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I. Introduction 

A. Assignment 

1. In this report I have been asked by counsel for the Commissioner of Competition (the 

"Commissioner") to descnbe: 

(a) the credit card industry in Canada; 

(b) significant developments and trends in Canadian credit card products and 

services; 

( c) the interactions between credit card companies, the financial institutions that issue 
credit cards ("Issuers"), the :financial institutions and other entities that acquire 
credit card transactions from meJChants C' Acquirersj, merchants and cardholdeIS; 
and 

(d) the operating rules of Visa Canada Corporation ("Visa") and MasterCard 
International Incorporated cnMasterCard") that are challenged by the 
Commissioner in this proceeding, and the anticipated effects of their removal or 

modification. 

B. Summary of Qualifications 

2. I am the Managing Director of Palma Advisors, a consulting group based in Fort 

Lauderdale, Florida. My curriculum vitae is attached at Schedule A to this report. 

3. I have worked in the transaction and payment processing industry for 23 years, including 

at Wells Fargo Bank, Concentric Netwozk, Noblett & Associates (a transaction services 

consultancy group) and, since October 2008, at Palma Advisors. As descnbed below, I have 

extensive experience with and .knowledge of the payment card industry, including with respect to 

the structure, operation and business practices of the credit card systems owned and operated by 

Visa Inc.1 and MasteICa.rd. My experience is principally with respect to the United States, but 

also includes Canada and other jurisdictions. 

. N.2!£;. Visa Canada Corporation (previously defined as "Visa") is a wholly-owned subsidiary of Visa Inc. See 
Examination for Discovery of Michael Bradley on behalf of V'lSa Canada Corporation ("Bradley Examination"), December S, 
2011, p. 43, Qs. 154-SS. 
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4. I hold a Master of Arts (M.A.) degree in International Policy Studies from Stanford 

University (June 1991), and a Bachelor of Arts, cum laude, in Political Science from California 

Polytechnic State University (June 1988). 

5. From 1989 to 1996, I was employed by Wells Fargo Banlc in various capacities in the 

Item Processing and Merchant Card Services units. In Item Processing. I worked from 1989 to 

early 1992 as an Operations Manager and Project Manager to implement a new IDM cheque 

processing systems platform at the bank and to replace a number of sub-systems that had been in 

use since the 1960s. 

6. In Februa.zy 1992, I became the Senior Project Manager in the Merchant Card Services 

group at Wells Fargo, which was the bank's Acquiring group. Initially, I managed the 

implementation of Visa's Payment Systems 2000 program for Wells Fargo, and its portfolio of 

50,000 merchants. Following the completion of that project, Wells Fargo formed a joint venture 

equity partnership with Card Establishment Services, Inc. (which was subsequently purchased by 

First Data Merchant Services in 1994). I managed various business operations and systems 

projects relating to the integration of the merchant portfolios of Wells Fargo Banlc and Card 

Establishment Services (First Data). 

7. In 1994, after the successful launch of the First Data/Wells Fargo joint venture project, I 

became the Service Quality & Association Affairs Manager at Wells Fargo. In that role, I had 

primary responsibility for liaising with various participants in credit card networks (First Data 

(an Acquirer), Visa, MasterCard, Discover, American Express) and debit networks (Interlink., 

Maestro, and Star System) on behalf of Wells Fargo's Acquiring group. I also served as Wells 

Fargo's representative on the Interlink. and Maestro Operations Committees. Additionally, I had 

responsibility for managing large scale projects within Wells Fargo. By way of illustration, I led 

a project to automate in-branch cash advances for Visa and MasterCard cardholders in Wells 

Fargo's 710 bank branch locations. 

8. Starting in 1995, and until it was transitioned to First Data's Operations Group in 1996, I 

managed Wells Fargo's Debit Acquiring and Network Settlement Operations. I also led the 

implementation of the Maestro brand for Wells Fargo in 1995, enabling Maestro for Wells 

Fargo's entire PIN debit merchant portfolio. 

;--
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9. In March 1996, I left Wells Fargo and became the Senior Sales Eng]neer at Concentric 

Network Corporation, an Internet Service Provider. My primary responsibility at Concentric was 

the implementation and management of data netwmk and hosting services for the company's 

strategic accounts. I was also involved in the design and expansion of Concentric Network 

Corporation's credit and debit card billing processes. 

10. In May 1999, I joined Noblett & Associates, a consulting firm that specializes in advising 

and assisting clients in matters related to the payment transaction business. 

11. In 2006 and 2007, while at Noblett & Associates, I managed the development of a 

Chip/PIN C'Smart") card authorization and clearing service, and oversaw and directed the 

process of obtaining technical certification from Visa and MasterCard on behalf of a third party 

acquirer processor client and two banks. 

12. In October 2008, Noblett & Associates closed, and I subsequently founded Palma 

Advisors. As Managing Director of Palma, I have continued providing advisory and consulting 

services in the payment transaction business. My consulting client portfolio includes Acquirers, 

merchants, point of sale and transaction processing system vendors, data networking companies, 

law firms, and government entities. 

13. As set out in Schedule B to this report, I have acted and been qualified as a payment card 

industry expert in numerous proceedings in the United States and New Zealand, including the 

following: 

(a) on behalf of plaintiffs In RE Payment Card Interchange Fee and Merchant­

Discount Antitrust Litigation, MDL Docket Number 1720 (E.D.N.Y.) in current 

litigation before the United States District Comt for the Eastern District of New 

York challenging, among other things, the no-surcharge and honor-all-cards rules 

of the named Visa and MasterCard entities, and the processes by which these 

entities and certain :financial institution defendants establish default credit and 

debit card interchange fees, and the levels of credit card interchange fees; 

(b) on behalf of the New Zealand Commerce Commission in New Zealand 

Commerce Commission, and DSE (NZ) Limited (and others) v Cards NZ Limited 
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and others (CIV-2006-485-2353) (2005) in proceedings before the High Court of 

New Zealand challenging, among other things, the no-surcharge and honor-all­

cards rules of the named Visa and MasterCard entities, the processes by which 

they establish default credit card interchange fees, the levels of credit card 

interchange fees, and Acquirer practices in structuring and disclosing Merchant 

Service Fees;2 

(c) on behalf of plaintiffs in Adam A. Schwartz v. Visa International Corp., Visa 

International Service Association, Inc., Visa U.S.A., Inc., and MasterCard 

International Incorporated ("Schwartz") (2000), in proceedings before the 

Superior Court of California, involving a challenge to, among other things, the 

practices of the named Visa entities and MasterCard of adding fee amounts to 

U.S. credit cardholders' transactions conducted outside the U.S., and disclosure 

issues related to those practices; 

( d) on behalf of plaintiffs in Ross v. Visa USA et al. MDL Docket Number 1409 

(S.D.N.Y.) and Ross v. American Express Co., et al. No. CV-05723 (S.D.N.Y.), 

(2002 and 2004, respectively) in proceedings before the United States District 

Court for the South.em District of New York concerning, among other things, fee 

practices similar to those in issue in Schwartz, as well as the practice by certain 

U.S. credit card Issuers of imposing additional fees on credit card transactions 

conducted outside the United States; 

( e) on behalf of the New Zealand Commerce Commission in New Zealand 

Commerce Commission v. ANZ National Bank Limited, Westpac Banking 

Corporation. and American Express International {NZ) Incorporated, Disclosure 

of Currency Conversion Fees, Fair Trading Act 1986, CRI 2004-004-022528 and 

CRI 2005-499-006805 (2005) in proceedings against New Zealand credit card 

2 
This proceeding was settled in 2009. I have continued to work with the New Zealand Commcrt:e Commission in 

respect ofpost·settleml:lll monitoring and payment card industry survey projects. 
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Issuers challenging, among other things. practices similar to those raised in 

Schwartz; and 

(f) on behalf of plaintiff Discover Financial Services (a general purpose credit card 

network and Issuer) in Discover Financial Services, DFS Services LLC, and 

Discover Bank v. Visa U.S.A., Inc., Visa International Services Association. 

