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The acquiring market has consolidated rapidly over the last 10 years.
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olume has been adjusted based on llancelownershp agreements.
e Nison Report and First Annapols Consuling analysis.

Many of the large acquirers have used acquisitions to fuel growth
and market share increases, with the top 10 U.S. acquirers
now controlling over 90% of the market.
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However, this consolidation trend in the U.S. has slowed in recent
years for several reasons beyond a maturing of the industry.

1. Increasing International Focus: Many of the larger acquirers
have shifted their focus internationally for growth.

Internal Investments: Several acquirers have focused on
implementing or integrating in-house systems to reduce
operating costs.

"Non-Acquiring" Acquisitions: Larger acquirers have
increasingly focused on acquisitions of and partnerships with
non-acquiring companies such as stored value and money
transfer providers in order to create cross-selling opportunities
to their existing customers.

Post-Acquisition Distractions: Several major acquisitions in
recent years have left many of the most active strategic buyers
to deal with restructuring and integration issues, causing a slight
retreat from the M&A market.
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And despite slight declines in M&A activity,
we feel that it is still a seller's market.
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“Note: Wl Souce:
Multiples remain above historical averages, reflecting the
competition for portfolios and a growing scarcity value.
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Financial buyers and their portfolio companies have proven
to be more aggressive and have emerged as the primary
drivers of M&A activity and valuation.

Financial Buyers vs. Strategic Buyers Since 2002

Estimated Average | Averagenet |  Average
Type of Percentage of Purchase Revenue EBITDA
Buyer Examples Acquisitions Price Multiple Multiple

Private equity firms

and their portiolio

Financial | SomPanies (eg,
“TransFirst, First 25% $259 Million 3.5x 11.9x

Buyers American Payment
Systems, NPC/lron
Triangle)
Strategic | First Data, NOVA,
B B 75% $133 Million 3.3x 10.6x

‘Saurce: Frst Annapolis Consuling anlysis.

‘We estimate that 25% of the acquiring M&A deals over the last
five years have involved financial buyers. In the 1990's, private

equity accounted for less than 5% of acquisitions.
The aggressiveness of financial buyers is a question mark.
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M&A activity and investment has greatly accelerated
in Europe, involving several large U.S. players.
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A recession seems several degrees more likely than six months ago,
and the industry is more vulnerable to recessions than ever before.
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1. There are increasing signs of a vulnerable economy and the holiday sales were mediocre.

2. Credit losses have pretty much always been cyclical and the spread between "average” and
“peak” losses increases dramatically in recessionary periods.

3. Credit card volume growth has had a declining spread over retail sales volume growth, and the.
trailing five year correlation between Visa/MasterCard sales and retail sales exceeds 90%
whereas it was just over 60% five years ago.
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Price competition is also likely to accelerate across the industry.

1. The economics and competitive structure of the
business suggest significant price competition that will
last for several years.

Historically, acquirers have competed aggressively in
the new merchant market and managed margins up in
a portfolio management-mode. This strategy may
become more difficult to sustain, arguing that price
competition will accelerate.

Certain geographic and merchant markets are clearly
more competitive than others.

Specialized forms of price competition, such as free
terminals, impact some segments of the industry more
directly than others.
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As a result of these economic factors, achieving further costs of
scale through acquisition will become all the more important.

Impact of Increased Sales Volume on
Operating Cost per Transaction in the U.S.
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In general, acquisitions drive reductions in cost per transaction, which
are most attributable to gains in sales volume. Large acquirers have
benefited from volume increases at twice the rate of small acquirers.
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The future of the M&A environment revolves
around a series of key questions.

How will the new public format of the Card Associations (and resulting
strategic changes) affect the acquiring industry?

How will acquirers react to a potential recession and declining margins?

How will the credit crunch affect the aggressiveness of financial buyers?
In addition, what will happen to the acquirers already owned by private
equity firms (already three of the top 10 U.S. acquirers)?

How will new and potential entrants to the acquiring industry (e.g.,

international players, companies looking to vertically integrate) affect
M&A valuations?

As competition increases, how many smaller acquirers will lose market
share, or even exit outri




