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After a series of regional tests that began in the fall of 2012, Kohl’s launched its tender-neutral loyalty 
program, Yes2You Rewards. The launch of this program is notable given Kohl’s highly... More

First Annapolis monitors monthly and annual movement in stock prices and market capitalization for 
companies across the payments value chain. Observations for December 2014 are reflected in... More
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In the wake of several high-profile data breaches, major merchants are re-focusing on how to secure 
their point of sale systems. There are many tools in the data security toolkit, but two of the core... More
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First Data has expanded on its Clover Station point of sale (POS) product suite with the announcement 
at Money2020 of Clover Mobile. Clover Mobile is a tablet-based POS solution that builds on... More
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The price point that an acquirer must present to sign a new merchant is falling and falling dramatically in 
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As the only two fleet card issuers currently publicly owned, FleetCor and WEX financials provide a lens 
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Themes On Our Radar in 2015

By Ben Brown

The payments industry is going through a multi-year period of disruptive 
change. Not only are payments companies reacting to positive and negative 
forces – shrinking revenue pools, increasing regulation, changing customer 
behaviors, the growth of digital commerce, technical change, and more – but 
outsiders also continue to try to enter and re-shape the business. With that in 
mind, we gave some thought to the most notable events of 2014 and what we 
are watching in 2015.

As we looked back, a number of events rose to the top as particularly notable:

1. Data Breaches: It seems like there was a merchant data breach on the 
front page of The Wall Street Journal every month in 2014. The scale and 
frequency of card breaches over the past year was unique as hackers 
compromised hundreds of millions of cards used at major retailers. These 
events made payments a C-level issue for merchants and also changed 
the narrative around EMV. Executives stopped talking about delay (of the 
October 2015 liability shift) and started talking about defense (against 
sophisticated hackers). 

2. Apple Pay: Apple announced its eagerly-anticipated but closely-guarded 
mobile payment service in September. In some ways Apple Pay mirrored 
much of what Softcard and Google had done before but it was also a 
showcase of new technology: network-standard tokenization, biometric 
authentication, and deep iOS integration for in-app payments. (Each 
of these technologies deserves its own mention, but we can cheat by 
pointing just to Apple Pay.) The level of influence Apple was able to exert 
on industry stakeholders was unprecedented. It is very early, but Apple 
Pay could be the watershed event needed to stimulate mobile payment 
adoption at both the consumer and merchant level.

3. Interchange Reform: Interchange continues to face headwinds around 
the world. The European Commission proposed strict limits on debit and 
credit card interchange in Europe (0.2% and 0.3% respectively) while Visa 
and MasterCard volunteered to reduce credit card interchange in Canada. 
These moves will eliminate billions of revenue worldwide, require creative 
rework of products and partnerships, and ensure that interchange remains 
a topic of debate in the U.S.

4. Payments IPOs and Investments: A number of fintech companies went 
public, including peer lender Lending Club, alternative business lender On 
Deck Capital, and the Chinese e-commerce giant Alibaba. These are not 
small IPOs: Lending Club’s $10 billion valuation puts it on par with top-40 
banks and Alibaba’s $25 billion listing is actually the largest IPO – ever. 
These firms are just the leading edge of a wave of new players challenging 
legacy business models with the tailwind of venture capital and private 
equity interest. Firms such as Square, Stripe, Adyen, and others closed 
funding rounds at multi-billion-dollar valuations. 

5. Banks Move to Silicon Valley: While the need for digital innovation is 
no surprise to anyone, we saw a notable increase in Bay Area innovation 
labs and investments as financial institutions double down on innovation. 
American Express, Capital One, RBS, First Data, Vantiv, and others staffed 
up in the Bay Area this year. FIs also made a number of notable deals, 
including BBVA’s purchase of the direct bank Simple and, on a different 
note, Capital One’s acquisition of design firm Adaptive Path. These deals 
foreshadow where the market is likely to evolve in the future: more M&A by 
established firms to buy up innovators and boost their digital capabilities.

We expect more excitement to come in 2015 and beyond. Events from this 
year (or years past) will play out, new players will emerge, and the industry 
will continue to position for the future. The following ten themes are top of 
mind for us in 2015: 

1. EMV in the USA: EMV mandates in the U.S. gain some teeth this year. 
Starting in October, whichever party does not support chip cards will bear 
increased chargeback liability. Some groups estimate we will see 500 
million more chip cards flood the market in 2015, but consumer education 
hasn’t really begun yet. How will issuers train consumers to dip their 
cards? Will they promote mobile wallets and contactless alongside EMV 
under the banner of “next generation payments”? Will the banks rely on 
merchants to steer consumers? Clearly, there is a lot of work to be done 
on the EMV front in the U.S and time is short.