MasterCard Incorporated, and MasterCard International Incorporated, Civ Action 

No. 04-CV-7844 (BSJ) (2004) in litigation before the United States District Court 

for the Southern District of New York concerning. among other things, damages 

to Discover alleged to have been suffered as a result of exclusionary policies and 

rules of the named Visa and MasterCard entities. 

14. I have read and executed the "Acknowledgement of Expert Witness" prescribed by the 

Comp~tition Tn"bunal. A copy of the Acknowledgment, executed by me, appears at Schedule C 

to 'this report. 

15. I have had access to the documents, pleadings and transcripts from the examinations for 

discovery (including responses to undertakings) in this proceeding. The sources I rely upon in 

this report are found in the footnotes in this report. and are also listed in Schedule D to this 

report. 

IL Summary of Conclusions 

16. My conclusions may be summariud as follows: 

(a). General purpose credit cards provide a combination of services from both a 

merchant and consumer perspective that are fim.ctionally distinct from other 

payment methods, such as debit, cash and cheques. As the Canadian Task Force 

for the Payments System Review concluded in September 2010, from a 

consumer's perspective, "a credit card allows its holder to pay for goods and 

· services from an approved credit line [from the :financial institution that issued 

that card (i.e., the Issuer)], based on the cardholder's commitment to pay the 
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[I]ssuer for these purchases, together with interest on funds borrowed/revolved 

beyond the grace period. "3 In contrast, debit cards require that funds be available 

in the cardholder's bank account at the time of the 1nmsaction. In addition to 

providing cardholders with the option to pay for purchases over a period of time, 

credit cards also provide protection against fraudulent transactions and the ability 

to make purchases remotely. From a merchant's perspective, a general purpose 

credit card allows customers to pmchase goods and services using a non-cash 

instrument, and potentially pay amounts that exceed customers' available ftmds on 

hand; 

(b ). Canada has a very high level of credit card use as a method of payment, both in 

absolute terms and in comparison to the rest of the world. Per-inhabitant use of 

credit cards for payment in Canada is second highest in the world- 79.3 credit 

card transactions per inhabitant, per year. According to statistics maintained by 

the Canadian Bankers Association ("CBA "), there were 74.5 million Visa and 

MasterCard credit cards in circulation in Canada as of October 31, 2011, with an 

average of two credit cards per Cmiadian. household.;4 

(c ). As of 2009, Canada was the fourth largest credit card market in the world when 

measured by numbers of credit card transactions among the countries surveyed by 

the Bank of International Settlements (''BIS");5 

(d). The principal providers of general pw:pose credit card services in Canada are 

Visa, MasterCard and Amex ~Inc. /Bank of Am.ex ("American Express").6 

Task Fame for the Payments Syslem Review, "Canadian Paymmits Landscapo". Prepared for the Task Force for the 
Payments System Review, September, 2010, p. 48, accessed on1inc Decc:mbar 2, 2011 at 
ht1p://www.paymomystemrcvicw.ca/wp-content/uploads/Paymcnts-~Full·Report-e3.pdf on October 25, 2011. 

4 See ibid and Canadian Bankm Association "Credit Card Statistics - VISA and MasterCard", February 23, 2012, 
accc.ued on1ine on Fcbnwy 27, 2012 wdet "Credit Card Statistics" at ht1p:J/www.cba.cafenfcomponcnt/contcot.piblicatian/69-
slatistics. 

s Sec BIS, Committee on Paymcat and Settlement Systems, Statistics on payment and settlement systans in the CPSS 
ooumries, Figures for 2009, March 2011, Table 7 "Use of ~ instruments by non-banks: number of 1nmsactions per 
payment Instrument", pp. 419-20. 
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In 2010, Visa and MasterCard had a combined share of91.7% of Canadian credit 

card purchases, by purchase volume, and 94.2% of Canadian credit card 

purchases by number of transactions. In contrast, American Express' credit card 

purchase volume share was 8.3%, and its share by number of transactions was 

5.7%;7 

(e). There have been no significant new entrants into Canada's general purpose credit 

card industry since American Express commenced operating a credit card 

program in Canada more than twenty years ago; 

(f). Visa and MasterCard (together, the ''Respondents") each operate networks and 

supply services to their Acquirers which enable the Acquirers to authorize, clear 

and settle transactions (collectively, "Credit Card Network Services") for 

merchants' customers that pay using the Respondents' respective brands of cards. 

{g). Visa and MasterCard do not supply Credit Card Network Services directly to 

merchants. Rather, they only do so through Acquirers that act as resellers of 

Credit Card Network Services. This may be contrasted with American Express, 

which usually sells Credit Card Network Services directly to Canadian merchants, 

and not through third party Acquirers; 

(h). Visa and MasterCard Credit Card Network Services (authorization, transaction 

data clearing, and funds settlement in respect of Visa and MasterCard's respective 

brands of credit cards) are the key merchant services provided by Acquirers. 

Without those services, other ancillary Acquirer services provided in respect of 

Visa and MasterCard credit cards, such as point of sale terminal rentals and 

reporting services, would be of little (or no) use or value to merchants; 

6 Sec American Express Rcfere:ncc Guide Canada, August 2010, p. 2, acccsscd onlinc Jamuuy 15, 2012 at 
llttps://securc.cmax.americanexprcss.com/Intanet/Jntemational/lac/CA_en!Merchant/Files/R.ef_Ouidc_Canada.pdi 

7 Sec The Nihon R.qxn1Number967, March 2011 (GSSS5389 _00002602). 

; 

i 
I 
I 



12

6322). 

PUBLIC 

-8-

(i). Similarly, Visa and MasterCard do not supply credit cards to cardholders directly. 

