From Cost
Center to
Capital Layer

The CFO Case for Loyalty Infrastructure — a structural argument for why loyalty programs deserve financial-grade

management at multi-trillion-dollar scale.
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Loyalty Has Always Told
a Different Story

For decades, loyalty has lived inside the marketing department —
measured in engagement rates, campaign lift, and redemption
curves. But on the balance sheet, loyalty tells a fundamentally
different story.

Recorded As

Deferred revenue — a future claim on goods or services

Modeled As

Liability, forecasted through breakage assumptions

Managed As

Future obligation sitting on the balance sheet

If loyalty is financially structured like a capital instrument, why is it
still governed like a promotional expense? At multi-trillion-dollar
scale, that misalignment is not cosmetic. It is economically

material.
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The Balance Sheet
Reality

When a company issues points, How Liabilities Are
miles, or reward credits, it is not Currently Managed
distributing a marketing gift. It is

creating a financial obligation. % Fragmented across
That obligation sits on the balance legacy systems
sheet as deferred revenue — a

future claim on goods or services. —  Modeled with

historical

Globally, outstanding loyalty redemption curves

liabilities are estimated in the
trillions of dollars across airlines,

Offset by breakage

hotels, retail, grocery, credit card .
issuers, fuel networks, and A
e-commerce platforms. This is not
incidental exposure. It is structured Managed through

economic value. expiration policies

Yet in most enterprises, those
liabilities are managed with
infrastructure that does not match
their financial significance.

@ The accounting sophistication exists. The infrastructure
sophistication does not. Loyalty is already treated like
capital in accounting — it simply lacks capital-grade
infrastructure.
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The Cost Center
Framing Problem

In many organizations, loyalty budgets are framed as marketing
expense designed to drive incremental revenue. That framing, while
technically accurate, is strategically incomplete.

Points Issuance

Treated as cost — a line item to be minimized rather than
capital to be optimized.

Redemption

Treated as expense realization — the moment value leaves
the system rather than circulates.

Breakage

Treated as margin recovery — a financial benefit derived from
value that never moves.

Loyalty is not merely cost. It is

structured deferred capital /\ Breakage protects
issued at scale. How that margin. Velocity
capital circulates — or fails to expands enterprise
circulate — determines value. The two are not
enterprise efficiency. the same — and

confusing them is a

When loyalty remains siloed strategic error with

and redemption-constrained,
value stagnates. When utility

material

consequences.
expands, behavior expands

with it.
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Static Yield vs. Capital
Velocity

High Protection
N

Stagnant Value:
Quarterly yield, little
growth

Static Yield: Breakage
protects payouts

. . High
Low Circulation ¢ > . .
N Circulation
Capital Velocity: Compound
Circulation drives Participation: More
growth users, rising velocity

WV

Low Protection

Breakage is often perceived as financial protection — if a percentage
of issued value expires or remains dormant, payout exposure
declines. On a quarterly basis, this appears rational. But breakage is
static yield. It monetizes inactivity.

Capital Velocity Effect

When value can move across categories, partners, or use cases,
participation increases — driving higher transaction frequency,
greater issuance, and stronger engagement.

Proven Precedents

Credit card ecosystems, airline alliances, and unified hospitality
platforms already demonstrate this dynamic. Limited
interoperability has increased overall engagement and spend
within those systems.

The Infrastructure Gap

The behavior is modern. The infrastructure beneath broader
loyalty systems is not. Velocity compounds. Static yield does not.

@ In capital markets, liquidity increases value. Loyalty is no
different.
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The Transparency Gap

CFOs manage liabilities within enterprise walls, but the broader

rewards economy lacks shared reporting standards and

interoperable visibility. Without shared infrastructure, loyalty

remains economically opaque at the ecosystem level.

In Siloed Systems

Liabilities are isolated
by brand

Redemption behavior is
category-bound

Cross-brand exposure
is unmeasured

System-wide liquidity
cannot be modeled
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The Blockchain Solution

Blockchain, applied as neutral
settlement rails, introduces
financial-grade reporting,
auditability, and standardized
visibility — without changing brand
economics or ownership of
customer relationships.

This is not about replacing
programs. It is about modernizing
their management layer.

© Transparency reduces
ambiguity. Reduced
ambiguity lowers risk
premiums.




The Float Opportunity

Between issuance and redemption, loyalty value sits as deferred obligation. This creates float — temporary capital
embedded within the system. Fragmented systems obscure the strategic clarity of that float.
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Duration, redemption velocity, and exposure risk are currently
estimated, not precisely measured. With coordinated infrastructure, () The opportunity is not to extract
each of these dimensions becomes a manageable variable rather more float. It is to manage existing
than an assumption. float more intelligently. That

distinction matters.
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Structured I Transparent W Circulating

Governed with the rigor of a Visible across the ecosystem with W Value moves across categories,
J financial instrument, not a financial-grade reporting and | partners, and use cases —

promotional budget line. y auditability. \ compounding engagement.
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Measurable

Auditable

§ Every transaction recorded on neutral settlement rails

with standardized visibility.

Performance tracked across ecosystems, not just

within individual brand silos.
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@ Today, loyalty behaves like a fragmented liability stack. As infrastructure modernizes, it can function as a
coordinated capital layer — one that improves capital efficiency without altering brand sovereignty.
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The Risk of Standing
Still

Consumer expectations have already modernized. Portability,
transparency, and digital integration are no longer differentiators —
they are baseline expectations.

4

1 Structural Fragmentation Persists

Loyalty remains siloed while financial systems evolve around it.

2 Perceived Value Declines

Consumers disengage from programs that feel limited and
opaque.

3 Engagement Suppresses Issuance Growth

Reduced participation constrains the very engine that drives
program scale.

4 Long-Term Relevance Erodes

Breakage may protect short-term margins, but the program
loses strategic value.

Markets do not remain fragmented once infrastructure becomes
available. Payments evolved. Capital markets evolved. Settlement
systems evolved. Loyalty will follow the same path.

/N Optimizing legacy architecture rarely creates durable
advantage. Modernizing infrastructure often does.
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The Strategic Choice

Executives now face a structural decision that will define the future of
the global rewards economy. At trillion-dollar scale, the choice is
clear.

Option A: Status Quo

Maintain loyalty as a siloed cost center optimized for breakage
and expiration — protecting short-term margins while long-term
relevance erodes.

Option B: Capital Layer

Evolve loyalty into a transparent capital layer optimized for
liquidity, velocity, and long-term enterprise efficiency — where
infrastructure enables compounding value.

$Trillions

Outstanding Liabilities

Already sitting on balance sheets globally across airlines, hotels,
retail, and financial services.

O

Missing Infrastructure

The market exists. The liabilities exist. Consumer behavior is modern.
Only the infrastructure layer is absent.

The market already exists. The liabilities already sit on balance
sheets. Consumer behavior is already modern. The only missing
layer is infrastructure. And infrastructure is where finance leads.

® FINANCIAL EVOLUTION # NOT MARKETING EVOLUTION

@

PROJECT
LOYALTY