2. Data Security and Identity: EMV is only one part of the journey to a 
more secure payment system. The broader question of how to stop data 
breaches, reduce card fraud, and secure digital commerce is a red hot 
discussion. There are already lots of tools here – point-to-point encryption, 
tokenization, 3-D Secure, biometrics, device fingerprinting, etc. – but 
staying one step ahead of hackers and fraudsters is a constant challenge 
on which many players are focused, as demonstrated by Experian’s $324 
million acquisition of 41st Parameter in late 2013.

3. Mobile Payments: Apple Pay’s U.S. launch reset expectations around the 
potential for NFC, established a benchmark for partnership economics, 
and introduced new security protocols. (That said, it remains to be seen 
how consumer and merchant adoption will truly ramp.) In other news, 
Amazon released Login and Pay with Amazon. In 2015, Apple Pay is 
likely to expand to new markets and the desktop Web, the major retailers’ 
CurrentC payment system should launch, PayPal is set to spin off from 
eBay, the European service Klarna will enter the U.S., and all indications 
are that Facebook is working on adding payments to its messaging 
products. We expect several chess moves among wallet players such as 
Softcard, Google and alternative payment schemes like LevelUp as they 
position to win in what is highly developmental market. 

4. Cryptocurrency: After several years incubating in niche use cases, 
Bitcoin caught the public (and investor) eye in 2013. The value of a Bitcoin 
skyrocketed and entrepreneurs worldwide laid plans for cryptocurrency 
startups. A lot of these ventures came to market in 2014, but at the same 
time the industry experienced its share of negative events (e.g., Mt. Gox 
closure, Chinese bans, BitStamp breach) and Bitcoin values remained 
highly volatile. We expect continued interest in cryptocurrency in 2015, but 
fewer calls for Bitcoin to replace the dollar and more focused discussion 
of where the technology is appropriate and useful. And regardless of 
where Bitcoin heads in 2015, it is already having an important impact on 
advancing industry dialogue on making mainstream payment systems 
more efficient and cost-effective.

5. Smart POS: Mobile POS solutions were battered by the press in 2014. 
Wasn’t a mobile card reader supposed to be in every plumber’s pocket by 
2012? Why are traditional POS OEMs and ISVs still in business? Is there 
even a business model in mobile POS? What we saw, though, was real 
progress in next-generation “smart POS” for small and midsize retailers. 
Cloud-based tablet POS solutions have continued to mature and scale; 
see Square’s $6 billion valuation, Revel’s $100 million investment, First 
Data alliances beginning to sell Clover with success, and the wide support 
that players like Poynt and Boomtown have gotten soon after launch. 
We expect some players to break out this year as leading contenders 
to be the “merchant operating system” of the future, which is a huge and 
appealing business opportunity, if these players can carve out a share 
of the merchant market and deliver on broader commerce and business 
software plays.

6. Alternative Lending: Lending Club has taken center stage among 
alternative lenders following its IPO but there are many other platforms 
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and players worth monitoring. Players such as AvantCredit significant 
capital while other peer platforms like Prosper and Zopa are originating 
billions in loans overall. We expect innovative financing models to extend 
into new consumer and small business niches in 2015. These new players 
could also provide a catalyst for innovation across the broader credit value 
chain, allowing players like Orchard Platform (portfolio management), 
ZestFinance (scoring), and TrueAccord (collections) to grow to the next 
level.

7. Marketplaces and B2B Payments: Although not covered as much as 
B2C payments by popular media, there is a lot of activity on the B2B side 
of the industry, from payment facilitators like Kickstarter to supplier portals 
like Taulia to alternative lenders like On Deck Capital. To some extent, the 
vertical marketplaces enabling the “On Demand Economy” and “Sharing 
Economy” (think Etsy, Uber, Airbnb, etc.) are also B2B payment solutions. 
We are watching how these innovators productize and scale payment 
services in 2015.

8. eBay/PayPal Separation: eBay announced that it would spin off PayPal 
in 2015. This should provide both entities with greater freedom to grow. It 
also makes both entities potential targets for strategic buyers. The strength 
of the PayPal brand, its share of on-line transactions, its 157 million active 
users, and its global reach are quite compelling.

9. Alipay and Interregional Commerce: Alipay is China’s largest digital 
payment service with more than 500 million active accounts, which makes 
it about four times the size of PayPal worldwide. And yet few in North 
America or Europe know much about it. We expect that will change in 2015 
as Alibaba positions Alipay as the best way for Western merchants to sell 
to Chinese consumers, a strategy which it has already begun to pursue 
with deals like its $200 million investment in ShopRunner, the e-commerce 
logistics player run by former PayPal president Scott Thompson. 

