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By Jim Daly

Wall Street has discovered consumer electronic payment transactions, and now, 

with one deal after another, the business may never be the same.

as some newly private companies, 
especially First Data, sell off subsid-
iaries to sharpen their focus or pay 
down debt. Conversely, many observ-
ers expect newly public companies 
with strong balance sheets or stock 
prices—think Metavante and Master-
Card—to go shopping for companies 
that enhance their businesses.

Meanwhile, banks that control 
large processors, most notably Syno-
vus Financial Corp., which owns 81% 
of Total System Services Inc. (TSYS), 
might face irresistible pressure to di-
vest. “There’s really no reason for a 
bank to own a processor,” says Brett 
Horn, an equity analyst at Chicago-
based Morningstar Inc, an independent 
financial research firm. “The two busi-
nesses are fundamentally different.”

Large, publicly held merchant pro-
cessors such as Global Payments Inc. 
and Heartland Payment Systems Inc. 
could find themselves on tightropes, 
preferring to stay public but obliged 
to get the best returns for their share-
holders even if it means going private 
(chart, page 30). Robert O. Carr, ex-
ecutive chairman and chief execu-
tive officer of Princeton, N.J.-based 
Heartland, is quite familiar with the 
tire-kickers.

“We’ve been continually ap-
proached for a long time,” Carr says. 
“I would be insulted if we weren’t ap-

Processing’s  
		  Domino Effect

ntil recently, the electronic pay-
ment-processing business was 
barely known beyond a tight 
circle of bankers and processor 

executives, retailers, techies, and sales 
guys peddling card acceptance to small 
merchants. Add in a handful of analysts 
and professors who got an intellectual 
thrill pondering how a process that in-
volves a clerk punching sales transac-
tions into machines that extract infor-
mation from a credit card’s magnetic 
stripe and send it around the country (or 
world) could actually have value.

But after a rash of headlines and 
televised reports over the past three 
months arising from several multibil-
lion-dollar buyout deals, payment pro-
cessors have emerged from obscurity 
to become the rage of Wall Street. Pri-
vate-equity firms awash with money 
to invest from pension funds, other 
institutional investors, and banks are 
taking over publicly held industry stal-
warts such as First Data Corp. and Al-
liance Data Systems Corp. And more 
deals are on the way (chart, page 26).

But private equity, whose boom 
of recent years extends to nearly ev-
ery corner of the economy, is only 
one part of a sweeping financial trans-
formation of the payments business. 
A watershed event was MasterCard 
Inc.’s initial public stock offering in 
May 2006. The IPO gave public inves-

U tors rather than financial institutions, 
which founded MasterCard back in 
the 1960s, majority control of the No. 
2 payment network. Since then, Mas-
terCard’s stock has more than tripled 
in value and a whole new constituency 
realizes there’s money to be made by 
moving electronic money.

“The economics of this business 
are much more attractive than people 
used to think,” says Steve Mott, a for-
mer MasterCard executive who now 
heads the Stamford, Conn.-based con-
sulting firm BetterBuyDesign.

Cash Flow Is King
While First Data and others are going 
private, Discover Financial Services 
LLC, the poor relation of Morgan 
Stanley’s investment-banking family 
(box, page 28), and Metavante Corp., 
a fast-growing processor owned by 
Milwaukee bank-holding company 
Marshall & Ilsley Corp., are joining 
MasterCard and going public. 

And waiting in the wings for an 
IPO is the biggest payment network 
of all, Visa, which plans to consoli-
date several of its disparate regions 
and hand off control from its current 
financial-institution owners to public 
shareholders.

The financial forces that already 
have toppled some big industry domi-
noes may prevail for some time yet 
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