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Durbin Amendment Aftershock

Payments Industry
Grapples with Proposed Regulation II

T

he Federal Reserve Board’s proposed
Regulation II will limit debit interchange
for card issuers with assets of $10 billion
or more, and regulate other aspects of the U.S.
debit card market. Published in December 2010,
proposed Regulation II – or new Section 920 of
the Electronic Funds Transfer Act – is the Federal
Reserve’s attempt to implement the statutory
text of the Durbin Amendment, but the proposal
introduces considerable uncertainty about key
aspects of the debit market.
To gather information about debit payments in
advance of drafting its rules, the Federal Reserve
conducted a survey of financial institutions with
sufficient assets to be regulated under the proposed rules. Of the issuers that responded, 80
percent reported having combined authorization,
clearing and settlement costs (as interpreted by
the FRB) of 12¢ per transaction or less. The FRB
said they did not receive data with sufficient
statistical significance to lead them to treat 		
PIN and signature debit differently in the
proposed rules.
(continued on page 10)

“Millennials” are Key to Debit’s Success

T

he “millennial” generation uses electronic and emerging payments more than any other demographic, according to
the 2010 Study of Consumer Payment Preferences, conducted by Hitachi Consulting and BAI and co-sponsored by PULSE.
Specifically, millennials – defined in the study as anyone between the ages of 18 and 34 – prefer to pay with debit cards
over any other payment options.
The research suggests that they prefer debit because it is fast, accessible and convenient. In order to capitalize on spending
potential and trends, savvy financial institutions should develop an understanding of millennials’ key characteristics and create
strategies to engage them, further fueling their use of and preference for debit.
“The fact that millennials are the greatest users of debit just makes sense, as they are a generation accustomed to convenience
and technology,” said Cindy Ballard, PULSE executive vice president of Communications & Marketing. “Not to mention, they have
(continued on page 9)
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VIEW FROM THE TOP
Dear PULSE Participant,

L
Dave Schneider

“ We believe that 		
PIN debit . . . will
be increasingly 		
important as the
economics of
debit transactions
change.”

ast December, the Federal Reserve Board released draft rules to regulate the U.S.
debit card market. These rules are mandated by the Durbin Amendment, which
became law as part of the Dodd-Frank Wall Street Reform and Consumer Protection
Act. Recognizing that the Fed was given a difficult task, we are certainly disappointed
that they chose not to take advantage of various opportunities under the legislation to
lessen the negative impact of Regulation II on the debit industry. Our hope is that, as the
rulemaking process moves forward, the Fed will take account of the many comments
submitted by industry participants, and that the final rules will be less harmful to debit
issuers and cardholders.
More generally, the proposed rules highlight some of the fundamental problems
with the legislation itself – including the many unintended consequences that are now
becoming apparent. Most importantly, price controls are bad public policy, and are
particularly objectionable for business-to-business transactions. If implemented in their
current form, the proposed rules will dramatically reduce debit transaction revenue for
regulated issuers, which account for the majority of U.S. debit card transactions. As noted
by many observers, the rules also are likely to have a negative impact on debit transaction
revenue received by issuers that are not directly covered by the mandatory price controls.
As a result, issuers will have less incentive to continue the progress we have made in
electrifying payments and delivering innovative payment products to cardholders and
merchants alike.
Our response as a network is based on a three-pronged approach:
1. Ensure that the interests and concerns of our network participants are
		 communicated at both the legislative and regulatory level.
2. Provide regular updates to keep you informed of developments and help you
		 prepare for the coming changes.
3. Deliver solutions designed to reduce the impact of the rules on your
		 organization.
Ultimately, PULSE’s goal is to maintain debit as the fastest growing payment option,
one that continues to satisfy the needs of financial institutions, merchants and most
importantly, consumers. We remain committed to delivering a highly competitive all-in
value proposition to issuers, both regulated and unregulated. We believe that PIN debit,
with its lower rate of fraud and chargebacks, will be increasingly important as the 		
economics of debit transactions change.
Much work remains to be done. The Fed’s proposal includes options and questions
that presumably will be resolved when the final rules are issued. The heavy lifting of
actually complying with the rules remains ahead of us. Notwithstanding these challenges,
we are confident in our ability, and the ability of our industry, to respond effectively to
the new environment. Rest assured that PULSE will be a trusted partner in this effort,
as we have been for the last 30 years.
As always, thanks for your continued support of PULSE.
Sincerely,

Dave Schneider
President
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PROFESSIONAL DEVELOPMENT

Strengthening Your Team

2011 Employee Development Opportunities

T

raining and development is a recognized tool for increasing employee
productivity and retention. In 2011,
PULSE will continue to offer a full schedule
of complimentary webinars to network
participants.
An array of industry topics will be
covered in this year’s sessions, designed
to increase participants’ knowledge of
payment systems
and trends.

