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Let me ask you a question.

Ten years from now, do you think that there will be an increase or decrease in the 
percentage of purchases completed using paper money?

It is an incredibly easy question to answer, isn’t it…

Some of us are moving to a cashless society happily. Some of  
us don’t like it one bit. Whether we like it or not doesn’t 
really matter. 

The reality is that cash transactions are 
going the way of the dinosaur, and we 
don’t have a say in the matter. Cashless 
is not a trend that is going to reverse.

If that is bad news to you, it doesn’t 
have to be. You can take action today and make sure you profit from our transition 
to a cashless society. 

Imagine how much fun it would be to know that you are benefiting every time…

• A teenager buys something on Amazon… Cha-ching!!

• A busy mother stops by the local grocery… Cha-ching!!

•  Someone buys a meal at a restaurant, purchases a new T-shirt or buys a  
Christmas present… Cha-ching, cha-ching, cha-ching!!

You can position yourself to make money on virtually every transaction.

We know that this cashless evolution isn’t going to stop. So let’s do something right 
now to profit from it.

We can do exactly that through the 2024 bonds of this month’s Contract Income Alert 
selection, which is going to allow us to lock in six years of juicy cash payments…

Understanding Why They Are Taking Away Our Cash
It is not my intention to tell you whether the move to a cashless society is a good or 
bad thing. It is my intention to tell you that it is in fact happening, and that we can 
make some money from it.
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The interested parties that have the power to push this cashless revolution through are going to make it so.

First, we have the world’s most powerful financial institutions, which will benefit greatly from the elimination of cash. 
These financial companies benefit in several ways:

• Cost reduction of not having to physically handle and process cash 
• More electronic transactions mean more fees
• All money being within the system means greater deposit volumes
• Fewer people visiting branches means reduced staffing needs
• A great reduction in the cost of compliance reporting.

With all of these benefits (and others), the financial institutions of the world don’t need anyone to encourage them to 
push the cashless revolution. Nonetheless, a push is exactly what those financial institutions are getting from govern-
ments around the world that see even greater benefits from a cashless society.

Governments love the idea of a cashless society for some very big reasons:

•  A traceable record of every transaction makes it hard for criminals (terrorists, drug dealers, money launderers) 
to conduct their business

• Having all transactions take place within the system makes it harder for tax evaders (higher tax revenues)

• It gives governments more control of the economy, which will allow for more effective monetary policy 

• It would make for a faster and more efficient financial system.

Both the world’s financial institutions and the world’s governments are highly incentivized to push forward on this 
cashless transition. As a parent and as an investor, I’ve come to fully appreciate how powerful incentives are.

Some countries are further down the cashless road than others. But all countries are all moving in the same direction.

The chart on the right breaks down the growth in noncash transactions by region.

In much of Europe and North America (excluding 
Mexico) cashless transactions have already hit 50% 
or more of all transactions.1 In these countries the 
cashless transition continues at a steady pace, with 
plenty of room to run given that roughly half of 
transactions still do involve cash.

In the developing parts of the world, the cashless 
portion of the economy is growing much faster, 
since it is starting from a much smaller base. In the 
developing world, the growth in cashless is going to 
continue at a high rate for a long time to come.

All of that growth is great news for First Data, a 
company involved in an astounding one of every 
two cashless transactions that take place today. 
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Let’s get to know this company better. 

First Data — Behind the Scenes of Trillions of Dollars of Transactions
What First Data does is best explained by looking at a typical credit card transaction. There are two phases involved in 
each transaction: authorization and settlement.

Let’s begin.

Authorization
Step 1: A buyer (credit card holder) swipes his or her card at a merchant.

Step 2: The merchant sends an authorization request to a payment processor (First Data) to authorize payment.

Step 3: First Data relays that authorization request to the bank that issued the buyer’s credit card (the issuing bank).

Step 4: The issuing bank approves or denies the transaction and responds to First Data.

Step 5: First Data responds to the merchant to let them know whether to approve or deny the purchase.

As you can see, a payment processor (like First Data) 
is in the middle of every credit card transaction. In al-
most half the transactions that take place in the United 
States, First Data is that payment processor.