10. Wearables and Connected Devices: The launch of the payment-enabled 
Apple Watch in spring 2015 should be a catalyst for interest in wearables. 
And wearables are just a facet of the “Internet of Things”, in which everyday 
devices are computerized and network-connected. Futurists love to talk 
about the fridge which can automatically order groceries – and enabling 

the automated, unattended payment behind these experiences will be an 
interesting challenge. 

11. Beyond 2015: While this is a top-10 list of sorts, it would be remiss of us 
not to break the rules a little to talk about themes likely to play out beyond 
2015. One is real-time ACH, another technology (like EMV) that will be 
old hat in Europe by the time it arrives in the USA. Nine of ten industry 
professionals surveyed by ACI think it will happen here by 2019. Real-
time ACH will be a painful transition but it will be a valuable platform for 
innovation once in place, as it has been in Europe as the underpinning of 
new payment services like Zapp. The second theme is orienting to serve 
Millenials. Millenials are a bigger and more diverse generation than the 
Boomers and even the youngest Millenials (born in 2000) will soon be 
financial services consumers. These consumers prefer digital channels, 
seem slow to use revolving credit, and lack many of the brand allegiances 
of their parents. Capturing the attention of Millenials will require a unique 
approach but it could move share in the industry. 

Some of the themes discussed here will percolate in 2015 while others may 
take a while longer to develop. But these trends are broad and meaningful. 
Innovation is no longer about just one topic, nor is it a question of whether 
competitive norms will change – only when. 

It is important for payments stakeholders to have a clear vision of the future 
and a strategy for how and where to engage in the market’s evolution. Some 
players will try to lead the market through internal product development. 
Others will experiment with investment, incubation, and partnership strategies 
to engage with outside innovators. Many will likely hang back, participating in 
innovation only once it has reached a critical mass. Each of these strategies 
has its own risks and no one strategy is right for everyone. At First Annapolis 
we are excited to continue guiding our clients through these interesting 
challenges.

For more information, please contact Ben Brown, Senior Consultant, 
specializing in Credit Card Issuing and Payments Innovation,  
ben.brown@firstannapolis.com.

Pressure on New Merchant Pricing in the U.S. Acquiring Industry

By Marc Abbey

The price point that an acquirer must present to sign a 
new merchant is falling and falling dramatically in the 
very segments most acquirers would consider their 
sweet spots. It is not a news flash that the acquiring 
business is becoming more competitively intense, nor 
is it surprising this competition is visible in key metrics. 
Nevertheless, the degree of compression apparent in 
recent First Annapolis research is remarkable. In the 
recent past, the net spread (e.g., gross revenue less 
interchange and payment network fees divided by sales 
volume) for newly signed merchants was 60% - 70% 
of the net spread of merchants already on acquirers’ 
books, a ratio that has deteriorated badly in the last 
two years. Vintaging – the proportion of merchants 
that are new vs. old – is one of the key metrics driving 
top line performance, and acquirers whose portfolios 
are disproportionately represented by new merchants, 

Source: First Annapolis Consulting analysis.

Figure 1: New Merchant Net Spread as a % 
of Existing Merchant Net Spread 

2011 - 2014
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By Frank Martien

We are currently in a historically low and sustained credit loss 
environment for consumer credit cards in the U.S. market; 
but to what degree and for what duration is this sustainable?

To address the question of degree, common wisdom 
suggests credit cards are a cyclical business with a perpetual 
series of undulating ups and downs in credit losses. What’s 
different about the current cycle is the formidable impacts 
of several regulations. For example, the Durbin Act has 
increased financial institution focus on promoting credit 
cards for transactors and for everyday spend. Meanwhile, 
the introduction of several recent regulations, along with 
continual CFPB oversight, has reduced the ability for issuers 
to market to, originate, and profit from consumers currently 
residing in new to credit or credit challenged segments. We 
believe the above regulatory impacts and other factors have 
not only been a significant driver of the current low credit risk 
environment but potentially also a moderating factor for credit 
loss increases in future cycles.

To address the question of duration, we may be nearing a 
point of inflection marking the end of declining credit loss 
rates and the potential for stable or moderately rising credit 
loss rates. To analyze this question more closely, via SNL, we identified 18 
financial institutions for which, as of 3Q 2014, managed consumer credit card 
loans were equal to or greater than 50% of such institutions’ total managed 
loans. Figure 1 shows the total provision for loan losses expense for these 

Tracking the Leading Indicators – Loan Loss Provisioning for Credit Card Banks

banks since 2005 as well as net charge-offs (i.e., gross charge-offs minus 
recoveries).

During the period from 2005 to 2009, the amount of the provision was 
greater than net charge-offs, which would result in a net increase in the 

Source: SNL Financial.