The 2011 PULSE Academy® lineup
will include:
• Durbin Amendment Updates
• Fraud Prevention & Internal Loss
• Inspiring Teamwork in the Workplace
• Personal Financial Management Tools
• The Data Revolution
This year’s calendar also will include
two PULSE Debit Performance Webinar
Series, providing an in-depth review of
featured topics. The first of the two will
address one of the most popular subjects
we offer: chargebacks. Another edition of

PULSE’s Insights & Solutions eForum video
webcast is also included in the 2011 		
schedule.
PULSE webinars are available for live
viewing, as well as archived for playback
at your convenience.
To learn more about our professional
development programs or submit a
topic for future sessions, we encourage
you to contact Melissa Voelkner at
melissavoelkner@pulsenetwork.com. To
review archived webinars, go to the PULSE
website and log into the Professional
Development area.

For more information on available programs, visit the Professional Development section of the PULSE website at 		
www.pulsenetwork.com/pd, or contact Melissa Voelkner at melissavoelkner@pulsenetwork.com.

PULSE Celebrates Milestone
as Pioneering Debit Network

S

ince 1981, PULSE has provided financial institutions
with debit switching and settlement services. We
know debit – it is, and has been, our only business for
30 years. This precise focus enables us to offer exceptional
service and acceptance, while delivering maximum value
to all network participants through a comprehensive
suite of debit products and value-added programs.
Going forward, participants can expect exceptional
value, reliability and unparalleled customer service. As
we celebrate our 30th anniversary, we continue to focus
on being a thought leader and remaining a valued
resource in responding to changes in the debit industry.
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Mobile Payments Momentum

T

echnology has been the force
behind change in our economy
in recent years, altering the way
consumers interact not just economically
but socially. Technological advancements
also have given consumers boundless
mobility – the freedom to stay connected
anytime, anywhere.
This mobility has driven demand for the
ability to perform tasks such as reviewing
bank statements, transferring money,
paying bills and even making purchases.
In fact, the U.S. mobile payments market
is on an incline, forecast to increase by
68 percent between 2010 and 2015,
according to a survey by Credit Suisse.
The benefits of mobile banking are
fueling its growth, but with opportunity
come challenges. A new report from Aite
Group predicts the U.S. mobile bill payments market will reach $214 billion in
gross dollar volume in 2015, up from
$16 billion in 2010. This growth can be

attributed to consumers’ adoption of
smartphones, their continued embrace
of m-commerce and mobile banking, as
well as carriers’, handset manufacturers’
and card issuers’ adoption of near-field
communication (NFC) chips.
Consumers are more concerned
with the hardware end of the mobile
equation – the choice between an iPhone®,
DROID or BlackBerry®. But growth rests
on the software that enables the hardware
to perform certain tasks. The following
advancements in software technology
could transform the phone into a wallet:
NFC chip technology – A phone
enabled with an NFC chip supports
contactless payments by enabling
two-way communication, meaning the
phone can send transaction information
to payment terminals or download
information such as coupons from
promotional signage.
On-screen barcode scanning
technology – Retailers such
as Starbucks and Target use
mobile barcode technology
as a payment system for their
store-branded gift cards. This
option has proven to be a fast
and convenient solution, as
customers simply hold their
phone’s screen in front of a
special reader at the point of
sale, decreasing time spent
at the register. Some mobile
applications use barcode

technology that displays the user’s digital
image, helping merchants authenticate
transactions.
MicroSD cards – MicroSD cards are essentially memory cards that contain payment
card information. Consumers can self-install
the card for mobile payments, coupons
and much more.
As you can see, there is no shortage of
technology to support mobile payments,
but having too many options can be a
double-edged sword. Having multiple
technologies available stalls the market
because there is not critical mass in any
one. Consumers cannot decide on the
best device or features that fit their lifestyle,
without fear of the device becoming
obsolete in the short-term. Merchants
cannot determine which technology is
most suitable for their business and 		
customers because incentives are not
yet clear.
Even as the competition among technologies remains unresolved, carriers and
manufacturers continue to move forward
with their favored systems. In order to stay
relevant, organizations are encouraged to
do the same by educating themselves and
making appropriate provisions to address
the market need. Being flexible, and even
changing business models to favor the
emerging technology, will be the key to
success in mobile payments.
For more details on how debit card
issuers view mobile payments, see the
2010 Debit Issuer Study executive summary
at www.pulsenetwork.com/research
(login is required).