Authorization is the first step in the transaction. The 
second step is the actual settlement of the transaction, 
whereby the money is actually transferred to the mer-
chant who sold the good or service.

Settlement
Step 1:  Once the authorization process is finished, the sale is completed and the merchant sends a settlement request 

to First Data.

Step 2: First Data submits a request on behalf of the merchant to the buyer’s credit card issuing bank.

Step 3: That credit card-issuing bank sends an approval back to First Data.

Step 4:  First Data then contacts the merchant’s bank and provides details of the payment that will be coming from the 
buyer’s bank.

Step 5: The buyer’s bank sends the payment to the merchant’s bank and the transaction is settled.

As the payment processor, First Data connects all of the parties that need to be involved in the authorization and settle-
ment of a cashless transaction. First Data is involved in a lot of these transactions across the world.

First Data has customers in more than 100 countries, touching 6 million different business locations and over 4,000 
different financial institutions. This is the industry’s single largest distribution network.

As a payment processor, First Data’s customer is the merchant who is selling the products or services. To grow its 
business, First Data needs to sign up new merchants who want to use First Data as a payment processor.

A key to First Data getting such a large footprint in this business are the partnerships that it has with many of the 
world’s largest financial institutions. A new merchant will already have a bank before they have a payment processor. 
It is the bank that usually introduces that new merchant to First Data as a payment processing choice.

Those alliances with financial institutions are built on revenue-sharing arrangements, which incentivize the bank to 
recommend First Data. First Data has 80 of those revenue-sharing alliances in total, and the contractual nature of 
them makes them very sticky.

Authorization

Source: Geoff Garinther

Buyer Merchant Store
First Data

Payment Processor
Issuing Bank/

Credit Card Association

1 2 3

456
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In 2016 First Data processed a mind-boggling 88 billion transactions globally.2 That equates to 2,800 separate trans-
actions each and every second. The ability to handle that kind of scale requires a huge upfront investment and is a 
serious barrier to entry for competitors.

In the United States alone First Data handled $1.9 trillion of payment volume. That accounts for more than 10% of 
the United States’ GDP for 2016! 

Generating a Lot of Cash From Cashless Transactions
The back story on First Data is an interesting one.3

The company was formed in 1971 in Omaha, Nebraska, to provide payment processing services for the Mid-America 
Bankcard Association. In 1976 it became the very first processor of Visa and MasterCard bank-issued credit cards.

In 1980 American Express purchased First Data — a bit weird, considering First Data’s relationship with Visa and Master-
Card. Twelve years later, in 1992, American Express spun First Data out as an independent publically traded company.

That lasted until 2007 when First Data was acquired by private equity firm KKR and taken private. KKR ran First Data 
for the next eight years until once again taking the company public in 2015.

From public to private to public to private to public again! Or at least something like that!

What KKR saw in First Data was a business that had a lot of attributes that made it a good fit for a leveraged buyout. 
Those attributes include:

1.  A Highly Diversified Revenue Base — First Data has a massive number of customers, with no single customer 
representing a significant percentage of revenues. That diversified customer base means that revenue is going to 
be very predictable year to year, with no worries about losing one key source of business.

2.  Recurring Revenue Steam — The vast majority of First Data’s customer relationships involve multiyear con-
tracts, again adding to the predictability of future revenues and cash flows. It is also a serious pain to change 
payment processors, so few companies do.

3.  High Capacity to Scale — First Data can add a large amount of incremental customer volume without incurring 
significant expense. Most businesses need to make significant capital investments to get additional business, 
but the First Data business is already built to scale up.

4.  Strong Cash Flow Conversion — Not only is First Data’s infrastructure such that new business can be added 
without significant capital investment, but much of any incremental revenue drops directly to the bottom line. 
A significant percentage of First Data’s costs are fixed, which means those aren’t increasing no matter how much 
new customer volume is added. Any growth in revenue that First Data is able to achieve is in very profitable 
incremental dollars.

First Data’s predictable base and operating cash flow combined with the ability to add high-cash-flow margin growth al-
lowed KKR to use debt to acquire this business. When KKR brought First Data back into the public market through an 
initial public offering, $18 billion of that debt remained 
on First Data’s balance sheet.