Rather, credit cards are provided to cardholders by Issuers which also establish 

the terms and conditions associated with the use of those cards, including credit 

limits and the interest rates applicable to outstanding balances, subject to certain 

minimums set by Visa or MasterCard; 

(j). To receive Credit Card Network Services. merchants pay Merchant Service Fees 

to Acquirers. A Merchant Service Fee has three principal components: (a) an 

interchange fee that is retained by the Jssuer of the credit card; (b) network fees 

paid to the credit card network, such as Visa or MasterCard; and {c) a margin that 

is retained by the Aequirer. The largest component:, by :fur, of a Merchant Service 

Fee is the interchange fee, which represents over 80% of the total fee, on 

average;8 

{k). Issuers compete for cardholders primarily based on interest rates, credit card fees 

and rewards programs.11 Visa and MasterCard establish and use interchange fees 

and oilier incentive payments to Issuers to secure the credit card issuance business 

of banks; 

(1). Acquirers in Canada do not, and indeed as a practical matter, cannot, compete for 

merchants on the basis of reduced interchange or network fees, as these 

components are effectively the same for all Acquirers in Canada.10 The 

interchange and network fees operate as a "floor" price for Merchant Service 

Fees, below which Acquirers are not able to profitably offer acquiring services, 

See Mc:Kmsey & Company "Perspectives on Camidian Credit Card Business", May 19, 2008 (VISAD0526292 at 6312-

~:. 
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including Credit Card Netwo.IX Services, regardless of the size of the merchant 11 

However Canadian Acquirers do compete vigorously for merchants on the basis 

of the small component of Merchant Service Fees that are retained by the 

Acquirer; 

(m). Credit cards~ the highest cost payment method for most Canadian merchants.12 

Results from a 2006 Bank of Canada survey state that credit card acceptance costs 

Canadian merchants an average of $0.82 on an average $36.50 sale transaction, 

over three times as much as the average cost to merchants when customers pay 

with cash or debit card;13 

(n). Visa and MasterCard have increased the average Jevel of Canadian interchange 

of the transaction 

pmchase amount to cmrent rates averaging 1.600/o to 1.65% for Visa credit card 

transactions and 1.85% to 1.90% for MasterCard credit card transactions. 

Canadian merehants' ave.rage Merchant Service Fees have increased in similar 

proportions over the same period; 14 

11 N. David Evans (ao cconamist whose paymem card industry research bas previously been funded by Vua) and Richard 
Scbmalensee (who has previously served as an expert witness for Visa) state "[t]he interchange fee puts a floor under the 
merchant distollllt. Indeed, since the acquiring side of the business is fairly competitive, one can expect changes in merchant 
discowrts to generaJly reflect chailges in interchallge tees." Sec David :&>ans & Richard Schmalmisee, Paying with Plmric 
(1999) at p. 199. Ewns testified before the U.S. Congress in 2009 u fullOWB: "Jn the iIIterest oftraDsparency, VISll fimded my 
research on the payments card :indastry for many yesn;." See testimony of David S. EVBDS before The United States House of 
Rcpresematives. Committee on Financial Services, Hearing on Credit Cal1i Intercbmlge Fees Act of2009, October 8, 2009, p. 1, 
accessed onlille Februmy 29, 2012 at 
http://www.house.gov/apps/listJhear.in~finaru:ialsvcs_dem/david_s_evana_intercbangc_fce_testimony_l00809Dew.pdf. 

l2 See Bradley Examination, December 6, 2011, p. 451, Q. 1387. 

13 Sec Bank of Canada Review, Wmter 2008-2009 "Merchants' Costs of Accepting Means of Payuient: Is Cash the Le8st 
Costly?" Carlos Arango and Verya Taylor, Table 4 • Merehanls' Variable Costs per Transaction (GSSS2177 _00015388 at 5393). 

Visa's representative on discovmy Michael 
· Bradley testified that Cimadisnmerchanls'Mercbant Sm>ice Fees increased due to Visa's introduction ofpmnium, lnfini~ credit 

canh and inlerchmge fee changes by Visa in Canada.. See Bradley Enmination, December 6; 2011, p. 387, Q. 1160, and 
.December 9, 2011, pp. 1117-18, Qs. 3181-82. Howover, Mr. Bradley also testified that (see December 9, 2011, p. 1131, Q. 
3231) that~ rates have been eft'ei:ti'f'ely flat for th~ past many years. I am 1binking back to the early 2000s on an 
overall basis". His evidence in this regard is inconsistent with the data, retlea.cd in Figure 12 of this report. which was taken 
:from Vua'a own doc:om.ents. · 
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( o ). In April 2008, Visa introduced premium "Infinite" credit cani products with 

higher domestic interchange rates than its standard credit cards.15 In June 2008, 

MasterCard premium ''high spend" credit cards were issued in Canada. 16 In April 

2009, MasterCard introduced even higher "premium high spend" interchange 

rates at levels above both the Visa "Infinite" and MasterCard ''high spend" mtes.17 

These increases in interchange rates resulted in higher Merchant Service Fees, as 

increases in interchange fees are ultimately passed on to merchants; 

(p ). Despite these increases, no appreciable number of merchants have ceased 

accepting Visa or MasterCard credit cards. Indeed. the number of Canadian 

merchants that accept Visa and MasterCard credit cards has increased during the 

period that Merchant Service Fees increased. The CBA reports that the number of 

Canadian merchant outlets accepting Visa or MasterCard as a form of payment 

increased 10% between 2005 and 2011;18 In this proceeding, 

( q). Canadian general purpose credit card purchase sales volume on Visa, MasterCard, 

American Express and Diners Club credit cards has increased 213% from $102 

billion in 1998 to $319 billion in 2010;20 

is See Visa "Electronic Payments and Visa: The Role of JntercbaDge Biid Other Developments", Februmy 3, 2009 
(VISA00028762 at 877~, Response to Qs. 1082-83, p. 362 (Tab IO(a): Visa Canada Member Letmr 30/07, "Interchange Rates 
for Visa Infinite", July 16, 2007) taken under advisement on Bradley Examination, December 6, 2011. 

16 

17 

II Omadian BankeIS Association nCredil Cmd Statistics - VISA and Mastmemdw, February 23, 2012, accessed ODline on 
t I I Ill ... 1111 I 1 I •Ill I I I 

19 

20 See The Nil.ron Rqon Numbers 692 and 967 (GSSSS389 _ 00002602).. Note: Amounts convertcc1 to Canadian dollau 
using December 31, 1998 and December 31, 2010 CA:US dollar wholesale exchange rates u reported on ibe Oanda website, 
"Historical Exchange Rates", accessed online Februmy 27, 2012 at bttp:J/www.oanda.com/currency/historical-rates.I. 

r· 
i 
! 

i· 
I· 
I. 
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(r). Visa and MasterCard implement and enforce a mnnber of operating rules (defined 

below as the ''Visa Operating Rules" and the "MasterCard Operating Rules"), 

including the Honor-All-Cards Rules, No-Surcharge Rules, and (at least in the 

case of MasterCard) a No-Discrimination Rule (collectively, the "Merchant 
I 

Rules"). The Respondents' No-Surcharge Rules proluoit merchants from adding 

any fee to a transaction amount because of a customer's use of a Visa or 

MasterCard branded credit card. 21 The Honor-All-Cards Rules require merchants 

accepting any of a Respondent's credit cards to accept all of that Respondent's 

credit cards, regardless of the Issuer, or the type of the card. 22 MasterCard's No­

Discrimination Rule provides that "[a] Merchant must not engage in any 

acceptance practice that discriminates against or discourages the use of a Card in 

favor of any other acceptance brand";23 

(s). Visa and MasterCard require that the Merchant Rules and other merchant 

acceptance rules be incorporated into Acquirers' agreements with mercbants.2'' 
The Merchant Rules are typically combined by Acquirers into single operating 

agreements applicable to all credit card brands and types accepted by their 

merchant customers.25 Consequently, each Respondent's Merchant Rules have the 

effect of re-enforcing and backstopping the other Respondent's Merchant Rules; 

21 See Va lmemational Op«ating Regulations - IS October 2011, "Core Principle 6.3, No SurcbargiDg Unless RcqWrcd. 
by Law, Cbmging for the Advztised Price" (GSSSS893 !IOOOlSSO at 200n. "Surcbp; S.l.C •• 