Consumers Turning to Online
Resources for Debit Information

A

s the debit industry evolves through
economic challenges and regulatory
changes, consumers around the
globe are turning to the Internet more
often for debit-related information.
DebitFacts.org, an online resource provided by PULSE, showed a 200 percent
increase in the number of unique visitors
in November 2010 compared to November
2009, and a 100 percent increase in
December 2010.
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Statistics show that consumers are
accessing the Internet to search for specific
data about debit. More than 75 percent of
DebitFacts.org visitors were directed to the
site after searching for a related phrase
using a search engine such as Google or
Yahoo. Key search terms included “debit
card fraud” and “debit facts,” among others.
In addition, the need for debit information is expanding beyond U.S. borders.
DebitFacts.org experienced an 80 percent
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increase in the number of international
visitors to the site in December 2010 vs.
December 2009.
DebitFacts.org is a consumer-focused
website that features information on debit
card use, security and fraud protection. PULSE
plans to make the site an increasingly trusted
resource for consumers to learn how to get
the most out of their debit cards.

INDUSTRY VOICE

Payments Technology Today

By Derik Sutton
McCoy Meyers & Associates

W

hen I first entered the data
processing industry, I feared it
would be boring. The following
two questions illustrate why this industry
is more interesting than ever before.
• Which competitor concerns you the
		 most: the bank across the street or
		 PayPal?
• Traditional payment channels are
		 fracturing; is that good or bad for
		 community banks?
The catalysts behind these questions
are new payments technologies. At issue
is how these technologies will impact our
industry.

The PayPal Phenomenon

Has anyone noticed what PayPal has
done in the past 18 months? For starters, it
now accounts for more than one-third of
eBay’s revenue and, at current growth
rates, will exceed eBay’s revenue by 2014.
That would not have come about if people
were using PayPal only to make purchases
on eBay.
eBay CEO John Donahoe said, “Money
is going digital,” in an interview with
TheStreet.com. The company’s website
says more than 87 million people now use
PayPal to make everyday online purchases,
send money to anyone with an e-mail
address and accept money. Their recent
iPhone application not only includes the
features mentioned above; it also allows
you to take a picture of a check and
deposit the funds into your PayPal account.

Along with those features
comes the announcement of
PayPal’s Mobile Express Checkout.
Mobile Express Checkout is a
platform that will allow customers
to make point-of-sale purchases
using their mobile phones.
Starbucks will be the first retailer
to adopt the platform.
Now, let’s address the question
I posed at the beginning of this
article. As of this writing, PayPal
does not offer a lending solution,
which eliminates one area of
competition. However, I think
financial institutions will agree
that PayPal is doing much more to 		
influence the way consumers interact
with their money.
It is not a bank, yet it is taking deposits,
transferring money and establishing
merchant accounts. Just as important, it
is influencing consumers everywhere in
a profound way. It is making people 		
comfortable with exchanging money
by non-traditional methods.
PayPal represents many consumers’ first
use of alternative payment channels. The
next steps are going to be non-traditional
investing and lending.

Fractured Payment Channels

Near-field communications (NFC) will
be a buzzword of 2011. In December 2010,
Google CEO Eric Schmidt announced that
the new Google Nexus Smartphone – a
device slated to be released around the
end of this year – will come with NFC
capabilities. One of the primary reasons to
include NFC on a smartphone is to allow
the phone to communicate to payment
devices that are NFC-capable (see related
story, page 4). The iPhone 5 is rumored to
have NFC capabilities as well.
Recently, Bloomberg Businessweek
published an article online titled, “In the
Works: A Google Mobile Payment Service?”
The article’s sources claim Google is building a payment and advertising service that
would allow consumers to purchase goods
by waving their mobile phones against a
register at checkout. The payment service

Derik Sutton is director of Ancillary Sales for McCoy Myers & Associates, a Computer Services, Inc. (CSI) company. McCoy
Myers and CSI are data processing companies for community banks. Sutton also has responsibility within McCoy Myers &
Associates for evaluating and implementing new products and services for its customer banks. He has worked for the
company for 11 years.
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has not been confirmed by Google, but it
is something to watch for.
A mobile payment network that has
been announced is Isis. Isis is a joint 		
venture among Verizon, AT&T and T-Mobile
that will focus on building a mobile payment network allowing mobile phones to
make purchases at the point of sale by
using smartphone and NFC technology.
The transactions will be processed on the
Discover Network.
In a press release, Isis CEO Michael
Abbott is quoted as saying, “While mobile
payments will be at the core of our offering, it is only the start. We plan to create
a mobile wallet that ultimately eliminates
the need for consumers to carry cash,
credit and debit cards, reward cards,
coupons, tickets and transit passes.”
Currently, mobile payments are a
land grab. The examples above are from
non-traditional payment companies that
are looking to tap into the trillion-dollar
payments industry. Five years ago, it would
have been impossible to create a worthwhile business around a payment channel
that did not involve a consumer reaching
into his or her wallet for a payment card.
The important takeaway is that the
introduction of new consumer technology
is going to be the catalyst for change. I
believe it is in financial institutions’ best
interest to monitor these emerging 		
channels, and to be proactive in making
them available so that your account 		
holders can still use their debit card, even
if it never leaves their wallet.