That is a significant amount of debt, but not a problem. 
The company can handle it. 

The debt comes at a very reasonable cost (a 5% weighted 
average) and has no pressing maturity dates. Seventy per-
cent of the debt is either fixed-rate or hedged to protect 
First Data from rising interest rates.

First Data also has ample liquidity on hand, more than 
$1.25 billion through its revolving credit facility.

 Leverage is Manageable

Source: First Data

Low Debt Cost ~5.0% weighted-average interest rate1
No Near Term
Maturities

No material debt maturities until 20202

Ample Liquidity $1.25B revolver3
Largely Protected
from Rate Increases

~70% debt is fixed or hedged within a 
fixed range4



contract income alert

5

For 2017 First Data is expected to generate over $1 billion of free cash flow. The intention of the company is to put 
that cash onto its balance sheet and reduce the amount of leverage it has. I expect First Data will continue to work 
down the amount of debt it has as years go by.

The amount of cash flow that First Data generates is also expected to grow. Projected growth in EBITDA (earnings 
before interest, taxes, depreciation and amortization) in 2017 is 5–7%. Not spectacular growth, but very impressive 
for such a large business.

With the world’s continued move to a cashless society, you can bet that First Data’s cash-generating ability is going to 
continue to grow for years to come.4 As it does, the company’s debt level will also continue to decline.

How Does First Data Stand up to Our C.A.S.H. System?
We evaluate each of our high-yield bond opportunities by looking at four key metrics that affect the company’s ability 
to pay us back. If a company doesn’t measure up to any of these metrics, we take a pass.

Let’s take a quick look at how First Data stacks up…

Cash
Our first concern is how much actual cash the company has on hand.

For a company that is an integral part of almost half of the cashless transactions in the United States, this business 
sure does throw off a lot of it.

In 2017 First Data is going to generate over $1 billion of free cash flow. That is money that is left over after First Data 
has paid all of its expenses, paid its income taxes and made interest payments on all of its long-term debt.

That $1 billion of excess cash is going to be used to strengthen the company’s balance sheet.

First Data not only has a lot of cash coming in, but also has ample cash on hand, with more than $1.25 billion of 
liquidity available through a revolving credit line and cash on the balance sheet.

This cashless company is in a solid cash position.

Assets
A firm’s assets give us more information on its ability to repay debt.

First Data has built up a massive business around its payment processing infrastructure. As you can imagine, it would 
take some serious investment to be able to process almost $2 trillion worth of annual transactions.

KKR saw the value of First Data’s assets (and their cash-generating ability) when the legendary private equity firm 
took First Data private in 2007. The value of those assets have not declined since then, nor has the momentum of the 
move to a cashless society.

First Data’s assets have it entrenched in the middle of our society’s cashless payment infrastructure. That provides an 
incredibly strong barrier for competition to have to breach.

Safety
Is our investment safe if we buy these bonds?

In 2016 First Data processed 2,800 separate financial transactions per second. In 2017 that number is going to be higher.

Over the course of a year, that is more than 88 billion transactions spread across a massive customer base. This company 
isn’t going anywhere, and neither is the amount of revenue and cash flow that it generates.

This is a predictable, stable, cash-flowing business. Exactly the kind of business that you want to own bonds of.
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Health
The overall health of the business should ensure debt is repaid.

First Data is a healthy business. With each and every month as free cash flow rolls in, the number of customers grows 
and this business becomes even healthier.

Not only is the company healthy today, but we can feel good about how healthy it is going to be 10 years from now.

There are few things in life that are certain. The fact that the world is going to have an increasing percentage of cashless 
transactions is pretty close to being one of those things.

First Data is the world’s most important cashless payment processor. It is going to get its fair share of new business in 
the years ahead. The wind is firmly at this company’s back.

Let’s Get on the Winning Side of This War on Cash
Like it or not, our future is going to be cashless (or at least very nearly cashless). 

Rather than fight the inevitable, I say we profit from it!

First Data is going to continue to be a big winner from the cashless revolution. This is a big business that is deeply 
ingrained in the middle of the global credit card processing infrastructure.