Figure 1: Loan Loss Provision Expense vs. Net Charge-Offs - 
annualized % of balances

either due to rapid growth or attrition of 
the base, will have much worse revenue 
performance, other things equal.

The other side of the story, of course, has 
always been that acquirers have been able 
to mitigate this problem through portfolio 
management tactics that have involved 
selling additional services to the base and 
re-pricing segments of the base. Industry 
events like the Durbin Amendment and 1099 
requirements have helped maintain overall 
margins, as well. However, we consider this 
equation a little tenuous – the downward 
migration of interchange plus pricing and 
the level of experimentation with bundled 
discount rates and flat rate/flat fee pricing 
suggests to us the market may not be 
quite so permissive of re-pricing strategies 
looking forward.

The primary ray of light for acquirers, 
however, is the level of inefficiency in the market. The amount of variation in 
pricing for newly signed merchants is enormous, suggesting that acquirers’ 
go to market strategies – their channels, offerings, and sales management – 

can make a world of difference. Go to market strategies will need to make a 
difference, in fact, given the direction of the overall environment.

For more information, please contact Marc Abbey, Managing Partner, 
specializing in Merchant Acquiring, marc.abbey@firstannapolis.com. 

Source: First Annapolis Consulting analysis.

Figure 2: New Merchants Net Spread Variation by Merchant Size
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Kohl’s Rolls Out Tender-Neutral Loyalty Program

By Jeff Kalski and Aaron Mercurio

After a series of regional tests that began in the fall of 2012, Kohl’s launched 
its tender-neutral loyalty program, Yes2You Rewards. The launch of this 
program is noteworthy given Kohl’s highly successful private label credit card 
program, My Kohl’s Charge, currently issued in partnership with Capital One. 
The private label credit program boasts industry-leading credit penetration, 
approaching almost 60% of sales, driven in large part by the integration of 
credit into the company’s retail strategy best exhibited by the use of credit 
event days and introductory credit offers (e.g., 15%-off first purchase). An 
overview of Yes2You Rewards is included in the nearby table.

Kohl’s joins other major retailers offering tender-neutral programs in addition 
to a credit card program, including the TJX Companies, JCPenney, and 
Sears. While each program has its unique positioning, benefits, and customer 
appeal, we have identified a few common themes for successful programs: 

contra asset loan loss reserve 
(“LLR”) held on such banks’ 
balance sheets for each period 
equal to the provision minus net 
charge-offs. When banks incur 
provision expenses in excess 
of net charge-offs, this typically 
signifies a forecast of rising net 
charge-off rates.

Conversely, from 2010 to 1Q 
2014, provision was less than 
net charge-offs, indicating an 
outlook for declining net charge-
offs and resulting in net take 
downs of LLR. In 2Q 2014, 
provision equaled net charge-
offs; and, in 3Q 2014, for the 
first time in nearly five years, 
provision was greater than net 
charge-offs for these banks. As 
such, we may be entering into 
a trough or a potential modest 
uptick in net charge-off rates in 
2015.

To study the data a little closer, 
Figure 2 arrays a subset of 
these 18 banks with at least $1 
billion in managed credit card 
loans over the same period with, for each bank, a calculation of each period’s 
provision expense minus net charge-offs. Figure 2 also shows the same point 
of inflection described above as, for 3Q 2014, the “Combined” line as upticked 
to greater than 0%.

Another observation from Figure 2 would be the relative dispersion of banks 
around the Combined mean. Generally speaking, these banks were in a fairly 
tight pack in 2005 followed by many periods of more pronounced dispersion 
meaning a wide variation of provision expensing relative to net charge-offs 

across banks. More recently, banks were in a tighter pack in 2Q 2014 and 
particularly 3Q 2014, which had the lowest dispersion of any period on this 
graph. Although the notion of any rise in net charge-offs may be unwelcomed, 
a tight dispersion of banks, indicating a high degree of harmonization and 
certainty of outlook across issuers, likely portends a very moderate and 
controlled increase.

For more information, please contact Frank Martien, Partner, specializing in 
Bankcard Issuing, frank.martien@firstannapolis.com.

1. Incremental Value - The most successful tender-neutral programs 
are designed to be incremental to the credit card value proposition. 
Specifically, successful tender-neutral programs provide a differentiated 
value proposition which can be additive to the credit card program, but do 
not exceed or limit the credit card value proposition in any way. Differing 
strategies exist regarding whether tender-neutral programs offer points 
vs. access vs. savings events, but most programs avoid being “either 
/ or” with respect to the credit card and mesh well when the customer 
participates in both the credit card program and the tender-neutral 
program. 