pulsenetwork.com

ATM & Debit Card Safety Awareness Month

June Campaign Features Fraud-Fighting Tips

P

revention of financial fraud and
identity theft continues to be an
important focus for financial institutions, especially in the age of electronic
payments. Each year, PULSE keeps these
issues top of mind for network participants
by designating June as ATM & Debit Card
Safety Awareness Month.
“We encourage participants to keep a
close watch on payment card fraud yearround, and offer a variety of services to
assist them in this endeavor,” said Steve
Sievert, PULSE senior vice president of
Communications & Marketing. “In June,
we enhance our efforts by promoting
debit card safety prevention tips and tools.”
The 2011 ATM & Debit Card Safety
Awareness Month campaign includes
brochures on ATM & Debit Card Safety
and Identity Theft Prevention that can be
used as statement inserts or distributed
in branch lobbies. Participants also can
order RFID-secure debit card sleeves that
incorporate an added measure of security

to help safeguard contactless cards 		
against “electronic pickpocketing.”
These high-tech card protectors
also bear helpful security tips to
keep debit card safety top of mind.
All brochures and card protectors
are available for a nominal price. You may
also download complimentary electronic
brochures to post on your website.

Preventing Card Fraud

The industry’s efforts to prevent payment card fraud appear to be having a
positive impact. In 2010, the number of
identity fraud victims fell 28 percent to
8.1 million U.S. adults, 3 million fewer than
the prior year, according to the 2011 Identity
Fraud Survey Report by Javelin Strategy &
Research. Total annual fraud decreased
from $56 billion to $37 billion last year, the
lowest level in the eight years since the
study began.
“Success in fighting fraud does not
mean cardholders or financial institutions

should become complacent,” warned Eric
Lillard, director of fraud services for PULSE.
“Fraudsters are always looking for new
ways to perpetrate financial crimes, and
vigilance is important. We have seen a
number of news reports in recent months
about incidents of ATM and point-of-sale
skimming fraud. I encourage cardholders
to watch for signs of terminal tampering
when using their cards.”
PULSE participants can order ATM &
Debit Card Safety Awareness Month
materials on the PULSE website at
www.pulsenetwork.com/debitsafety.
Click on PULSE Marketplace (login is
required).

Industry Opposes
FDIC Overdraft Guidance

B

anking industry leaders have been
vocal about their concerns over
the Federal Deposit Insurance
Corporation’s (FDIC) formal guidance
regarding management of overdraft
payment programs implemented by
FDIC-supervised institutions. They say the
guidance does not take into consideration
key information about overdraft programs
already in place, the onerous compliance
requirements, lack of interagency cooperation and more.
The Independent Community Bankers
of America, other banking associations and
many financial institutions sent letters to
FDIC Chairman Sheila Bair only days after
the announcement, expressing their
disappointment with and concerns
about the FDIC guidance.
Your debit card program may be
impacted by this development. In addition
to the general tenets of the guidance,
there is a specific requirement pertaining
to customers who previously opted into
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debit card overdraft protection as a result
of last year’s Regulation E revisions.
According to FDIC guidance, those who
opted in and frequently overdraw their
accounts must be given the opportunity
to reverse their choice and opt out of their
institution’s overdraft protection program.
This means that, for these customers,
many of whom are frequent overdraft
users, financial institutions are required to
confirm the availability of funds prior to
authorizing point-of-sale debit or ATM
transactions. This could get tricky.
The speed with which electronic
transactions are processed can vary
depending on the technology of the
retailer, the network and the data processors used by the bank. On top of that, an
institution’s use of batch versus real-time
transaction processing could have a
material impact on identifying and 		
declining overdraft transactions. It is
feasible that a consumer could make
several purchases between processing
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runs while their account has insufficient
funds, resulting in multiple overdrafts.
Further, the level of disclosure to
account holders might also change. FDIC
guidance suggests that institutions “clearly
disclose to consumers the order in which
the institution pays checks or processes
other transactions,” and “that overdraft
protection fees may be imposed in 		
connection with transactions such as
ATM withdrawals, debit card transactions,
preauthorized automatic debits, 		
telephone-initiated transfers or other
electronic transfers, if applicable.”
Incredible changes have taken place in
the regulatory landscape for financial institutions over the past year. PULSE is committed to assisting its participating issuers
in building strategies to maximize the
value of their debit portfolios in light of
these ongoing regulatory changes.
For more information on the
guidance, see FDIC Financial Institution
Letter FIL-47-2010 at www. fdic.gov.

