify

200 28w 209 5%
LEEE]
B Thos e W won ld prafar to chiaigs Smial purcaiss amonts

o thear phonie bl wiraks s of brosdband sccount, asdwoukd
5 Pl (TR0 T 0 1 WTEN 0 st o amid saTar Py et medhod

Online Consumer Payment Poll
2006 Annual Survey

JAVELIN STRATEGY B RESEARCH

m The majorty of online consumears
wiould be Inclined to purchase mora
If glven easler and more secura

payment options

W By afour-to-one ratio, mora secure and
mome convenlant payment optlons ara
the overwhealming drivers In motlvating
consumers to make more online
content purchasas

m Mearly twio-thirds of all consumers
would prefer to add small online
purchases to thelr existing
telephone or broadband bills

© Michael Kasavana
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Non-Cash Pawnentﬁ- MI}[, 1979-2003
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Source: Federal Reserve
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Electronic Payments:

Annualized Change in
Percentage Points
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In-Store Payment Mix, 1999-2005

2005-2006 Study of Consumer Payment

100%0 A !
Preferences -- ABA/Dove Consulting
80%
Internet Payment Mix
60% - Prepaid Other
Card/Account 1 g
1%
A0% - Money Order
3%
Paper Check
209%0 - 3%
Internet Check
0%o -
1999 2001 2003 2005
B Cash B Check
® Credit Card m Gift/Prepaid Card*
O PIN Debit B Signature Debit

Change in Cash Usage and Cash Substitutes

Change in Cash Usage Most Frequent Cash Substitute

Mo Change
200u

Papar Check
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E-Payments Surging Worldwide ™
There are more electronic transactions in
Europe and North America, but they are
%rnwing the fastest in Eastern Europe and Asia.
ransactions in hillions
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Deblt on the Net

Consumers will use debit for almost half of all online
purchases by 2010, according to Jupiter Research

13% 14% 15% 15%
—Other
Credit card
42%
W Poer-to-peer
5% N . payments

~ —Debitcard
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The Relative Value Propositions of
Online Alternative Payments

High

Invoici Pin-Debit| < ou
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g Email Payments
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= Consumer Push

- O E-check / ACH

I=

m Moderate

= Growth

5 () Secure Bill Pa

= ! @
Low Growth

{_) Traditional Bank Card

Customer Value Proposition

Saurce: Celen! Analysis

Mote: Blue = Live; Yellow = In Pilot
celent.com
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Consumer_concerns: privacy, security, IIeX|b|||ty,, and c.ontrol nachacom
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Email Payments*~ customers pay*enline usfng'a credlt card, bank accountk
or other form-ofipayment;/an email mvmce [S'sentsas verlflcatlon ‘

— -

NACHA Credit/Push, & cOf&Umers: are.authenticatéd by‘own_banhk.and injtiate

private, seclre electroniC. payments for onlinefund transfers, bill payment,

and purchiaseswia online banking web_sites; consumers view a billing=* :

statement using online’banking andfauthorize bill settlement withs/ACH credit.
| - A e | '

PIN Debit — consumer enters basic,contact information;, swipes‘an ATM. or

[ R T %

Debit.card and enters a PIN code =Y

.

Invoicingy="emailimg of cistomeminvoices (often with an eémbedded payment
Button); customer receives, inveice and clicks buttonste pay |
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The market for e-commerce is growing between 14-25% annually (nacha.com)
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USA Technologies Cashless Survey

Cemparisen Volume Cashless Sales

$1.50

$3.50

$3.00
& s250
E
= 3$2.00 [@ Cradit
El m Cash
5
=

$1.00

$0.50

$0.00

Location types with percentage increase in average ticket

Survey: analysis of 633,120 cashless transactions ($1.2 M) through 500  Coyright 2006, All Rights Reserved

vending machines equipped with an e-Port cashless transaction reader ‘ I F, ! ‘
= B lusatech.com
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J 1. Seli-Service Economy — pay at the pump, ATM machines, self-checkout kiosks, and
r /—- e-commerce exert positive influence on the move to.cashless. “The Internet has become the
world’s largest vending machine

0nsifle grationsi=

=L 2. Machine Interface — implementation'of MDB technology that simplifies the connection of
(\ peripheral equipment to a machine controller board enables less expensive hardware/software
for transaction processing.
3. Competitive Influences — the ability to conduct cashless transactions at convenience
stores and quick service restaurants conditions consumers to expect to use credit/debit cards
to complete simple transactions.

|-.| 4. Processing Fees — the implementation of fixed-transaction fees (5 percent) helps smooth

the cost of transaction processing across a diverse collection of micro-transactions.

5. Communication Fees — the ability to transfer data from machine to ACH or similar
processing centers at a cost of $7-10 per machine per month has also helped facilitate the
attractiveness of cashless payments via wireless communications.
6. Remote Machine Monitoring — the fact that data is being moved from the machine to
a remote processing center will enable the movement of other machine captured data for minimal
or no additional expense.
7. Combination Readers — reduction in cost of hardware for electronic data capture through
a combination reader and/or contactless RFID reader. Given the dedicated bevel location and
applications, a combo unit selves much of the concern for hardware accessibility.
8. Cashless Purchase Habits —with cashless purchasing consumers tend to spend more
and make multiple purchases-Units can be programmed to secure pre-specified credit limits;
number of items purchased, ornumber of transactions per card per machine:
9. MC and Visa Incentives — micro-payment options for credit and debit transactions at
lower costs, without PIN code or signature are further incentives driving implementation.
10. Security — no cash, minimal auditing, redueed fraud, and no stored proprietary data.
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© Michael Kasavana
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“The revolutlon waltlng in the woods IS smartcards!”
Walter Wriston, Formerly of Citicorp/Citibank, 1996
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W | “ Cash is dirty, inefficient and obsolete!”
. James Gleick, New York Times Magazine, 1996 &
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“Until you change the way money works, you change nothing!”

Bernard Lietaer, The Future of Money, 2001
L L i L™ F W ) T E X - Y . T W T oW S e ‘-..r'..-"' :
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1’ ’,‘ “Only ten percent of transactions will be cash by 2020...”

AC Nielsen Research, FastCompany.com, 2006
%:B L W . W e Y N s A N _—

“Digitized money will eventually be embedded in everything
from clothes to people!”
Richard Watson, Global Innovation, The Future of Money, 2006
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“PayPass was specifically designed to replace cash payments
and our data shows that goal is being met!”
Art Kranzley, Advanced Payments, MasterCard Worldwide, 2006
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“You can’t

solve current
problems with
current thinking.
Current problems

are the result of

current thinking.”
- Albert Einstein
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