2. Bank Partner - Successful retailers work closely with their bank partners 
to maximize credit card program benefits (and shared economics) and 
carefully mitigate risks associated with the tender-neutral loyalty program 
such as cannibalization of the credit program. Kohl’s, as an example, 
recently called Capital One its “partner on loyalty.”1

Source: SNL Financial.

Figure 2: Loan Loss Provision Expense minus Net Charge-Offs - annualized % of balances
(positive % = increase in loan loss reserve / negative % = reduction)
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First Data Adds Portability to POS Suite with Clover Mobile

By Patrick Carroll and Sepehr Shirzadian 

First Data has expanded on its Clover Station point of sale (POS) product 
suite with the announcement at Money2020 of Clover Mobile. Clover Mobile 
is a tablet-based POS solution that builds on Clover Station, a countertop-
oriented POS product launched by First Data in 2013. 

The two Clover products are designed as all-in-one small business 
solutions that integrate receipt printing, payment acceptance, and business 
management software into one cohesively designed package. Clover Mobile 
is creative in enabling an all-in-one mobile solution by including a wireless 
Bluetooth receipt printer that can be clipped directly to a clerk’s belt for 
portability. Both solutions are NFC and EMV capable to help manage an 
uncertain and evolving payment acceptance landscape for small businesses. 
Clover Mobile, which can be handed to a card holder, fully envisions the self-
service aspect of EMV in certain use cases.

Source: Money2020, First Data press release.

Figure 1: Clover Products

3. Data Collection / Pre-Screen - 
Tender-neutral programs center 
around the powerful data they 
provide retailers. Many retailers use 
their programs as a pre-screening 
tool for credit as well as an important 
way to interact and communicate 
with loyal customers who either don’t 
want or do not qualify for credit.

4. Testing - Kohl’s carefully tested 
its way into the Yes2You Rewards 
program, introducing the pilot 
program to select markets across 
the country before the national 
roll-out. These type of test phases 
provide retailers with learnings that 
include impact on credit, spend lift, 
and customer behaviors in reaction 
to varying offer types or values. 

5. Mobile - As customers become 
increasingly digital, convenience and 
ease-of-use are important for both 
consumer adoption and on-going 
engagement. Kohl’s has integrated 
its loyalty program into its mobile 
application, allowing members 
to access points2 and rewards 
balances within the wallet section of 
the app, and scan their rewards card 
via a barcode at the POS for instant 
redemption. While mobile PLCC 
functionality is currently limited to 
balance information, transaction 
history and payment, there may be 
potential for future POS capability. 

1 On Q4 2013 earnings call.
2 Points accumulated appear in account within 48-hours of purchase online or in-store.

Program Value 
Proposition

• Members earn 1 point / $1 on all spend at Kohl’s channels (100 points 
redeemable for a $5 reward i.e., 5%)

• Eight savings offers per year and birthday reward
• Bonus points given for non-spend activities (e.g., mobile app download, writing a 

product review)
• Points expire 12-months after issue & rewards expire 30-days after issue

Program 
Positioning

• Targeted at Under-Engaged and Infrequent customers; any customer can sign up 
with name, email, phone number, and DOB

• Incremental to the Kohl’s credit card, customers can sign up for both / either
• Credit card offering has additional credit events (12-18 vs. 8)
• Credit card offering has unique acquisition incentive (15%-off first purchase,1 

15%-off coupon with plastic mailer)

Early Indications 
of Success

• 10 million new members since national roll-out on October 6th2 
• ~40% of new enrollees are existing credit customers3

• Management views tender-neutral as a “feeder program into credit” and believes 
it could “augment the credit program…versus hurting it”4 

• “Loyalty customers make 2 extra trips and spend an incremental $80 per year.” 
– Kevin Mansell, Chairman, CEO & President on 3Q14 earnings call

Mobile Integration

• Earn / redeem rewards points at the POS via barcode scan
• View rewards account information, including points / rewards balance, savings 

offers and rewards activity 
• Share / donate points to family members or charitable causes 
• Kohl’s “Wallet” contains a “virtual” Yes2You Rewards card and serves as an 

aggregator of Kohl’s Cash, Yes2You Rewards and Kohl’s Offers for POS 
redemption (no PLCC payment functionality)

1 As of December 2014 (formerly 20%-off first purchase as of October 2014). 
2 Per WSJ article dated December 4, 2014.
3 On Q3 2014 earnings call.
4 On Q2 2014 earnings call.               Source: Company announcements and earning calls.

Figure 1: Kohl’s Yes2You Rewards: Program Overview

For more information, please contact Jeff Kalski, Senior Analyst,  
jeff.kalski@firstannapolis.com; or Aaron Mercurio, Senior Consultant,  
aaron.mercurio@firstannapolis.com. Both specialize in Credit Card Issuing. 
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W3C: Another Player Joins Battle for Payments Standards

By Chris Dickey

In October 2014, W3C, the World Wide Web standards organization, 
announced plans to develop a world-wide payments standard for internet 
payments. So, should you care? It is much too early to say yes, but the 
initiative is an interesting project to monitor since W3C has a clear track-
record of driving marketplace development.