DebitProtect® Fraud Alert Rules
Now Available

P

ULSE has expanded its DebitProtect
Fraud Prevention Services to include
custom fraud alert rules. This powerful new tool allows financial institutions to
build targeted strategies to detect and
respond to fraud earlier and more effectively, helping reduce fraud losses.
“Our fraud alert rules process enables
financial institutions to create their own
fraud rules using combinations of 18 available parameters,” stated Eric Lillard, director
of fraud services for PULSE. “Available
options include merchant category code,
fraud score, country code, velocity and
many more.”

Requesting a Fraud Alert Rule

Financial institutions and issuer processors that are registered for DebitProtect
may request a fraud alert rule immediately.
If your organization has not registered for
DebitProtect, e-mail your request to
DPaccess@pulsenetwork.com.
To develop a fraud alert rule, you must
speak to a PULSE fraud analyst. The analyst
will work with you to define the criteria
that will trigger a fraud alert.
The resulting rule will enable
your institution to detect
suspicious transactions
24/7/365 and manage
fraud alerts in response to
changing fraud patterns.
Once the rule is defined,
a Fraud Alert Rule Form
will be submitted to your
organization for signature.

Your organization must return the signed
form to PULSE by e-mail or fax. To help
evaluate the effectiveness of a rule before
activation and minimize false positives,
PULSE offers rules optimization pretesting
and tuning.
A one-time fee of $500 is assessed for
the implementation of each fraud alert rule.
This fee includes up to two hours of rules
optimization pretesting. An hourly testing
rate applies for testing in excess of two
hours. There is no charge for deactivation
of a rule.

Getting Started

PULSE’s Fraud Prevention Services
augment the existing fraud mitigation
services financial institutions may already
be receiving through their processor. To
learn more about how your organization
can put custom fraud rules to work for your
bottom line, contact your PULSE account
manager at 877-247-8573 or PULSE Fraud
Operations at 866-892-3517.

Fraud Alert
Rule Parameters
PULSE DebitProtect fraud alert rules can
be developed using a combination of
the following parameters:

• Merchant Category Code (MCC)
• Dollar Amount
• Fraud Score
• Transaction Type
• Response Code
• POS Entry Mode
• CVV/CVC Result
• Time (Velocity)
• Acquirer Network
• Three-day Date Range
• Country Code
• City
• State
• Postal Code
• Merchant Name
• Merchant Location
• Terminal ID
• PAN
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ATMs and the Americans with Disabilities Act
What the Revisions Mean for Financial Institutions

L

ast year, the United States
Department of Justice (DOJ) revised
its Americans with Disabilities Act
(ADA) regulations, including Standards for
Accessible Design, which pertain to ATMs.
The final rules were published in the
Federal Register on September 15, 2010,
and impose new standards, including
both technical and scoping requirements,
for ATMs. These standards are set forth in
Section 707 of the guidelines (www.accessboard.gov/ada-aba/final.cfm#a707).
According to the DOJ, the 2010 ADA
Standards require ATM owners and operators to provide communication-related
elements for both new and existing ATMs
necessary to make them usable by individuals who are blind or have low vision.
This could require changes to ATMs and
facilities that house ATMs.
The final rules included a compliance
date of March 15, 2011, although compliance is not required until March 15, 2012.
At that time, all ATM owners/operators
will be legally bound to comply with the
standards. It is recommended that all ATM
owners/operators inspect their existing
ATM inventory for compliance with the
standards. If any ATMs do not comply, ATM
owners/operators will need to work with
their ATM vendor to discuss modifications.