Now is a great time to lock in a reliable income stream by purchasing the bonds of this company that handles $1.9 
trillion of transactions every day.

So that is exactly what we are going to do.

Our 4.8% Annual Income Stream From First Data Bonds
Today, we’re going to buy First Data bonds that mature on Jan. 15, 2024. These bonds pay an annual interest rate of 
5.00%, based on the $1,000 “par value” of each bond. Each bond is legally obligated to pay investors $25.00 via two 
“coupon payments” each year.

Our First Data bonds are trading at roughly 104 cents on 
the dollar. That is a good price for the bonds of this solid 
company and locks in an annual interest yield of 4.8%.

On the right is a table that shows exactly what payments 
you can expect for each of the bonds you buy today.

Remember, these bonds have a $1,000 “par value,” 
which means the company owes investors $1,000 for 
every bond outstanding. Today, you can buy the bonds 
for about $1,040 each (and I would use a limit order to 
make sure you don’t pay more than $1,045).

Once again, these bonds carry a 5.00% interest rate. So for 
every bond you purchase, you’ll receive a $25.00 payment 
twice a year. Those payments should add up to $325.00 
over the remaining life of the bond. Remember, even if 
you buy these bonds at a discount, First Data is still legally 
obligated to pay you the full $25.00 twice each year. That 
gives you an effective annual income of 4.8% from this 
bond based on the current bond price of $1,040.

Our bonds are scheduled to mature on Jan. 15, 2024, 
or more than six years after this issue is printed. You’ll 
receive the full $1,000 per bond on that date or before if 
the company chooses to refinance early.

Investment

First Data — 5.00% 1/15/2024 — Cusip: QJ6941265

Coupon/Interest Payments

Principal Payment

Guaranteed Profit

$1,040.00

$13.19

$1,053.19

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$25.00

$325.00

$1,000.00

$1,325.00

$(1,053.19)

$271.81

25.8%

Principal

(95 days accrued interest)

Total Investment

1/15/2018 Coupon Payment

7/15/2018 Coupon Payment

1/15/2019 Coupon Payment

7/15/2019 Coupon Payment

1/15/2020 Coupon Payment

7/15/2020 Coupon Payment

1/15/2021 Coupon Payment

7/15/2021 Coupon Payment

1/15/2022 Coupon Payment

7/15/2022 Coupon Payment

1/15/2023 Coupon Payment

7/15/2023 Coupon Payment

1/15/2024 Coupon Payment

Total Coupon Payments

1/15/2024 Maturity

Total Payments

Initial Investment

Profit

Total Return
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Between the $325.00 in interest payments and the $1,000 you’ll receive when the bonds mature, you should accumulate 
profits of $271.81 for each bond. That’s a contractually obligated 25.8% return from an extremely well-positioned company.

• Get your broker on the phone
• Tell him you want to buy First Data bonds
• Explain these are the 5.00% bonds maturing on 1/15/2024
• The CUSIP is QJ6941265
• Tell your broker to pay no more than $1,045 in principal
• Tell him you understand there will be additional accrued interest
• (Each bond should cost roughly $1,053 based on the current $1,040 price)
• Your broker will place the trade and call you back with a “fill.”

Alternatively, you can log on to your brokerage account, locate the First Data 5.00% 1/15/2024 bonds with the CUSIP 
QJ6941265. Make sure you use a $1,045 limit for these bonds (this way you pay no more than 104.5 cents on the dollar).

Once you own the bonds, you are legally entitled to payments of $25.00 two times every year.

Your first payment should hit your account on Jan. 15, 2018. Also, First Data is legally required to pay you $1,000 per 
bond on Jan. 15, 2024. Between the coupon payments and your $1,000 principal payment, you will receive a 25.8% 
return over that time period, with an annual income stream of 4.8%.

Here’s the growing your income,

 
Zach Scheidt 
Editor, Contract Income Alert 
@ZachScheidt

Editor’s Note 
When you buy a bond, you’re responsible to pay the “accrued interest” on the bond. This is the interest that has accumulated since our 
corporation made its last interest payment. The interest is added on to the “base price” for the bond and included in your purchase price. 
The good news is that when our bond pays its next interest payment, you’ll receive the full amount of interest since the last payment.

