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Global

Growth and profit can be found in
cross-border acquiring, but you
have to dig for them

By Richard H. Gamble

here’s definitely gold in global acquiring,

but there’s no gold rush. Merchant demand

is real. A large software company that was

selling its products globally in many coun-

tries approached First Data recently as a
potential global acquirer, reports Souheil Bad-
ran, senior vice president and division manager
for the e-commerce group.“They were having
too many reporting problems. They were con-
cerned about managing their foreign exchange
exposure. They wanted to see if we could con-
solidate it into a single relationship with us to
simplify their card payments,” he explains. “And
they wanted one acquirer to support plans to
expand into the Asia-Pacific and EMEA [Europe,
Middle East,and Africa] regions.There was a sub-
stantial payoff for their cash management and
treasury operations.”

And global acquiring offers growth. While the
economy has becalmed many domestic acquir-
ers and ISOs, “our business has taken off like
a hockey-stick graph,” reports Carrie Bardeen
Hometh, senior vice president for sales at Payvi-
sion, an Amsterdam-based international acquirer
and multiple currency payment processor.“I'm

hiring a new employee a week to deal with our
growth.When online merchants globalize and let
shoppers pay in their own currency, their sales
increase.The days are gone when you can force
customers to pay in U.S. dollars.”

And there is profit. Because of the complexity
of global acquiring, the field is less competitive
and prices are higher, Hometh says.“Our portfo-
lio averages a profit margin of 120 basis points,
which is considerably higher than the thin mar-
gins one finds in a U.S. domestic portfolio,” due
to intense domestic competition and simpler
processing, she notes.

Even hard economic times are giving global
acquirers a boost.“We found that in better times,
the largest merchants wanted to do it all them-
selves, but now they are much more inclined to
outsource, which has played to our advantage,
Badran reports. “It’s really helped us build our
pipeline. When the economy recovers, we’ll be
well positioned to take advantage of it.”

Because global acquiring aligns with the strong
trend to consolidate operations to cut costs
and improve reporting, global acquirers have
something powerful to sell. When a merchant
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Accommodating local differences in international
markets doesn’t create huge impediments, but

it does mean more work and more complex and
pricey terminals and applications.

The U.S. acquirers that have had the most success
abroad are those that have hired and trained local
people.

As projects like the Single European Payment Area
(SEPA) move forward, a more efficient payments
market will emerge in Europe.
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converts from local acquirers to a global
acquirer, “it is a huge value proposition,”
says Stuart C. Harvey Jr., CEO of Elavon’s
Global Acquiring Solutions in Atlanta.
They might have had dozens of relation-
ships from country to country and doz-
ens of contracts to negotiate and manage.
With global acquirers in the market now,
they have a choice to consolidate all that
business to one acquirer, which qualifies
them for lower prices and clearer, more
comprehensive reporting. It really helps
them simplify a part of their business op-
erations, he notes. And lower prices are a
key selling point.“With consolidated vol-
ume, they can get better deals, typically
on an interchange-plus basis.”

The progress of global acquiring is also
being aided by regulatory changes. Before
the Payment Services Directive,local deb-
it schemes and the Visa and MasterCard
rules made it difficult for a third party to
come into multiple countries, notes Jeff
Baker, chief development and strategy of-

Where the Action |s

“Global acquiring” may be something of an overstatement. In
many cases, it means the U.S., Europe, and Canada. “Restrictions
are coming down in Europe,” notes Souheil Badran, senior vice
president and division manager for the e-commerce group at
First Data Corp. The Payment Services Directive is scheduled

to be effective in November, and that could allow First Data to

ficer at Global Payments. But now com-
petition is working and protectionism is
waning, he says. Projects like the Single
European Payment Area (SEPA) are mov-
ing, albeit more slowly than anticipated,
to “create an efficient payments market
in Europe,” he reports.

Major Challenges
That’s the good news.The bad news is
that global acquiring is a very complicat-
ed business, doing it right can be expen-
sive, and the chances of failure are real.
It’s challenging even if you are a mega
acquirer/processor. While its software
merchant was able to consolidate with
one acquirer, First Data had to do some
heavy lifting. “In each country, you need
to sign up a local bank to get the BIN
sponsorship,” Badran notes. “Getting all
the BIN sponsorships is critical to suc-
cess in global acquiring, and it’s also the
most difficult.”

Local banks outside the U.S. are in-

clined at first to view First Data or any
global acquirer as competition and pre-
fer to keep them out of their market
to protect their own acquiring activity.
“You have to sell it to the local banks as
something that will bring more commer-
cial activity to their country and actually
increase their business down the road,”
Badran explains.

What may look like a unified, consoli-
dated global acquiring operation on the
surface is likely to be a global merchant
interface that covers a patchwork quilt
of domestic and regional activities. “The
transaction may be acquired globally, but
the hardware has to be delivered locally
and has to operate according to local
standards,” says Stuart Taylor, vice presi-
dent for global solutions at Hypercom
Corp., based in Scottsdale, Arizona. And
most global processors don’t use a single
global host processor, but rather a variety
of local and regional processors, which
means that the software has to reflect

-

become the acquirer for a multinational merchant across many
national borders in Europe, which should allow the merchant to
leverage volume and get better prices, he explains.