(OSSS5893 OOOOISSO at 206? - I - I - 1-

22 Seo Visa Intemational. Opcratmg Rcgalations - 15 October 2011, "Core Principle 6.2, Honor All Cards Properly 
Prcsi:ntcd, Honoring All V1&a Cards" (GSSSS893_00DOISSO 11t 2000). "Honoring Cazds" (GSSSS893_000015SO at 2056 to 
2061 and "lionor All Cards - Cailada k. • n • GSSSS893 00001550 at 2061 , 

24 :Rd«e:llces to the Respondents' Mcn:hant Rules encompus operating roles located in 1hc VISa Imernational Operaling 
Regolatiom, the Visa Regional Operating Regu1atkm for Canada, Bild the Ma=cam RDlcs. 
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(t). In many jurisdictions, Visa and MasterCard's No-Surcharge Rules were required 

to be removed through regulatory action or legal proceedings, or with the consent 

of Visa and ~terCard. ru a consequence, merchants are able to surcharge Visa 

or MasterCard credit card transactions in many cmmtries and jurisdictions, 

including Australia, New Zealand, and countries within the European Economic 

Area ("EEA").26 In other jurisdictions, including the United States and Canada, 

the Respondents' Operating Rules permit surcharging (which the Respondents 

term "convenience fees") by select merchants in order to expand merchant 

acceptance and increase use of their credit card brands, but prohibit surcharges by 

merchants generally;27 

(u). Based on my experience in the payment card industry and, in particular, with 

respect to the impact in other jurisdictions of removing or modifying the Honor­

All-Cards Rules and No-Surcharges Rules, I believe that modification or removal 

of the Honor-All-Cards and No-Surcharge Rules in Canada would likely result in 

the negotiation by Ca.Mdian merchants of lower interchange and network fees, 

resulting in lower Merchant Service Fees. The ability of Canadian merchants to 

selectively 81ll'Charge and/or decline acceptance of all or some of the Respondents' 

branded credit cards (e.g., premium and other higher-cost Visa and/or MasterCard 

credit cards), or to at least threaten to do either or both of these things, will 

improve the leverage of Canadian merchants in negotiations with Visa and 

MasterCard and their respective Issuers, with regard to bo1h interchange and 

network fees; 

Some cmmtries within the EEA have fllllCted laws ibi . imdit and/or debit card . See VISA00303l35, VISll 
1 

jsa Intemalional Operating Regulalions- lS October 
2011, "Surcharges 5.1.C- Smcharges" (G~S5893 _000015SO at 2067). 

- IS October 2011, "Convenience Fees" (GSSS5893 _ 00001550 at 2116 to 2119). 

i v 
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(v). In order to preserve and expand the volume of transactions for which Visa and 

MasterCard branded credit cards and the Respondents' respective networks are 

used, Visa, MasterCard and their respective Issuers would likely negotiate 

reductions in interchange and network: fees with merchants in exchange for 

commitments by merchants to honor all cards and to refrain from applying 

surcharges. Reduced interchange and network fees would likely be provided to 

merchants in the form of lower Merchant Service Fees or through incentive 

·payments; 

(w). Most merchants are unlikely to simply refuse to accept all of the Respondents' 

branded credit cards, as merchants' acceptance decisions are commonly made 

relative to their competitors, and most merchants would be hesitant to adopt 

payment acceptance policies that cowd lead to a loss of sales and profits to 

competitors (which continue to accept all of the ~spondents' credit cards );28 and 

(x). These outcomes are supported by experience in other jurisdictions where the 

Honor-All-Cards and/or No-Surcharge Rules have been modified or removed. 

For example, after Visa and MasterCard changed their Honor-All-Cards Rules in 

the U.S. as a reslllt of the settlement in the "Visa Check" litigation29 to allow 

merchants in that COWllry to choose to accept credit cards only, debit cards only, 

or both, Wal-Mart suspended acceptance of MasteICard debit cards between 

February and June 2004, only resuming acceptance after MasterCard apparently 

lowered its rates to win back Wal·Mart's business.3D In Australia, American 

Express agreed through an undertaking with the Reserve Bank of Australia in 

2B A 2009 U.S. GAO study states "Although the ability to refuse to accept Vi&a and MasterCard should provide mercbanta 
with the leverage 1o negotiate lowm- intecchaDge fe«, merchants reported that they could not refuse to tab such cardl because of 
customr:r demand For example, several mercluin!s told us that if1hcy did not acx:cpt credit cud& fiom Visa or MasterCard, their 
sales would decrease and they would lose business to competitors that did accept those cards." See United States Govemmrmt 
Accountability Office, Roport GA0-10-45 "Credit Cards•, November 2009, p. 36. 

"Visa Check." litigation refen to Jn re: Y'w Check/MosterMonev Antitrust Litigation, 291 F. Supp. 2d 503 (E.DN.Y. 
2003), affd, 396 F.3d 96 (2d Cir. 2005). 

30 Los Allgcles Times website, "Wal-Mart, MasterCard Agree m Debit Card'', Los Angeles Times, June 22, 2004, at 
http://articlesJa1imcs.com/2004~-rup22.l 1, David Brcitkopf, American Banker, .June 22, 2004, 'Wal-Mart, 
MEtereard Reach Agreement on Signature Debit". 
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2002 to allow Australian merchants to optionally surcharge American Express 

transactions.31 This has contributed to a decline of 25.9% in the average 

American Express merchant acceptance fees paid by Australian merchants 

between March 2003 and December 2011, from 2.51% to 1.86o/o, as a percentage 

of the transaction value.32 

ID. Canadian Payment Methods Infrastructure 

Features of General Purpose Credit Cards 

17. Canada has a very developed payment card transaction infrastructure. As stated above, 

Omadian per-inhabitant use of credit and debit payment cards for payment is the second-highest 

in the world.33 As of 2009, there were more than 700,000 point of sale terminals in use by 

Canadian merchants for credit and/or debit card acceptance.34 Canada's credit card acceptance 

in:frastnwture is among the most developed in the world, with most transactions occurring 

electronically. 

18. Visa and MasterCard operate the leading general pwpose credit card payment networks 

in Canada. 

19. A general purpose credit card is generally understood to mean a credit card that is 

accepted as a form of payment at many unrelated merchant locations across a wide geographic 

31 See Reserve Bank of Australia, Reform of Czedit Card Schemes in Anstralia- IV, Final Reforms and Regulation 
Impact S1atement. August 2002 (GSSSS389 _00002484 at 2546). 

32 Sec Reserve Bank of Auatralia, Reform of Ciedit Card Schemes in Aust?alia- IV, Final Refomis and Regulation 
Impact Statement, August 2002 (GSSSS389 _ 00002484 at 2546), md Reserve Bank of Australia, Payments Data, "C3 - Merc1wot 
Fees for Credit and Chmge Cardsn acceimd oolinc February 16, 2012 at http://www.rba.gov.aulpayments­
system/resources/1tatisticslindex.html. 

33 Of the eouotris& sarvaycd by the BIS, Canada is r.inDd second in per-inhabitant use of credit cards and fi>ur1h in per­
illhahitant use of debit c:mU. See BIS, Committee OD Payment and Sattlelnent Systems, St&listic:a Oil payment and Slltdcmeot 
systems in 1be CPSS countries, Figures fur 2009, March 2011, Table 7C "Use of payment iJlstrumenls by non-ballks: number of 
transactions per inhabi1ant", pp. 4.24-26. 