The tables in this report include accrued interest as of Oct. 18, 2017. If you’re buying the bond later, the amount of accrued interest will in-
crease slightly for every day that passes. So your purchase price may be slightly higher depending on what day you purchase your bonds.

DON’T BUY A SINGLE CRYPTOCURRENCY UNTIL YOU SEE THIS! 

It will make you rethink everything you know about cryptocurrency…

“Cash From Bitcoin” — How to Pull CASH From the Bitcoin-Bull Market in 5 minutes!

No “wallets.” No special accounts. Just CASH in 5 minutes or less. 

CLICK HERE, QUICK!

ACTION TO TAKE: 
Buy the First Data 5.00% bonds at $104.5 or better.

https://twitter.com/zachscheidt
https://pro.agorafinancial.com/m/769055
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Contract Income Alert Portfolio Positions

Debt Restructuring Positions

Prices Current as of Market Close 10/17/2017

COMPANY SYMBOL BUY  BUY CURRENT CURRENT GAIN/ COUPONS NEXT 
 (CUSIP) DATE PRICE DATE PRICE LOSS RECEIVED PAYOUT DATE

EP Energy * 29977HAB6 4/11/16 $51.05 10/18/17 $81.94 88.06% $140.63 11/1/17
Resolute Energy 76116AAB4 7/27/16 $79.09 10/18/17 $101.57 39.17% $85.00 11/1/17
iHeartCommunications 184502BN1 9/1/16 $82.00 10/18/17 $74.47 11.39% $168.75 3/1/18
K Hovnanian Enterprises 442488BU5 11/9/16 $87.28 10/18/17 $90.11 6.10% $25.00 11/1/17
Walter Investment Mgmt 93317WAC6 11/23/16 $77.27 10/18/17 $52.63 -21.70% $78.75 12/15/17
Bill Barret 06846NAD6 12/21/16 $96.00 10/18/17 $96.78 8.10% $70.00 4/15/18
Scientific Games 80874YAQ3 1/18/17 $91.60 10/18/17 $103.24 16.32% $33.13 11/15/17
ION Geophysical 462044AE8 2/15/17 $95.74 10/18/17 $99.07 7.72% $40.63 11/15/17
Iron Mountain 46284PAP9 3/15/17 $100.47 10/18/17 $103.05 8.30% $57.50 2/15/18
Tempur Sealy Intl 88023UAG6 4/19/17 $98.74 10/18/17 $102.88 6.98% $27.50 12/15/17
Freeport-McMoRan 35671DBL8 5/24/17 $94.21 10/18/17 $101.08 7.30% $0.00 11/14/17
Carrizo Oil and Gas 144577AH6 6/29/17 $100.00 10/18/17 $102.01 2.01% $0.00 12/1/17
Antero Resources 03674XAC0 7/26/17 $102.22 10/18/17 $102.19 -0.03% $0.00 12/1/17
DaVita 23918KAP3 8/23/17 $103.46 10/18/17 $103.00 -0.44% $0.00 2/15/18
Icahn Enterprises 451102BF3 9/20/17 $103.00 10/18/17 $103.60 0.58% $0.00 2/1/22
First Data QJ6941265 10/18/17 NEW! 10/18/17 NEW! NEW! NEW! 1/15/18

* EP Energy and Everest Acquisition are joint issuers. 

COMPANY SYMBOL BUY  BUY CURRENT CURRENT GAIN/ COUPONS NEXT 
 (CUSIP) DATE PRICE DATE PRICE LOSS RECEIVED PAYOUT DATE

Gymboree Corp. 403777AB1 5/25/16 $51.98 10/18/17 xx xx $91.26 xx
Erickson Inc.  29482PAB6 6/29/16 $53.01 10/18/17 ** xx $0.00 xx

** Being converted into new shares of Erickson stock. 

1. Top cashless countries and fastest cashless growing countries in the world, Go By Me

2. First Data, Form 10K 

3. History, First Data

4. Global non-cash transaction volumes record highest growth of past decade, Alex Rolfe, Payments Industry Intelligence
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