The hardest countries to include in a global acquiring network
are the BRIC countries: Brazil, Russia, India, and China, Badran
says. “We face difficult pricing issues there. There is often one
bank that is both the largest issuer and the largest acquirer and
really dominates that market.” Outside North America, Europe is
the most appealing.

Sometimes, global moves are the execution of a grand strategy.
And sometimes they are seizing particular opportunities, like
the many merchant portfolios that have been offered for sale in
the U.K. over the past five years, notes Marc Abbey, managing
partner at First Annapolis Consulting in Linthicum, Maryland.

Merchants can be a potent ally. Merchants in Belgium that

are caught in a monopoly-like situation are welcoming global
acquirers so that they have more choices and a better chance to
get lower prices, reports Stuart Taylor, vice president for global
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solutions at Hypercom Corp., based in Scottsdale, Arizona.

Consumer preferences vary widely across the globe. The U.S. is
(or was until recently) credit happy and uses credit cards liber-
ally, explains Stuart Harvey, CEO of Elavon’s Global Acquiring
Solutions, Atlanta. In Germany there’s a stigma about being in
debt and 85 percent of the electronic transactions are debits.
Developing countries still rely heavily on cash and even barter,
and only the wealthy have access to credit, but that is changing
with the rise of a middle class, he notes.



local differences, he points out. Accom-
modating local differences doesn’t cre-
ate huge impediments, but it does mean
that “there is work to be done, and that
terminals and software applications have
to be more complex and require more
memory,” he notes.

And the rules do remain an impedi-
ment. “Visa and MasterCard let you ac-
quire a brick-and-mortar merchant in the
U.K. with a UK. license, but you would
need a U.S. license to acquire that same
brick-and-mortar merchant in the U.S.”
Baker notes. “As an independent pro-
cessor, we're limited to where we can
acquire by whether we have a sponsor
bank in a particular country,” he explains.
“Those are restrictions that limit the
marketplace today.”

Visa and MasterCard had put geo-
graphical limits in place when they were
associations trying to protect member
banks, explains Greg Cohen, president
of Moneris Solutions in Chicago, but
now that they are public corporations,
the rules will come down over time, as
long as acquirers are well capitalized, he
predicts.

Complex Technology

Getting the right licenses is fairly
straightforward, but the technology is
challenging, Hometh notes.“Each coun-
try has its payment types.That adds to
the complexity of the technology and
the contracts that are needed to get
access to the country-specific alter-
native payments” to get payments to
merchants. “The technology requires a
hub to deliver transactions to different
locations to be cleared and then aggre-
gate it back as a single set of reports
that are geared to what the merchant
needs,” she explains.“It’s not illegal any-
more to acquire across borders, but it’s
still incredibly complex,” she continues.
“It takes the right combination of tech-
nology and contracts to make it work.”
But for card-not-present merchants, this
technology “is terribly needed” if they’re
going to succeed in global commerce,
she adds.

Interchange adds to the complications,
Hometh says. “Interchange functions
slightly differently for global transac-
tions than it does for a U.S. merchant ac-
cepting a U.S.-issued card,” she explains.

A Role for
Global Market?

If global acquiring is the great land of opportunity, where does that leave U.S. 1SOs that
are being pinched by the recession and have long struggled with saturation marketing
and price compression?

The mega-acquirers and processors may be going global, but it's not easy for U.S.
ISOs to follow them, notes Marc Abbey, managing partner at First Annapolis Consult-
ing.“They can have an impact, especially in Canada, but they have to contend with
established players. The ISO model may have some advantages, but it won't be easy to
gain penetration.”

The familiar ISO model is rarely found outside the U.S,, says Jeff Baker, chief develop-
ment and strategy officer at Global Payments, Atlanta.“Some countries have external
sales forces, and we use them in those countries, but those salespeople are more nar-
rowly focused on sales, whereas U.S. 1SOs do more with services. The rights and obliga-
tions of the external salespeople are not the same.”’

First Data does not make extensive use of ISOs.“You don't see U.S. ISOs branch-
ing out globally very often,” says Souheil Badran, senior vice president and division
manager for the e-commerce group. Instead, they'll refer business to local ISOs and take
areferral fee."They sell leads when they get them. They're trying to drive up a little top-
line revenue without making a large investment abroad,” he explains.

Cultural issues remain the biggest challenge for a global-minded ISO, says Carrie
Bardeen Hometh, senior vice president for sales at Payvision, based in Amsterdam.
Expansion is too new for anyone to say just what models work, and the small supply
of ISO portfolios for sale outside the U.S. limits expansion by acquisition. ISOs have
been predominantly a U.S. phenomenon so far, she notes, and the U.S. model doesn't
duplicate well on a global scale. Some ISOs send U.S. veterans over to start an ISO busi-
ness in a target country, but that seems not to work very well unless the veterans know
that country and its culture, she says. ISOs that hire in-country staffs and give them
U.S. training get the right blend of ISO expertise and sensitivity to local culture, she

points out.