Ensuring Compliance

The updated standards state that,
where ATMs are provided, each ATM shall
comply with the requirements except
where two or more are provided at a
location. Then only one must comply.
Drive-up-only ATMs are exempt from
some of the requirements. To comply,
ATM owners/operators need to address
the accessibility of the input and output
controls on their ATMs. Specific instructions
are as follows:
Height and Reach – To ensure cardholders can easily access input controls, ATM
owners/operators should position ATMs
where a forward or side reach is unobstructed, the high reach shall be 48 inches
maximum and the low reach shall be 15
inches minimum above the finish floor or
ground. If the live touch-command areas
on the ATM screen are higher than the
function keys, the graphic area containing
the touch commands must be lowered
to the required height. Also, ATM owners
A l l d e b i t a l l t h e t i m e SM

and/or operators should place ATMs so
that clear floor space is provided to allow
a person using a wheelchair to make a
forward approach, parallel approach or
both, to the machine.
Privacy – ATM owners/operators should
ensure that the opportunity for the same
degree of privacy of input and output is
available to all individuals by incorporating
capabilities such as “blank screen” 		
functionality.
Voice Guidance – In order to service
visually impaired cardholders, the new
standards state that ATM owners/operators
should make all ATMs speech-enabled,
unless doing so would create an undue
burden or expense.
Input Device – Key surfaces should be
raised to serve the visually impaired by
making input device controls tactually
discernible.
Numeric Keypads – ATM owners and/or
operators should arrange ATM keypads in a
12-key ascending layout, such as telephone
keys, or descending, such as a computer
number pad layout. The number five key
shall be tactually distinct from other keys.
Function Keys – ATM owners/operators
should design their function keys to
contrast visually from their background
surfaces. For instance, function key surfaces
shall have tactile symbols such as: Enter or

8

Proceed key, raised circle; Clear or Correct
key, raised left arrow; Cancel key, raised
letter “X”; Add Value key, raised plus sign;
Decrease Value key, raised minus sign.
Display Screen – For visibility from a point
located 40 inches above the center of the
floor in front of the ATM, characters on the
screen must be in sans serif font, a minimum of 3/16-inch high and contrast with
their background.
Braille Instructions – Braille instructions
should be integrated into the ATM to
initiate the voice guidance feature.
These requirements are auxiliary aids
and services that must be provided on
existing ATMs. For a complete list of the
ADA and American Bankers Association
accessibility guidelines, go to www.accessboard.gov/ada-aba/final.cfm.
For more information relating to these
rules, go to www.access-board.gov/		
ada-aba/ada-standards-doj.cfm.

		
“Millennials” are Key to Debit’s Success (continued from page 1)

experienced one of the greatest economic
downfalls in our history and are more
careful financially, thanks to lessons learned
by their predecessors. This is a great 		
opportunity for financial institutions to
optimize their debit portfolios and create
sustainable programs to grow millennials’
use of debit.”
The 2010 Study of Consumer Payment
Preferences offers the following suggestions
for issuers:
• Continue to focus on debit as a
means of migrating consumers away
		 from cash and checks, and align
		 operations to lower costs
• Work with merchants in the
		 categories of fast food, coffee houses,
		 cinema/theater and transit to expand
		 the preference for debit, increasing
		 both debit volume and fee income
• Focus marketing messages on the
		 safety, convenience and budget
		 control aspects of debit as a way
		 to continue the trend
Additionally, millennials are making
more small purchases (less than $5) on the
Internet than any other group. With new
technology and a clear understanding of
how debit works, young people feel safe
using their debit cards for shopping online.
This trend is expected to increase.
For all consumers, debit use in stores
has climbed steadily as well, accounting for
42 percent of in-store transactions in 2010
versus 37 percent in 2008, a 14 percent
increase (see graph).

“The continuous rise in debit usage
is evidence that the new generation of
consumers feels comfortable using this
payment option in the store and online,”
said Ballard. “Making sure debit card
programs include features that millennials
require is a must.”

Additional findings:

• Millennials use debit for in-store
		 payments on par with the 35 to 54
		 age segment and more than those
		 aged 55 and above
• Debit card ownership is highest
		 among millennials at 80 percent, as is
		 ownership of contactless payment
		 devices (12 percent)
• 56 percent of millennials have made
		 Internet micropayments (purchases
		 under $5) compared to 46 percent of
		 those between the ages of 35 to 54
		 and 23 percent of those over 55
• Although 47 percent of millennials
		 surveyed own a checkbook, none
		 said they prefer to pay by check

For additional payments industry
insights, PULSE participants may go to
www.pulsenetwork.com/research (login is
required).

Debit’s Share of In-Store Transactions
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Reloadable Prepaid Profitable
for Credit Unions
ATM & Debit News
Well-managed reloadable prepaid debit
card programs offer credit unions an
opportunity for greater profits and membership, according to a PSCU Financial
Services report. In its white paper
“Achieving Profitability with Prepaid
Cards,” PSCU says reloadable prepaid
cards are especially effective at reaching
financially underserved consumers. PSCU
suggests credit unions set fees that charge
enough to ensure a profitable return but
are not so prohibitive they discourage
continued use.

