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Retail Payments in Canada

Debit Cards (PIN based)

. Most frequently used card payment: 134 transactions p.c. worth
$6100 in 2007

. POS terminals: 603,250 or 23 for every 1,000 Canadians

Credit Cards

. Highest valued card payment: 75 transactions p.c. worth $9000 in
2007

. Average Canadian has at least two credit cards

Cash
. 42 ATM withdrawals p.c. worth $4225 (est.) in 2006

. Banknotes in circulation continue to grow, but remains stable with
GDP
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Introduction

» Empirical research tends to focus on the consumer choice
at the POS

e Our 2004 survey of the public revealed consumer
perceptions and payment habits

« The motivation behind our 2006 merchant survey is to
understand the implications of payment acceptance




Merchants’ Perspective

Why Accept?
» Consumer demand & competition
» Cost, speed, reliability, security

How to Accept?

» Financial institutions/acquirers provide depository services,
payment processing and funds transfer

Implications

» Labour costs of cash

» Fixed and marginal costs of debit and credit cards
» Risk and float

» Rules and regulations

Survey Objectives

To better understand the merchant’s perspective,
the survey addressed:

1. Merchant acceptance and perceptions of retail payments
2. The share of transactions by cash, debit, and credit cards

3. The costs of acceptance




Survey Methodology

o Telephone survey of 500 retailers (+/-4.4% m.e.; 46%

refusal rate)

« Sample stratified by employee size, region, sub sector
*  Mostly small independent firms

e Annual sales revenue ranged from $100k - $100m+

e Annual number of transactions ranged from 10k - 10m+

Per Outlet Medians (2005)
1 POS terminals
8 employees
53 transactions per day
$1,667 sales per day

Survey Highlights -Acceptance

. 89% of retailers accept all 3
major means of payment

»  Smaller stores least likely to
accept debit and credit

. Main barriers to acceptance
include cost and lack of
business case

o The value of cash, debit and
credit card transactions are
fairly equal by revenue share

Revenue Share Results

Credit Cash
319 29%
Other CC Stored
20, value
Cheques Debit 2%
10% 26%




Survey Highlights -Preferences

Q: Which method would you prefer customers use most often in your stores?

Debit 50%
Cash

Credit

No preference

Survey Highlights -Perceptions

Survey Median Results Suggest:

» Credit cards most costly to process
» Debit cards least risky to accept
» Cash viewed as least costly to handle

» Debit cards and cash equally reliable in terms of ease and
dependability at the point of sale




Survey Highlights -Costs

On average, merchants pay

e 2% per credit card transaction
» 12¢ per debit card transaction

« $50 monthly to their financial institution / payment
processor

Costs of cash not understood well

PART Il




Research Motivation

Given the two-sided nature of payments, we ask:
1. What factors influence merchant perceptions and what do
their preferences reveal?

2. Does the merchant have influence over payment outcomes
once the decision to accept has been made?

3. What does it cost to accept a payment?

Factors Affecting Perceptions

Average transaction value

Sales volume & number of terminals
Payment instrument shares
Chain/independent

Sector

Region




Merchant Perceptions:
Reliability, Risk and Cost

« Reliability
- Cards more reliable than cash as average transaction value
(ATV) and number of terminals increase
+ Risk
- Debit safer than cash and credit the larger the merchant
size
+ Costs
- Cash more costly than debit as ATV and sales volume
increase
- Debit less costly than credit the higher the ATV

Merchant Preferences

« Debit cards are strong substitutes for cash in
terms of reliability, risk and costs

« Large-scale merchants prefer electronic payments

« Merchant preferences vary with MOP usage




Payment Shares

« Payment shares vary by average transaction value
and sector

- A 10 % increase in average transaction value decreases
cash shares by 1.8% and debit shares by 1.3%

« Consumers determine payment share by their
choices

Debit and Credit Card Fees

« Payment providers tailor fees according to
transaction value and sales volume

For debit:

» Low ATV, high sales-volume merchants pay lower
debit card fees

For credit:

A 10% increase in sales volume decreases credit
card rates by 0.28%

» High ATV merchants pay lower credit card fees




Per Transaction Costs

Base case for a § 36.5 transaction
Cost Item Cash Debit Credit
Tender time 0.051 0.070 0.080
Deposit reconciliation time 0.033
Deposit preparation time 0.033
Deposit time at the bank 0.025
Payment processing fees 0.120 0.730
Cash deposit fees 0.078
Coin ordering 0.006
Theft/counterfeit 0.025
Charge backs 0.016
Float 0.006 0.001 0.001
e — T — e —
Total (s02s) (s019) (s082)

-Cash least costly at transactions < $12, when debit fees are $0.07

Conclusions

» Preferences and perceptions depend on ATV and
size

e Merchant preferences vary with MOP usage

» Merchants have little influence over payment
shares aside from initial acceptance

» Smaller merchants pay higher per-transaction
fees for card payments

o Cash least costly at $12 or less




Thank You.

POS Payment Flow -Debit Cards
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POS Payment Flow -Visa/MC
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Survey Highlights -Reliability

Q: How would you rate in terms of ease and dependability at the POS?

Reliability
Credit [ I o
Debit | I -
Cash 4.4

0% 20%  40% 60% 80%  100%

@ 1 Completely unreliable m 2 03 04 m 5 Totally Reliable

Median Scores Out of 5:
Cash: 4.4 Debit: 4.4 Credit: 4.0




Survey Highlights -Risk

Q: How would you rate in terms of counterfeiting, theft or fraud?

) Risk
Debit . I
Cash | o | ]
Credit | I | |
0% 26% 46% 66% 86% 106%

@5 Very risky @4 03 02 m 1 Not at all risky |

Median Scores Out of 5:

Cash: 2.7 Debit: 2.3 Credit: 2.8

Survey Highlights -Cost

Q: How would you rate in terms of cost of handling/processing?

Cash

Debit

Credit

Cost
O T
[ | I
[ T |
0% 20% 40% 60% 80% 100%

‘D5Very costly @4 03 02 m1 Not at all costly‘

Median Scores Out of 5:

Cash: 1.8 Debit: 2.6 Credit: 3.6





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings true
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 99
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /FIN <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


