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Driving Sales Through Merchant Credit Card EMI
1. Introduction

Payment for purchases through easy payment opdimisas EMI (Equated Monthly
Instalments) has been a common facility used bgwmers to fulfil their immediate
purchase requirements through easy access to.ctéoltever availing EMI requires
significant paper work to be done by the consumvaich can be cumbersome.

An easier option for consumers is to convert thainchases on credit cards to EMI,
an option provided by some credit card issuersypfcal credit card EMI facility
involves the issuer calling up the consumer, aftpurchase is done, to convert the
purchase payment to EMI. An example follows:

Rahul buys an air conditioner of brand Orion, ferZ%,000 using his MyBank credit
card. He buys this at a shop of Jai ElectronidterAwo days, his bank, MyBank,
calls him up and asks him whether he would likedovert the payment to a three
months EMI plan (monthly payment of Rs 24,000/3s=8:000) for a one time fee of
Rs 500/-. If Rahul agrees to this, he would be gbdiRs 500/ + Rs 8,000 in the
current month and Rs 8,000 per month for the neatrhonths.

While this feature is useful, there are severallehges in this approach, which make
its usefulness limited. Firstly, since it is aabile only after the purchase has been
completed it is only a convenience and does n@ imeluce consumer purchase
decision. Secondly, being a post-purchase evethbess not help the merchant
specifically and therefore it is difficult to gdte merchant to promote it or participate
in sharing the cost of supporting EMI. Finallyent is based on calling the
consumer, the process involves reaching out thewoar and speaking to them at
length, which can be challenging leading to lowvasion. What would be more
useful is an option for the consumer to conve&Rl at the time of making the
purchase.

Recently credit card issuers have enabled suctilayfdy allowing consumers to opt
for an EMI mode of payment while carrying out theghase at the merchant, i.e.
prior to swiping of the credit card. No additiomaperwork is required and being
prior to purchase it helps trigger sales. Such BMions are commonly referred as
Merchant Credit Card EMI options.

2. Background On Merchant Credit Card EMI

Merchant Credit Card EMI is an interesting paymanbvation that can trigger sales
and improve usage of credit cards benefiting akeholders. Typical categories in
which merchant credit card EMI can be beneficial @s follows:

a) Consumer durables and IT products — basicallfyutems costing much
more than monthly savings.

b) High quality daily use apparel — items peoplailddike to buy for their
quality but cannot afford paying for in one instanc
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c) Vacations — travel and stay plans for family.
d) Home improvement and furnishings
e) Aspirational categories of products

EMI options help in spreading the payment for tbestimer; so these options are
typically provided by the merchant on the MRP @& giroduct and may even include
a small processing fee/charge. Hence these helménchant drive sales while
protecting margins.

Market research in India indicates that after idtrction of Merchant Credit Card
EMI in 2010, sales of products on EMI has growrolsgr 100% on a year-on-year
basis in certain categories such as apparelsonsuener durable retail formats it has
helped increase store sales by over 15-20% onreoyegear basis.

3. The Financials Behind Merchant Credit Card EMI

In a Merchant Credit Card EMI plan the merchans geé money for the purchase on
the next day as per regular credit card batch oboslihe consumer gets charged on
their credit card based on the tenure of the EMéste selected. Since the consumer
is paying for the purchase in instalments, wittgnarantee or collateral provided to
credit card issuer for the same, the entire ris& With the issuer. The issuer has to
additionally fund the period over which the paymefit be received and therefore
their cost of funding the transaction increas@se issuer therefore needs to cover
this increased risk and interest cost. They deltlgipassing on this cost as a charge
to either the merchant, the consumer or in somesdé® manufacturer of the product.
This charge is called subvention.

In the above example, assume that the bank ABCdhlikd to recover a charge of
3% on the 3 month EMI tenure to cover the increastdand interest. This 3%,
translating to Rs 720/- can be recovered from eithéhe parties benefiting from the
service, namely:

a) Consumer, i.e. Rahul, benefiting due to converge
b) Merchant, i.e. Jai Electronics, benefiting duéncreased walk-ins, sales
c) Manufacturer, i.e. Orion, benefiting due to gased sales.

As one can see, the merchant is an additional pdrtymaybe ready to participate in
bearing the subvention charge. We will see imigne section how the same
transaction could have been carried out using Mec@redit Card EMI and the
various charge options.

The total charge to be recovered varies depenging the tenure and is typically
around 3% for 3 months, 5% for 6 months, 7.5% fardhths and 10% for a 12
months period.