34 See ibid, Table 11, Tenninala 1ocatccJ :in 1he country: number of terminals, p. 447, and Taal Force fer the Payments 
System Review, "Canadian Payments IadllC'l[ll'", Plcpared for the Task Force for tbll Payments System R.mcw, September, 
2010, p. 48, accessed October 25, 2011 at http://www.paymmtsyste!DnMcw.cafwp-<:ontcntluploads/Payments-Landscapo-FuD­
Report-e3.pdf. 

,_ 
'-
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area. General purpose credit cards provide individual cardholders with access to a credit account 

established and administered by the Issuer of the card. 

20. Tb.ere are two major types of general purpose credit cards. First, cards which require the 

balance to be paid off in full within a specified time period, often referred to as "charge cards". 

Second, cards which permit the cardholder to pay only a minimum portion of the balance on the 

account within a specified period of time and pay the remainder over time, often generically 

referred to as "credit cards". 

21. Another category of credit card consists of "proprietary11 or "store" cards. In con1rast to 

general purpose cards, a proprietary card is typically issued by an individual merchant such as a 

department store or an oil company. A proprietary card has limited acceptance, and usually may 

only be used at the locati.on(s) of the merchant that issued the card. 

22. In addition to the fact that they may be used to purchase goods and services from many 

unrelated merchants over a wide geographic area, the other features of general purpose credit 

cards (which differentiate them from debit cards, cash, cheques and other payment methods) 

include an interest-free period between the time a purchase is made and the date on which 

payment is due (i.e., deferred payment), revolving credit (i.e., a cardh.older may, instead of 

paying any charges incurred by the prescnbed deadline without interest, carry a balance on his or 

her credit card and pay interest on the outs1ancling amollll.t), protection against fraudulent 

transactions, the ability to make purchases remotely over the telephone and on the Internet and, 

with certain cards, rewards, points or other benefits (such as airline travel, concierge services, 

and access to lounges in airports) associated with use of those cards.35 

Features of Debit Cards 

23. Similar to credit cards, debit cards typically may be used across a broad geographic area 

and at many types of merchant venues. Unlike credit cards, debit cards are often funded directly 

ftom cardholders' bank accounts rather than through the extension of credit by the Issuer. Debit 

Sec, e.g., Bllldlcy Examination, Dcccmbcr 5, 2011, pp. 198-210, Qs. 535-75, December 6, 2011, pp. 307-17, Qs. 898· . 

;:' 
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cards generally have daily spending and use limits which are closely tied to the balance within 

the underlying account 

24. Within Canada, debit cards were initially issued by banks bearing their own bank brand, 

and were primarily intended for use at each bank's Automated Banking Machines ("ABMs"). In 

1984, a group of Canadian banks formed the Interac network with the objective of implementing 

a single, shared national network that would allow Canadians to access their funds from any 

member bank's ABM network across Canada.36 Interac subsequently developed a shared point 

of sale ("PDS") debit service called "Interac Direct Payment" with the objective of making each 

bank member's debit cards interoperable at any Interac-accepting Canadian merchant37 The 

Interac Direct Payment service began as a pilot project in the National Capital Region in 1990, 

and was launched nationwide in 1994. Within Canada, virtually all debit transactions are 

processed through Interac. Only a very small number of debit transactions (primarily foreign 

debit cards and gift or "stored value" cards) are processed over the Visa or MasterCard 

networks. 38 

25. In 2009, Canada had 115.3 debit card transactions per person.39 In 2010, there were 

almost 4 billion Interac debit card transactions in Canada. 40 By year-end 2010, lnterac was 

accepted at 450,700 Canadian merchants, with 727,300 PDS terminals.41 

36 Seo "hrterac Association: A Backgrounder", September 2007, p. 3, accessed December l, 2011 at 
http://www.mtcrac.ca)pdf/backgrounder _ en.pdf. 

See ibid, p. S. 

31 See Citizens Bank of Canada and Canada Post are examples of entities offering Vua gift and stored value.lprepaid 
product debit cmds. Sec Citimis BllDk website "'Visa Prepaid Cards", accessed March 6, 2012 at www.rewardgi:fu:ard.ca/, and 
Canada Post website "Visa prepaid card", accessed March 6, 2012 at 
http:l/www canadapost.ca/rpo/mc/personal/producissel'ceslvisagiftcanijsf#prepaid. 

39 See BIS, Committee on Payment and Settlement Systems, Statistics on payment and settlement systems in the CPSS 
counlrics, Figures for 2009, March 2011, Table 7C "Use of paymemt insttumen1s by JJDn-baab: numba of transactions per 
inhabitant ", pp. 424-26. 

-10 See lnterac website "loterac 201 O Statistics", accessed o.nliDc Jmmary 16, 2012 at 
ht1p://www.iJlterllc.ca/media/stats.php •. 

41 See ibid, p. S. 
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26. Interac is a not-for-profit membership-governed organization.42 Interac charges its issuer 

and acquirer participan1s flat, per-transaction switch fees, on a cost-recovery basis. 43 The Jnterac 

debit service has operated since its inception without interchange fees (this is referred to as an 

"at-par" system).44 Interac acquirers generally charge merchants flat, per-transaction fees for 

Interac processing. Interac's. President and CEO testified before the House of Commons Finance 

Committee in 2009 that the "end merchant cost" for Interac point of sale debit transactions 

ranges from 3 cents to 15 cents per transaction, with the average being 7 to 8 cents per 

transaction. 45 Interac pennits merchants to surcharge for debit transactions provided the 

cardholder is notified of the ammmt of the surcharge directly on the PIN pad screen, so the 

cardholder has the option of canceling the transaction without cost 46 

VISa and MasterCard Debit Cards 

27. In 2009, Visa and MasterCard announced that they were introducing debit products m the 

Canadian marketplace.47 

Sec Intcrac website "About Us" accessed tmline JanuaJ)' 16, 2012 at www.intc:rac.cafabout.php. 

Sec ibid. 

44 Intcrac testified before the House of Commons Finance Committee that it has no plans to move away ftom zero 
interchange for Inter.IC debit 1ramactions, sec: tcstimooy of Mr. Mmk O'ComicD, President and CEO of Interac, House of 
Commons Canada. Standing Committee on Finance, Evidence, June 16, 2009, p. S. accessed onlinc JanUllJ}' 16, 2011 at 
http:/!www.perl.gc.calcontentJboo/Committrc/402JFINA/EvidencrJEV4000797/FINABV37-E.PDF. 

See ibid, p. 5. 

See hiler:ac website "Consumers - Fees" accessed onlinc January 16, 2012 at http:/lwww.interac.ca/co:nsumen/fccs.php. 

See Vssa C.anada webmc, News Releases, "Omadians welcome choice when shopping at home, abroad or online with 
Visa Debit card", 13 October 2009, accessed February 10, 2012 at 
http://www.viu.ca/enfaboutcanfmediacentre/news/10132009/index.jsp, and MasterCard Canada website "MasletCard Canada 
Press Section, Backgrounder: MasterCard Maestro", November 20, 2009, at 
http://www.mastet'Clll'd.com/ca/company/en/press/2009/ l l _20 _Maestro.html. 

Sec "Visa Debit Update Canada", 21 October 2009 (V1SA00035063 at 5065). 