“It depends on whether the transaction
is domestic, regional, or interregional.
It depends on the card, the transaction
type, and the data that are captured and
reported.”

And foreign exchange exposures
and concerns are part of the challenge,
Hometh points out. “Shoppers anymore
expect to shop via the Internet across
the globe and pay in their own currency.
For a long time, U.S. merchants avoided
selling in multiple currencies and all the
complications that involved, but now
competition is forcing them to be mul-
ticurrency” And for that, they are likely
to want a global acquirer or a domestic
acquirer that offers dynamic currency
conversion—an ability for buyers to see
the final cost in their own currencies at
the time the purchase is made.

Global acquiring has become only
somewhat easier, agrees Donna Embry,
senior vice president for strategic prod-
uct development at Payment Alliance
International in Louisville, Kentucky.
“A lot more is involved than just work-
ing around rules,” she notes. “There are
in-country nuances. Consumers behave
differently in other countries.The retail
trends are different. There are language
and currency barriers. Something as sim-
ple as colloquialisms can cause problems.
There are personnel and trust issues.”

The U.S. acquirers that have had the
most success abroad, Embry says, are
those that have hired and trained local
people. “You can’t transplant a success-
ful U.S. model,” she notes.“It’s a different
ballgame.”
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Different Game Plans

Each global acquirer is also playing a
somewhat different ballgame. Payvision,
primarily an online player, boasts that
it can “globalize a domestic company,”
Hometh says. Its clients are global mer-
chants, ISOs, Internet service providers,
electronic wallets,and acquirers that only
have bank identification numbers (BINs)
in their own currency, she explains.

First Data uses its own physical pres-
ence in countries like Germany,Australia,
and the U.K. to deal directly with mer-
chants. Globally, it uses partner banks as
well as some ISOs to deliver merchant
services, Badran reports.“One key to suc-
cess is to partner with a group of global
experts,” he notes.

Global’s game plan for global acquiring
has been to buy up players in its chosen
markets.“We do better with buying than
building,” says Baker. “We’ve been very
successful with a series of global acqui-
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sitions.” Once Global makes a foreign
acquisition, it keeps most of the exist-
ing management and staff in place and
“backfills” by sending a few expatriots to
bring expertise in acquiring and process-
ing to the new subsidiary.“When we buy
a company, we buy management as well
as portfolios,” Baker notes.“We take their
skills and experience and then leverage it
with what we’ve learned in the U.S.about
best practices. But we certainly don’t im-
pose a U.S. model”

Employment laws vary from country
to country, Baker reports. “We have to
understand and accept those practices.”
In much of Europe, it’s common to pro-
vide an automobile allowance for senior
executives, so Global provides them and
adjusts compensation and benefits ac-
cordingly. “Each market requires its own
business model and technology solu-
tions,” he notes. Global’s reach currently
extends to 45 countries and 25 merchant

funding currencies, he says.

Global works primarily in the card-
present world, Baker says. “Our e-com-
merce is mostly with merchants that
have brick and mortar but also sell
through a Web site. We stay out of the
high-risk areas.”

For Elavon, the keys to global acquir-
ing include processing on one platform,
offering a choice of funding, and provid-
ing consolidated reporting for interna-
tional merchants, Harvey reports. And it
includes a “very large customer service
element. We have dedicated call centers
distributed to handle our more than one
million merchants around the world,” he
says.The business is mostly MasterCard
and Visa transactions, but Elavon accepts
Discover,American Express,and a variety
of other alternatives, he adds. Most trans-
actions are card-present, but card-not-
present transactions are growing faster,
he notes.

For its global acquiring structure,
Elavon relies primarily on multiple sales
channels including alliances with more
than 1,500 banks, which it pays for re-
ferrals, Harvey explains. The acquirer
also has a strong ISO channel. “We have
relationships with ISOs that recruit mer-
chants and use us as the full acquirer,”
he explains. Elavon assumes sponsorship
responsibilities.

“We’ve built a processing business in
Europe,” Harvey says. “We see our posi-
tion in Europe as not only participating
in the inevitable consolidation that is oc-
curring but leading it

But at the end of the day, it’s all about
scale, Cohen insists.“Payment companies
win by leveraging scale,” he argues.“That
works when we can take our existing
processing platforms and bring more
transactions to them. We want to avoid
supporting multiple payment infrastruc-
tures in multiple countries.”The quest for
scale is causing smaller players to exit the
market, leaving more room for the large
players, he notes. TT

Richard H. Gamble is a contributing
writer for Transaction Trends. Reach
bim at gamblel0@earthlink.net
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CEQO, Capital Access Network, Inc.
parent company of AdvanceMe, Inc.
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Entrepreneur Of The Year”
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Financial Services, Metro New York Area

RECOGNIZING OUTSTANDING ENTREPRENEURS WHO ARE
BuiLDING AND LEADING DyNaMIc, GROWING BUSINESSES

“This prestigious award is a testament to the effort, passion and dedication
that the entire AdvanceMe team puts forth on a daily basis in the service
of our salespeople, partners and merchants. I am honored to receive this
prestigious award and to share it with the wonderful group of people that
make up this company.” - Glenn Goldman
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