The recovery of this interest is carried out irfetiént ways depending upon the party
paying for it, as follows;
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a) Consumer —in this case the charge is appliddenredit card statement and
typically recovered in the first month.

b) Merchant — in this case the money due to thehagt from the purchase is
debited by this interest amount and then paid.

c) Manufacturer — in this case either the issuenvers it from the manufacturer
without charging either the consumer or the merth@anin some cases the
merchant pays and then gets it reimbursed fronmidueufacturer.

The charge is recovered either as a % of the sdileyvor as a flat processing fee or as
a combination of both, depending upon the positigraf the EMI by the merchant
and the bank.

4. How Does It Work?

Merchant Credit Card EMI schemes require a sp&aidl of POS software to be
deployed at the merchant location. This can bedmmng multi-bank EMI software
such as that provided by Innoviti throughutsPAY EMI system.

Typically the card issuers would enter into an agrent to market the EMI facility
with the merchant. This would include a) decidamgthe subvention charge passed
to the merchant and that charged to the consurparatketing by the issuer on
behalf of the merchant, ¢) promotion of the schentlein the outlet and other
marketing activities.

Consumers wishing to avail this option need tonmfohe cashier at the time of
purchase. The cashier selects mode of payment [M®OEMI, selects issuer and

EMI tenure on the POS software and swipes thetogptocess the transaction. The
card issuer authorizes the overall purchase anagaihst the outstanding credit limit
on the card and then authorizes the EMI basedetetins agreed upon with the
merchant. Once authorized the consumer signsrgeiséip authorizing the entire
credit limit and another charge slip approving¢baversion to EMI. The EMI slip
would also contain the consumer’s approval of pgeirg) charges or interests that the
consumer would need to bear (see details in Se8tadrove).

Customer brings product to cash till,
decides to pay fully/partially through
EMI

Cashier bills product, selects MOP as EMI,
selects

Card swiped, authorized by Innoviti uniPAY
EMI system. Charge-slip and EMI slip printed
with

Backend MIS report and
settlement with banks
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The merchant receives their money against the pgechn the next day as per usual
merchant settlement cycle, with the EMI chargegaasagreement (see details in
Section 3 above). The consumer is charged the asechalue and any associated
processing charges in equated monthly instalmenthecredit card statement.

Considering the above example, let us assume tiiBakk had entered into an
agreement with manufacturer, Orion, to bear 2%mefdubvention charge. Let us
further assume that the merchant, Jai Electronee W bear another 1% of the
subvention (they regularly pay banks 1.5% for dredid processing anyway). Then
the various parties involved would be paying abWs to MyBank:

Rahul: No charge
Orion: Rs 480/-
Jai Electronics: Rs 240/-

The zero-cost EMI for Rahul along with the easearfverting to EMI at the time of
purchase could be favourable triggers and couldtresincreased purchases at Jai
Electronics for Orion products.

5. Special features

Certain EMI software systems (suchuamsPAY) allow for special features such as
options for defining which products will support iwh EMI options (tenures). They
can also define which issuer cards will be supploide each product. This allows the
manufacturer, retailer and bank to work out striaefpr promoting specific product-
bank EMI options.

Manufacturers can also use these software to budidect customer connect thereby
helping promote other product categories to théotner. Depending upon the
consumer’s credit history, the manufacturer aloiit the bank and retailer can work
out incentive programs for the customer to contitaueuy on EMI. As an example
the credit card points earned could be multipleetint the purchase happens on EMI.

6. Benefits?

Merchant Credit Card EMI is a novel payment solutiloat benefits all the
stakeholders in the process, as follows:

1. Consumer:

a. Zero paperwork, hassle-free access to crediu#tple merchant
locations.

b. Allows consumers to enjoy products and serwdeish would
otherwise be out of their reach.

2. Merchant:
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a. Increase in walk-ins through issuer promotions

b. Increased conversions at store by making avaiksdsier payment
options for consumers

c. Ability to sell products without discounting, pmoving margins
3. Bank:

a. Improving the card visibility with the consumer.

b. Increased earnings from the card through intemnesme.
4. Manufacturer:

a. Ability to push specific category of productgwaiut discounting,
improving margins.

7.1n Summary

In summary, Merchant Credit Card EMI provides cansts an option to convert a
credit card purchase to EMI at the time of makimg purchase, with no additional
paperwork. This can help trigger consumer conweearsi the store while allowing the
retailer and the manufacturer to maintain margiflse purchase amount gets
converted to EMI and gets charged to the consunmrthe EMI tenure, on their
credit card. The increased risk and interest isasthared between the consumer,
merchant and manufacturer. Even though MerchaediCCard EMI is currently less
than 2% of the overall credit card transactionsrpenth, it is expected to become
significant in the coming months.