Who/What is the W3C?

W3C is the organization responsible for developing and managing the 
standards that power the internet, such as SSL, HTTP, and HTML. W3C was 
founded and is currently led by Tim Berners-Lee, who is often credited as the 
“inventor of the internet.” W3C is a non-profit organization with 400 members 
including Apple, Google, Microsoft, Facebook, and eBay. 

W3C has a proven track-record of marketplace development. HTML5, 
for example, a new version of the language that powers most webpages, 
expanded the capabilities and usefulness of the language, allowing it to 
replace third-party technologies such as Adobe Flash, which were previously 
required for anyone who wanted to watch movies or play dynamic content.

What is the Payments Initiative?

W3C is increasingly focused on internet commerce as its next domain 
for development with the objective to reduce fragmentation of payments 
standards and to reduce the barriers to enter into the marketplace for internet 
payments. Specifically, W3C notes that its payments standard will cover 
“international low-value remittances, general retail payments, bill payments, 
and utility payments.” The group will initially study the gaps in the existing 
environment and recommend a path forward to fill these gaps (including, for 
example, a focus on mobile wallets, which are clearly hindered by a lack of 
interoperability among standards – HCE, NFC, etc.). 

W3C itself does not resource its developments, but rather acts as an 
association for interested parties to focus and progress the common good. 
The payments initiative is little more than a concept at this point. To date, W3C 
has garnered indications of interest regarding a payments standard from the 
likes of the US Federal Reserve, Target, Walmart, Rabobank, the World 
Bank, PayPal, Google, Microsoft, Orange, Apple, AT&T, Deutsch Telekom, 
and Bloomberg, among others. The next step for W3C will be to organize 
formal support including the resourcing for the advancement of the payments 
project. Thus, any real initiative is years away and faces a series of hurdles 
prior to realization.

For more information, please contact Chris Dickey, Associate, specializing in 
Credit Card Issuing, chris.dickey@firstannapolis.com. 

Like the Clover Station, Clover Mobile leverages an open API and provides 
merchants with an expanding selection of business software applications via 
the Clover App Market. The Clover App Market includes software developed 
by both First Data and 3rd party developers, and supports a range of 
operational tasks spanning order management, inventory tracking, employee 
scheduling, accounting, analytics, loyalty, and others. 

Clover Station and Clover Mobile are the result of a $56 million strategic 
acquisition by First Data in late 2012. First Data is among several leading 
acquirers making investments in tablet POS solutions for merchants. For 

Q3 2014 U.S. Fleet Card Issuer Performance Snapshot

By Brian Rutland

As the only two fleet card issuers currently publicly owned, FleetCor and WEX 
financials provide a lens into fleet card performance. As seen in Figure 1, First 
Annapolis tracks various metrics to analyze the performance of their fleet card 
programs.

FleetCor: FleetCor’s North American revenues increased 35.6% from the 
three months ended September 30, 2013, to $156.3 million in the three 
months ended September 30, 2014. The increase was primarily due to the 
impact of acquisitions completed in 2013, organic growth driven by increases 
in volume and revenue per transaction, and the impact of the macroeconomic 
environment. Revenue per transaction increased primarily due to the impact 
of higher fuel spread margins and the impact of acquisitions completed in 
2013.

FleetCor’s operating margin decreased 1.7% from the three months ended 
September 30, 2013, primarily due to the impact of increased stock based 
compensation expense, the majority of which is recorded in the North 
American segment.

In August, 2014, FleetCor signed a definitive agreement to acquire Comdata 
Inc. from Ceridian LLC for $3.45 billion. The deal closed in Q4 2014 and will 
expand FleetCor’s North American business into the Over-the-Road fleet card 
market and the virtual payments space.

WEX: WEX’s Fleet Payment Solutions revenues increased 5.6% from the 
three months ended September 30, 2013 to $144.5 million in the three months 
ended September 30, 2014. This increase was primarily due to the organic 
growth of the domestic fleet business, growth in the WEX Telematics business, 
growth in the number of fleet customers, additional factoring revenue and 
higher late fees, and international expansion of fuel related products. 

example, Heartland Payments recently released a tablet POS product, known 
as Leaf, and Intuit recently announced plans to release a tablet POS product 
in partnership with Revel at some point in 2015. It is to be seen if more 
acquirers will follow suit in offering their own tablet-based POS solutions in an 
attempt to broaden their suite of payment acceptance products and services. 