Chip and PIN on its Way to U.S.?
PaymentsSource
Increasing support of chip-and-PIN cards
across Europe may soon force the U.S. to
adopt the technology, says Jack Jania, U.S.
vice president and general manager of
secure transactions at Gemalto. In 2012,
significant European merchants will begin
blocking magnetic stripe transactions.
And the European Payments Council
expects card issuers in the Single Euro
Payments Area to issue chip-only cards
and refuse mag-stripe transactions as
early as next year.

FTC Offers Wi-Fi Usage Tips
42%

37%

DNM

American Banker
The Federal Trade Commission has
released guidelines for consumers using
Wi-Fi hotspots. Financial institutions can
use the tips to educate account holders
on accessing online banking sites via
such hotspots. Recommendations
include using hotspots that ask for a
Wi-Fi Protected Access (WPA) password;
sending data through sites encrypted with
https protocol; and not using the same
log-in IDs and passwords for multiple
sites. For more information, go to
www.ftc.gov/opa/2011/02/wireless.shtm.

No PIN or Signature

Source: 2010 Study of Consumer Payment Preferences
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Durbin Amendment Aftershock (continued from page 1)

Inherent Uncertainties

Proposed Regulation II includes uncertainties in all three of its major provisions.
• Interchange Fee Restrictions
Regarding interchange fees, it outlines
two alternatives, either of which, if
chosen, would take effect July 21,
2011. Alternative 1 provides for a “safe
harbor” interchange rate of $0.07 per
transaction for regulated institutions.
If an issuer’s average variable cost
exceeds $0.07, the issuer may receive
a per-transaction fee equal to its
average variable cost up to $0.12 per
transaction. Alternative 2 caps interchange for regulated institutions at
$0.12 per transaction.
• Network Exclusivity Restrictions
In the area of network participation,
the proposed rules outline two alternatives that would apply to all debit
card issuers, regardless of asset size.
In Alternative A, each debit card must
participate in two unaffiliated debit
networks (typically one signature
network and one PIN network, but
potentially two signature networks
or two PIN networks). In Alternative B,
debit cards must participate in 		
two unaffiliated networks for each
authorization type (PIN and signature).
		 The exclusivity restrictions would
take effect October 1, 2011, if
Alternative A is chosen, as would a
provision giving merchants the right
to direct the routing of debit transactions. If Alternative B is selected, the

exclusivity restrictions will not take
effect until January 1, 2013.
		 “Alternative B would be a radical
departure from how cards work
today, particularly on the signature
side,” said PULSE President Dave
Schneider in a January PULSE
Academy session on Regulation II.
“The infrastructure to support 		
multiple signature networks
doesn’t exist today,” he added.
		 During the same session, Duncan
Douglass, a partner at law firm 		
Alston & Bird, stressed that the final
version of the rule could reflect
a choice between the options
presented, or it could include
entirely different provisions.
• Fraud Prevention Adjustment
The FRB sought comments on how to
implement a provision of the Durbin
Amendment that would permit
regulated institutions to receive
additional compensation for fraud
prevention efforts that meet standards yet to be determined.
		 The Board estimates that industrywide fraud losses to all parties from
debit card transactions were $1.36
billion in 2009, composed of $1.15
billion in signature debit losses and
$200 million in PIN debit losses.
Signature debit fraud rates were 3.75
times those for PIN, says the FRB,
averaging 13.1 and 3.5 basis points of
dollar volume, respectively.

Durbin Amendment
Resource Center

Website Offers Information and Analysis
on Debit Regulation
The Durbin Amendment Resource Center, accessible from the home page
of the PULSE website, is offered as an exclusive benefit to our participants.
The site is your source for amendment-related news, white papers,
webinar replay links and expert analysis from PULSE and other industry
leaders. It provides insight and guidance for use during the development
and implementation of the Durbin Amendment regulations.
The site is continually updated as new information and
resources become available. For the latest developments, go to
www.pulsenetwork.com/debitregs.
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“The Fed appears inclined to create a
fraud prevention adjustment,” said Douglass.
What that adjustment will look like, and
when it might take effect, are still unknown
at this time, he says.