:.· 
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reside on Interac debit cards, and that Issuers would control whether transactions would be 

routed through the Interac network or the MasterCard (Maestro) network. 49 

28. However, merchant organiz.ations expressed concern regarding Visa and MasterCard's 

plans for implementing their debit card services in Canada, and the potential for significant 

merchant service fees for debit card transactions.50 The Senate Standing Committee on Banking, 

Trade and Commerce held hearings with respect to both credit and debit card services in March 

2009, and the House of Commons Standing Committee on Finance held additional hearings in 

May 2009. Subsequently, the Government of Canada implemented the Code of Conduct for the 

Credit and Debit Card Industry in Canada (the "Code of Conduct"), effective August 16, 2010.51 

Among other things, the Code of Conduct prohlbits competing domestic debit applications from 

different networks from being offered on the same debit card Further, the Code of Conduct 

provides that payment card network rules must ensure that merchants who accept credit card 

payments from a particular network are not obligated to accept debit card payments from that 

same payment card network, and vice versa. 

29. Visa. MasterCard, and Canadian Issuers and Acquirers agreed to abide by the Code of 

Conduct. with the result that Visa and MasterCard debit card products can be offered in Canada 

only as standalone products.52 

3 Currently, only CIBC issues a Visa debit card in Canada. but that card can 

<49 Sec MasterCard Cmiada website "MasterCard Canada Press Sectioo, Backgrounder: MastctCard Maestro", Novembi:rr 
20, 2009, at http:/Jwww.mastercard.com/ca/company/enfpresg/2009/11_20_ Maestro.btml. 

'° Sec Parliament of Canada websito, ProcecdiDgs of the Standing Senate Committee on Banking. Trade and Commerce 
IBSU8 5 Evidmu:e, April 23, 2009, accessed Jmmary 17, 2012 at 
htlp:ltwww.parl.ge.ea/Conteut/SEN/Commitlee/402/bank/05avb-e.htm?Language=E&Parl-40&Scs=2&commid=3. 

51 See the Department ofF'mance r.aneda website "Code Of Conduct For The Credit And Debit Card Industry In Canada" 
accessed Jan1WY 16, 2011 at hUp:/lwww.fin.ge.caln.IWdata/l0-049_1-DDg.Ep. As noted below, both Visa and MastmCani 
agreed to abide by the Code of Conduct, and have amended their respective Dpeniting R.ulcs within Canada to comply with this 
requirements of the Q)de of Conduct. 

l· 
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only be used where Interac is not accepted, such as for online payments, and internationally, 

outside of Canada, at merchant locations that accept the Visa brand for payment S4 

30. Canadian merchants prefer lnterac debit as a payment method due to its lower cost 

relative to credit cards and other methods of payment. ln a 2006 study of merchant acceptance 

costs and perceptions, the Bank of Canada determined that the per transaction cost to merchants 

for an average transaction of $36.50 was lowest for Interac debit, at 19 cents, versus 25 cents for 

cash and 82 cents for credit cards.ss During his examination for discovery in this proceeding, 

Visa representative Michael Bradley testified that for Interac debit transactions, merchants pay 

acquirers in the range of 3 cents to l S cents per transaction. 56 

31. The Bank of Canada study referred to above also reported that when merchants were 

asked which of the three payment methods they prefer consumers to use the most often, 53% 

favoured debit cards, 39°/o favoured cash, and only 5% favoured credit cards.s7 

Other Methods of Payment 

32. Cheques: A cheque is a written "order to pay", which one party {the payor) signs and 

gives to another party (the payee) as payment58 A cheque is an order for the payor's financial 

institution to pay a specified amount to either the payee or, more broadly, the bearer of the 

cheque, on demand or on or after a specific date.59 In the context of a retail transaction. the 

consumer (payor) writes the cheque for the full payment amount of the goods and/or services, 

54 See CIBC wd>sito, "CIBC Advantago Dobit Card", accosse4 ODline Fobruary '1:1, 2012 at 
bttps:J/www.cibc.comfcaffcatmeslClDc·advautage.card.hbnl. 

ss See Bank of Canada, Merchant Atceptance, Costs, and Perceptions of Retail Payment Systems: A Canadian Survey, 
Bllllk. of Canada Discussion Paper 2008-12, August 2008 (GSSS003S_00001329 at 13S4). 

See Bradley EYAnllnation, December 6, 2011, p. 446, Q. 1369 and pp. 447-48, Qs. 1375-78. 

See Bank ofcanada, Merchant Acceptance, Costs, and Pen:eptions ofRttail Payment Systems: A Canadian Survey, 
Bllllk. of Canada Discussion Paper 2008-12, Augim 2008 (GSSS003S _ 00001329 at 1341). 

sa See Canadian Payments Association, •CollSlllllcrs Paying by Cheque", 2011, p. 1, accessed January 18, 2011 at 
litlp://www.cdnpay.ca/imisl 5/pdflpdfs Jublications/conswner_guidc _ cbcques.pdf. 

. .59 SecibiP. 
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and the retailer (payee) receives the full face value of the cheque. The timing of the :funds' 

availability depends on the merchant's terms with its depository bank. 60 

33. The Canadian Payments Association ("CPA") reports that in Canada it takes one to four 

business days for a cheque to clear and be presented to the cheque writer's bank. 61 Accordingly, 

consumers may benefit from a short "float" period on a cheque payment where they have 

received goods or services but the purchase amount has not been debited from their account. 

This period is akin to a similar period with credit card purchases, where the amowt of a purchase 

may take several days to be posted to the cardholder's account. If the cheque cannot be honored 

by the payor's (cheque writer's) bank because of insufficient funds, a stop payment, or because 

the account has been closed, the cheque is returned to the payor's bank and a fee is usually 

charged to the payor's account This process can take between one to three days in Canada, 

though image technology may shorten that period, according to the CP A.62 

34. The aforementioned Bank of Canada survey reported that cheques have a minor share of 

retail payments in Canada, comprising 5% of transaction value and 3% of transaction volmne of 

the merchant's surveyed 63 A 2008 McKinsey and Company Study prepared for Visa found that 

cheque payments in Canada were most prevalent for telecommunications and insurance 

payments.64 The average retail cheque payment was reported to be $150, sjgnificantly hlgher 

than the average reported cash transaction of $36.50 and the average debit card 1ransaction of 

$50. The use of cheques in Canada as a means of payment has declined significantly. 

60 The Canadian Payinents Association dcscn"bcs the cheque deposit process and SOll18 of tlx> COJ1Siderations affecting a 
payee's (or depo.!itor's) ability to access funds deposited by cheque as follows: "Wlmn a cheque is deposited, tho depos:ita's 
:financial institution will qpdal9 tho depositots accoont records to show a deposit of the amount. indicated on the cheque. 
Depending on the policies of the depositor's financial iosli.tution, the depositor may be able to access th11 funds at tbst time, or tho 
funds may not be made available to the depositor (Le. the funds arc placed 'on holcf) until their financial institution is llSSllICd that 
payment has boal received finm the cheque writer's aecoUDt". Canadian .Payments AMociation, "Conswnms Paying by Cheque•, 
2011, p. 1. 

61 See ibid. 

62 See ibid. 

63 See Bank of Canada, Discussion Papl:ll' 2008-12, "Merchant Acceptance, Costs, and Perceptions of Retail Payments: A 
Canadian Survey", by Carlos Arango lllld Varya Taylor (GSSS0035 _00001329 at 1342). 