For more information, please contact Patrick Carroll, Associate,  
patrick.carroll@firstannapolis.com; or Sepehr Shirzadian, Analyst,  
sepehr.shirzadian@firstannapolis.com. Both specialize in Merchant 
Acquiring.



Best Practices in Securing the Point of Sale

By Ben Brown

In the wake of several high-profile data breaches, major merchants are re-
focusing on how to secure their point of sale systems. There are many tools 
in the data security toolkit, but two of the core solutions gaining prominence 
are point-to-point encryption (P2PE) and tokenization, which in combination 
protect data-in-flight and data-at-rest, respectively.

P2PE encrypts cardholder data at the point of entry, which prevents cleartext 
data from reaching the cash register or back office systems. Implemented 
properly, P2PE not only reduces the chance of a data breach but it also 
significantly reduces a merchant’s PCI compliance burden (from 288 
requirements to only 18).  

Encrypting payment card data may seem old hat but Target and other recent 
breaches show that the details matter. In these cases the card data was 
captured by the terminal, stored unencrypted in short-term RAM memory, 
and then encrypted by software before being transmitted out of the terminal. 
Hackers remotely installed “RAM scraping” malware that was able to copy 
the cleartext card data in that moment before it was encrypted. P2PE uses 
hardware encryption to secure information at the card reader interface before 
any data is stored or transmitted, even within the POS terminal. 

Though the PCI Council laid out specifications for P2PE about two years ago, 
it remains a somewhat uncommon offering on the market. There are only a 
handful of PCI-certified P2PE solutions, including Bluefin and FreedomPay 
in the USA as well as The Logic Group and EPS and Handpoint in Europe. 
Ingenico and VeriFone also offer a solution for their terminals. A number of 
additional “P2PE style” solutions exist with similar functionality but because 
they lack PCI certification, the impact on PCI compliance requirements is 
unclear.

Tokenization is a complementary tool to P2PE. Tokenization replaces the 
payment account number with a reference number to protect data-at-rest. 
The best solutions create form-preserving tokens that look like PANs to avoid 
undermining any business logic in merchant systems. 

In the merchant acquiring context, tokenization means the acquirer (or a 
gateway) stores the payment account number in their validated PCI DSS 
compliant system and provides a reference number back to the merchant. 
When used in combination with P2PE, a merchant’s system remains out of 
scope for PCI but use cases such as split settlement, express checkout, and 
automated returns are still possible. Most U.S. acquirers and gateways are 
providing this type of tokenization today. Tokenization tends to create stickier 
merchant relationships because converting tokens can be a switching barrier, 
though some players like Braintree promise data portability rights, which we 
expect to become a norm over time.

A similar but early stage solution is tokenization provided by the card network, 
where the permanent payment account number is replaced with a temporary 
or limited-use token that can actually be used to process a payment. This 
type of functionality underpins Apple Pay today and could be used to secure 
a merchant’s cards on file in the future but, for now, acquirer tokenization is 
the tool merchants are using to descope their systems and limit data security 
risks. That said, over time, we do see potential competition between acquirer 
and network tokenization, which acquirers should consider in their product 
strategies. 

As data security continues to be a concern for merchants, solutions such 
as encryption and tokenization will move from nice-to-have ancillary services 
to must-have core products. Acquirers should be focused on adding these 
solutions to their product set in 2015, either through internal development or 
partnership with some of the existing solutions in the market today. Those that 
do will be able to realize new revenue streams, lower merchant attrition, and 
a more secure merchant base. 

For more information, please contact Ben Brown, Senior Consultant, 
specializing in Credit Card Issuing and Payments Innovation, 
ben.brown@firstannapolis.com.
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Note: some growth rates may slightly differ from rates seen in the public filings due to rounding.
Source: FleetCor and WEX public filings. 

Figure 1: Fleet Card Issuer Performance Q3 2014

1 FleetCor revenues are for the North America segment only.
2 WEX revenues are for the Fleet Payment Solutions segment only.
3 Charge-Off values are annualized, and represent the entire business. FleetCor charge-offs 
include international business. FleetCor Charge-Off calculation is Write-Offs / the sum of 
Gross Domestic AR, Gross Domestic Securitized AR, and Gross Foreign AR. WEX Charge-Off 
calculation is Charge-Offs / AR.

Fleet Revenue Fleet Operating 
Income Transactions Charge-Offs 

(% of Receivables)3 Operating Margin
Performance per Transaction

Revenue Operating Income

Issuer ($ mil) 
3Q14

Δ (v. 
3Q13)

Δ (v. 
2Q14)

($ mil) 
3Q14

Δ (v. 
3Q13)

Δ (v. 
2Q14)

(mil) 
3Q14

Δ (v. 
3Q13)

Δ (v. 
2Q14) 3Q14 Δ (v. 