Future Direction

PULSE is continuing to analyze the
proposed rules, and their potential impact
on both regulated and exempt debit card
issuers. Schneider believes the rules will
have far-reaching effects, even on smaller
issuers who technically are not subject to
the interchange restrictions.
“Merchants and acquirer processors will
have much more influence on how debit
transactions get routed in the future,” he
said. “I expect they will use that influence
in an effort to drive down interchange for
unregulated issuers.
“At this time, issuers should be working
to make sure they fully understand their
debit program costs,” Schneider continued.
“Look at which components of your cost
structure you might be able to reduce.
Identify cost-saving opportunities now. Also,
look at your customer base carefully around
levels of profitability to your institution, and
assess what changes you should make in
each segment.”
For more information on the proposed
regulation, its likely impact on financial institutions and how your institution can prepare,
visit the PULSE Durbin Amendment Resource
Center at www.pulsenetwork.com/debitregs.

Online,
Always
Available

Award Spotlight
PULSE Ignite Award
and BMA Lantern Award
Ignite Award

Each year, PULSE recognizes one
employee with the Ignite Award, an
honor created to celebrate the life of
Sue Carpenter and the extraordinary
values she demonstrated every day.
Individuals who exemplify Carpenter’s
dedication to PULSE by making a
significant and admirable contribution
to our team are considered.
In October of 2010, Anne Rhodes
was honored with the second annual Ignite Award. In her role
as Public Relations Manager, Rhodes displays consistently high standards
and promotes collaborative efforts that foster growth in others. She
demonstrates a sincere interest in her colleagues’ success and the
success of PULSE.
PULSE would like to congratulate all of this year’s nominees – Dilshad
Haji, Rick Massey, Gina Smith, Jay Stallings and Denise Stigge. Each of
these individuals made valuable contributions to our organization.

BMA Lantern Award

At its annual gala in November 2010, the Business Marketing
Association (BMA) of Houston awarded PULSE a BMA Lantern Award
for online communications, recognizing the premiere webcast of the
PULSE Insights & Solutions eForum. PULSE debuted this new format
for professional development live on the Internet in April 2010.
The eForum was comprised of a panel discussion and case studies
from PULSE financial institution participants. The panel of experts,
moderated by PULSE Senior Vice President Steve Sievert, candidly
addressed such industry topics as reward programs, social media and
debit performance management. The case studies featured two of
our financial institution participants, who shared their debit programs’
unique experiences and successes. Throughout the event, the panel
took questions from webcast participants across the country.
BMA Houston created the Lantern Awards of Texas more than
two decades ago to highlight top-quality creative and strategic
business-to-business communications.
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Seconds with...

Steve Sievert

Senior Vice President,
Communications & Marketing

Recovering our Industry’s Reputation
Community banks and credit unions
have unfairly been painted with the same
bad-reputation brush as the Wall Street
investment firms that contributed to the
country’s financial unraveling in 2008. As
evidence, in November 2009 The Harris Poll
sampled more than 2,000 consumers, and
only 12 percent said banks are “generally
honest and trustworthy,” down from 21
percent in 2008 and 30 percent in 2007.
In addition, 40 percent of the same
group believe banks “should be more
regulated,” up from only 20 percent in
2007. These opinions should concern all
financial institutions, as current consumer
temperament could fuel further regulation.
A similarly bleak story was painted by
107 financial journalists polled by Market
Wire and BackBay Communications. 		
Eighty-three percent said the reputation
of financial services companies had
declined over the past year – 59 percent

say “significantly” and 24 percent “only
slightly.” These are the conduits through
which consumers interpret your reputation.
Time to Respond
Any attempt to unlink the reputation of
your institution from the industry is unlikely
to be successful. However, here are some
actions you can take to fortify the reputation of your institution.
Back to basics – Customer service is more
critical for financial institutions than ever.
Focus on keeping existing customers
happy. Remind them that you are a		
customer-focused institution working
in their best interest.
Create smart consumers – Educate
account holders about the benefits and
uses of services and products – a win-win
for institutions and consumers.

IN CLOSING

Helping Change Lives ...
One Bike at a Time
In December 2010, more than 20 PULSE
employees participated in the annual Elves
& More Bike Building event.
Elves & More designs programs to buy,
build and deliver bicycles to underprivileged children in the Greater Houston area.

The bicycles are incentives for children
to stay in school and out of trouble while
improving their health.
In 2010, Elves & More gave away its
115,000th bicycle to a child in Houston.
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Connect and communicate – Leverage
social media to connect with account
holders on their terms.
Partner for success – Maximize your role
as a valuable financial partner in managing
your customers’ money; offer personal
financial management.
Stay fee savvy – Re-examine your fee
structure, especially in light of the change
in overdraft policies that took place this
year.
A good reputation is worth its weight
in gold. Yours may feel like concrete shoes
today, but the industry is on the road to
recovery. Concerted efforts by financial
institutions soon will have the industry’s
reputation climbing again, one step at
a time.