64 Canadian retail cheque paymcm were reported as comprising 44% ofinsulancll payments, 38% of tel~ paymmrts, 
and S"A. of supeanm:ket payments. Sec McKinscy & Company "Perspectives on Canadian Credit Card Business", May 19, 2008 
(VJSA00526292 at 6330). 
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According to data ·from the Bank of International Settlements ("BIS"), the average annual 

number of cheque payments per inhabitant in Canada declined 34.4% from 51.2% in 2001 to 

33.6% in 2009.65 

35. Direct "Pre-Authorized" Debits: A pre-authorized debit payment is "a withdrawal from 

your account at a financial. institution (FI) that is made by a company or an FI with yom 

permission". 66 Pre-authorized debit payments are often used as a means to make regular 

payments to an organi:zation or transfer investment funds on an ongoing basis, such as mortgage 

and utility payments, membership dues, charitable donations, RSP investments and insurance 

j:Jremiums. 67 

36. PayPal.: PayPal is a payment service that is used in Canada for online Internet 

purchases.68 PayPal is wholly-owned by eBay. eBay reported in its :financial statements that in 

2011, 35% of PayPal's transaction value was attributable to eBay auctions and other eBay 

services, while the remaining 65% of Pay Pal's transaction value resulted from online transactions 

unrelated to eBay.69 .PayPal. is not a substitute for a general purpose credit card in Canada given 

that it is only accepted by merchants online. In addition. PayPal itself does not provide the 

revolving credit function available on general purpose credit cards. When an account holder 

makes a purchase online using PayP~ the funds to pay for that purchase are taken by PayPal 

from the acco\lllt holder's bank account or other funding source(s), such as a general pmpose 

credit card. 

37. PayPal often operates as a complement to general pmpose credit cards. Indeed, a large 

number of PayJ>al accounts are actually linked to general pwpose credit cards, such as VISa. 

65 Sec BIS, Committee cm Payment 8Dd Settlement Systems, Statistics cm paymmt and settlement systems in the CPSS 
countriea, Figure& for 2009, March 2011, Table 7C "Use of payment instrwneots by non-banks: number of transactions per 
:inbabilant ... pp. 424-26. 

66 See Canadian Paym.111113 Association, "Coll81l0lers Paying by Pre-Authorized Debit", 2011, p. 1, accessed JanlJ2lY 18, 
20 J 1 at http:/lwww.cdopay.c;afmiislS/pdflpdfs ..J>nblication&f consumec _guide _pads.pdf. 

67 See ibid. 

See .................... . 

69 See United States Securities and Exdiange Commission, Form 10-K, eBay Inc,. For the Fiscal Year Ended December 
31, 2011, p. 48, accessed onliDc February 27, 2012 at htt.p:l/investor.ebayinc.comlsccfiling.cfin?filingID= 1065088-12-6. 
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MasterCard, American Express and Discover. eBay said the following in its 2010 annual report: 

''Customers fund a significant portion of PayPal's payment volume using credit cards, and 

Pay Pal's financial success will remain highly sensitive to changes in the rate at which its senders 

fim.d payments using credit cards."70 eBay states in its 2011 annual report that "lf PayPal were 

unable to accept payment cards, its business would be seriously damaged. In addition, the 

velocity of trade on eBay and websites operated by GSrs 71 clients that accept PayPal as a form 

of payment could decrease and our business would further suffer.1172 Accordingly, PayPal 

effectively operates as a large merchant, processing payments through the Visa, MasterCard, 

American Express and Discover general purpose credit card networks. 

38. In the United States, PayPal is a co-brand issuer of MasterCard debit cards, and offers 

certain classes of PayPaJ accountholders the option to receive a MasterCard-branded PayPal 

AlM/Debit card, issued by JP Morgan Chase, to use to access funds.73 PayPal is also a co-brand 

Issuer of MasterCard credit cards in the United States, in conjunction with GE Capital Retail 

Bank.74 

19 eBay also states 1bat Paypal's transaction fee expeoses are highly dependent on the 1111dloc funding ~od the customer 
chooses: ''PayPal pays significant transaction fees when customers fund payment tnmsactiom usiog mdit cards, lower payments 
when custamcn fimd paymen1s with debit cards, nomi:Dal fees when castomcrs fund payt11m1t transactioos by electroillc transfer 
of funds from bank ac.comrta, md no fees when customers fond payment transactions from an exi&1ing PayPal account balance oc 
use buy« credit issuod by GB Money Bank". See United States Securities and Exchange Commission, Fmm 10-K, eBay Inc., F<r 
the Fiscal Year Ended. December 31, 2010, p. 25, accessed online Jarromy 24, 2012 at 
htlp;l/invcstor.ebayinc.comlsecfiling.cfm?filingllFl 065088-J l-3. 

71 OSI Commmce is a compaoy !hat was purchased by eBay in Jum: 2011. 

72 See United Scates Securities and Exchange Cormnis.don, Form JO-K, eBay Inc., For the Fiscal Year F.nded December 
31, 2011, p. 27. 

13 eBay states in itll Form 11}-K that certain PayPal account holders in tbo US have access to Paypal co-branded 
Masteteard ATM/debit cards to access :funds: wQualifying PayPal merchants in tho U.S. 8I8 eligible to ~ive a PayPal 
ATM/debit card, which allows them to withdraw cash :from any ATM connected to the Cirms or Maestro netwarb and to make 
purchases at any merchant accepting Mast.ei{;ard. n, ibid p. 7. 

74 See Paypal website "PayPal Extras MasterCard", accessed November 29, 2011 at b.Ups:/lpersonal.paypal.comlcgi-
bin/marke1ingwob?c:md= _render-eontcnt&conten_ID=maikc1ing_us/paypal_c:rcdit_c:ard 



27

PUBLIC 

-23-

General Pmpose Credit Card Use in Canada 

39. General purpose credit card products have been used to pay for goods and services .in 

Canada since the late 1960s.75 The above-mentioned 2008 study by McKinsey & Company 

(prepared for Visa) reported that Canadians prefer to pay by credit cards for high value 

transactions, with credit card transactions averaging $111 versus $46 for debit card transactions 

and $15 for cash transactions.76 

40. Despite their relative longevity, credit card use continues to increase in Canada. Indeed, 

Canadian credit card use has grown faster than any other payment method over the past 10 years. 

Data from the BIS shows that between 2001 and 2009, the number of annual credit card 

transactions per Canadian inhabitant grew from 42.5 to 79.3, an increase of86.6%.77 

41. A study by the Canadian Task Force for the Payments System Review, published in 

September 2010, corroborates the BIS smvey data, stating that "[c]redit cards continue to be the 

fastest-growing payment method (both in terms of the number of transactions and volmne), 

fueled by widespread acceptance, credit availability, high brand awareness and rewards 

programs."78 The Canadian Task Force also noted that the compound annual growth rate 

. ("CAGR") of Canadian credit card payment transaction volume from 2004 to 2010 was 8.2%, 

nearly double that of the next fastest growing payment method, debit cards, which had a CAGR 

of 4.2% over the same period.79 

'.
5 

MasterCard commenced issue and =in Canada in 1973: while Visa started do, so under the 2?ex name 
m 1968. See lllld 
1316) and RBC website, ''History 1960 - 1979, If Macy uses Chargex, it must be fine ••• • &cceS80d Jmnwy 16, 2012 at 
htip:/lwww .rbc.comlhistory/guicktofronlic:r/chargex-visa-dctail.html#top. 