3Q13)
Δ (v. 

2Q14) 3Q14 Δ (v. 
3Q13)

Δ (v. 
2Q14) 3Q14 Δ (v. 

3Q13)
Δ (v. 

2Q14) 3Q14 Δ (v. 
3Q13)

Δ (v. 
2Q14)

FleetCor1 $156.3 35.6% 12.6% $78.8 33.3% 15.3% 45.3 4.5% 6.0% 1.9% 27.8% -7.6% 50.4% -1.7% 2.4%  $3.45 29.8% 6.2% $1.74 27.6% 8.8%

WEX2 $144.5 5.6% -0.9% $78.8 34.9% 37.8% 98.5 2.0% -0.1% 1.6% -8.2% -4.8% 54.5% 27.8% 39.1%  $1.47 3.5% -0.8% $0.80 32.3% 38.0%

Sum/Wtd 
Avg $300.8 

19.3% 5.7%
$157.6 

34.1% 25.6% 
143.8

2.8% 1.7%
1.7%

8.1% -6.3%
52.5%

11.7% 18.7%
 $2.46 

20.6% 4.0%
$1.27 

29.0% 16.6%

WEX’s expenses increased in the three months ended September 30, 2014, 
but these increases were offset by increased revenues, resulting in a 34.9% 
operating income increase from the three months ended September 30, 2013.

For more information, please contact Brian Rutland, Associate, specializing 
in Commercial Payments, brian.rutland@firstannapolis.com.
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Figure 1: Monthly Stock Price Tracker

Note: Weighted Averages are based on current market caps.
Source: Yahoo Finance, First Annapolis Consulting research and analysis.

By Collin Bauer

First Annapolis monitors monthly and annual movement in stock prices 
and market capitalization for companies across the payments value chain. 
Observations for December 2014 are reflected in Figure 1. In December, the 
payments sectors that First Annapolis tracks posted mixed results; however, 
all individual sectors performed within two points of the overall market (+0%).

Summary: 

The issuing sector experienced gains of 2% in aggregate and outperformed 
the broader market’s performance in December. Positive momentum in the 
sector was driven by gains from the largest issuers, Chase (+4%) and Bank of 
America (+5%). Due to the falling price of oil, WEX experienced a difficult end 
to the year, posting declines of 13% in December and erasing its prior annual 
gains. The issuing sector, as a whole, experienced gains of 9% in 2014.

The processor / acquirer sector posted overall declines of 1% in December 
and individual performance within the sector was mixed. Large players, TSYS 
(+3%) and FIS (+2%) experienced the most significant gains last month, 
while Global Payments (-7%) posted the largest decline. Despite December’s 
performance, Global Payments experienced overall gains of 24% for the year 
and was 2014’s top performer in the sector. The processor / acquirer sector 
posted aggregate gains of 15% in 2014. 

Visa and MasterCard experienced overall gains of 1% in December and 
increases of 18% and 3%, respectively, in 2014. The network sector as a 
whole posted gains of 12% in 2014 and slightly outperformed the overall 
market.

For more information, please contact Collin Bauer, Associate, specializing in 
Credit Card Issuing, collin.bauer@firstannapolis.com. 

Payments Industry Stock Price Tracker

Companies December 
31, 2014 Month Δ YTD Δ Market Cap 

($Billions)
Issuers

JPMorgan Chase $62.18 4% 7% $230.07 
Bank of America $17.89 5% 15% $188.20 
Citi $54.11 0% 4% $163.95 
American Express $92.77 1% 3% $95.55 
U.S. Bank $44.95 2% 11% $80.46 
Capital One $82.55 -1% 8% $45.90 
Discover $65.49 0% 17% $29.70 
FleetCor $148.71 -2% 27% $12.47 
WEX $98.92 -13% 0% $3.84 
 Weighted Average - 2% 9% -

Acquirers / Processors
FIS $62.20 2% 16% $17.65 
Fiserv $70.97 -1% 20% $17.31 
TSYS $33.96 3% 2% $6.31 
Global Payments $80.73 -7% 24% $5.41 
Vantiv $33.92 1% 4% $4.96 
Heartland $53.95 -1% 8% $1.95 

Weighted Average - -1% 15% -

Networks
Visa $262.20 2% 18% $163.98 
MasterCard $85.99 -1% 3% $95.45 

Weighted Average - 1% 12% -
Market Index

S&P 500 $2,058.90 0% 11% -

Founded in 1991, First Annapolis is a specialized advisory firm focused on electronic payments. Our market 
coverage is international in scope with a primary focus on North America, Latin America, and Europe. In 
total, we have over 70 professionals across our practice areas giving us one of the largest and strongest 
advisory teams focused exclusively on electronic payments.
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