See Mc:Kinsey &; Company ''Perspectives on Canadian Credit Card Bosiness", May 19, 2008 (VISAOOS26292 at 6329). 

77 See BIS, Committee on Payment llDd. Settleml!Ilt Systems, Statistics on payml!llt and settl.ament systems in the CPSS 
coDDtrios, Figures for 2009, March 2011, Table 7C "Us& of payment instruments by non-banb: number of transactions per 
inhabitant •• pp. 424-26. 

71 Task FiMCe for the Payments System ~iew, "Canadian Paymcntl Landscape", Prepared for the Task Force fi>r the 
Payments System Review, September, 2010, p. 22, accessed on October 25, 2011 at http://www.paymcntsystcmreview.ca/wp­
contcntluploads/Payn:nts-Landscape-Full-Report-e3.pdf. 

See ibid. 
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Figure 1: Nmnber of Annual Non-Cash Transactions per Canadian Inhabitant 
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Source: BIS, Committee on Payment and Settlement Systems ("CPSS"), Statistics on Payment and Settlement 

Systems in the CPSS cmm.tries (M.arch 2011)"' 

Merchant Acceptance in Canada of General Purpose Credit Cards 

42. According to the CBA, over 689,000 Canadian merchant outlets accepted Visa and 

MasterCard credit cards for payment as of the 2011 year end.81 The above-mentioned McK.insey 

The BIS CPSS defines "Credit Transfer" as "a payment order or possibly a sequence of payment orders made for the 
pmpose of pl8cing funds at lhe disposal of the beneficiary. Bo1h 1he payment instructions and the funds dc:scribcd therein move 
ftom the bank of the payer/originator to 1bc bank of the beneficiary, possibly via sevem1 odler banks a11 intermediar:ies and/or 
more than one cmlit transfer system.", and a "Direct Debit" as "preaulhorised debit on the payer's bank account initiated by the 
payee". Sec Bank for International SettiemenlS, Committee on Payment and Settlement Systems, A glossmy oftmns ll8Cd in 
payments and settlement systems, March 2003, pp. 17, 21, accessed ODlinc March 13, 2012 at 
http://www.bis.org/publ/cpssOOb.htm 
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study for Visa reported that withln Canada, among credit card accepting merchants, credit card 

transactipns comprised 70% of sales at car rental merchants, 65% of sales at hotels, 52% of sales 

at department stores, and 41 % of sales at supermarkets. 82 

43. For many Canadian merchants. accepting Visa and MasterCard credit cards is a 

competitive necessity. 83 Many merchants would lose sales if they declined to accept Visa and 

MasterCard credit cards for payment, particularly if their rivals continued to accept such cards. 84 

Merchants generally perceive the loss of profits from a forgone sale to be greater than the 

Merchant Service Fees they pay for credit card acceptance.85 Despite increases in Merchant 

Service Fees, no appreciable number of Canadian merchants have ceased accepting Visa or 

MasterCard credit cards.86 

General Purpose Credit Card Network Purchase Volume: 1998 to 2010 

44. Figure 2 shows Canadian general purpose credit card purchase volume (in billions US$) 

for the period between 1998 and 2010, as published in The Nilson Report, for Visa, MasterCard, 

American Express, and Diners Club (to 2004 only). Purchase volume is a measurement of the 

See McKinsey & Cootpllll)' "Perspectives on Canadian Credit Card Business", May 19, 2008, (VJSA00525292. et 
6330). 

See ibid. 

16 On discovery, Visa repieSelltative Michael Bradley could name only one merohaDt m Cuiada that had stopped 
accc:pting Visa credit cards because of an increase in Mf%Cbant Service Fe~ Sec Bradley E:xamiDatioo, December 7, 2011, pp. 
608-609, 1805-1806, D=bcr 9, 2011, pp. 1099-1100, Qs. 3114-15. 
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aggregate amount of sale transactions occurring at merchant locations using the identified credit 

card brands. &7 

45. As stated above, the aggregate value of general purpose credit card pmchases conducted 

using Canadian-issued Visa, MasterCard, American Express, and Diners Qub credit cards 

increased.212.7% between 1998 and 2010, from $102.0 billion in 1998 to $319billion in 2010.88 

In the same period, the number of Canadian general purpose credit card transactions rose from 

1.1 billion (in 1998) to 3.0 billion (in 2010), an increase of 172.7%.89 The average value ofa 

Canadian general purpose credit card purchase also grew from $93.25 in 1998 to $106.63 in 

2010.~ 

17 Purchase volume gcnmally refers to purchase sales originating at merchants and ~eludes figures fur ATM, bank 
branch, and balance transfer "cash advance" transactions. The Nilson Report pnblished figures on Canadiau general plllJJOllC card 
putcliase volumes exJ>IC6Sed only in U.S. dollaill. 

u See The Nilron kporl Numbers 692, 967 (GSSS5389_00002602). Note: Amo1llllB converted to Canadian dolll!l'll 
using December 31, 1998 and December 31, 2010 CA:US dollar wholesale ~hangc IBtes as reported on Oanda website, 
"Historical Bx.change Rates", acc:csscd onlinc on Fcbmaiy '2:'/, 2012 at b.tlp://www.oanda.com!cmrcncylhiltorical·~-

Sec ibid. 

90 See ibid. ~:Amounts converted to Canadian dollars ll5ing December 31, 1998 and December 31, 2010 CA:US 
dollar wholesale exchange ratts as reported on Oanda website. 
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Figure 2: Total Credit Card Purchase Volumes (billion USS) 1998 to 20le>91 
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Figure 3: Canada General Purpose Credit Card Network Market Shares92 

Network Shares of Canadian Credit Card Pun:hase Volumes 1998. 2010 
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IV. How a General Purpose Credit Card Transaction Occurs 

Participants in Visa or MasterCard General Purpose Credit Card Transaction 

46. A Visa and Mastel'Card credit card transaction. whether foreign or domestic, involves the 

same key players: the cardholder, the merchant, the Acquirer, the credit card company and the 

Issuer. This is sometimes referred to as a "four party" system as it involves four parties in 

addition to the credit card company (Figure 4). 

Figure 4: Four Party Payment Card System 

... 
j.' 

,,. 
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47. Jn contrast to Visa or MasterCard. in Canada, American Express operates a "three party 

systems" consisting of three participants: the merchant; the payment card company acting as both 

Issuer and Acquirer; and the cardholder (Figure 5).93 

Figure S: Three Party System 

Steps in a General Purpose Credit Card Transaction in a Foor Party System 

48. All credit card transactions in a four party system require the completion of three basic 

steps: authorization,. clearing and settlement94 These steps, in tum, involve a number of sub­

steps, the first of which is the use of a credit card by an individual cardholder to purchase goods 

or services from a merchant. 

49. Authorization is a process whereby an lssuer approves or declines a particular transaction 

based on whether the cardholder has sufficient available credit to cover the transaction amount 

9) See United States Sccwities and Exchange Commission, Form 10-K, American Express Company, 2010, p. 10, 
acceased Ollline Jannary 25, 2012, 111 bttp:lfir.americancxpress.com/phoenix.zhtml?o=64467&p=iml-JqlOr!sAnnual. ~:Diners 
Club operated as a separate three party systtm in Canada 1hrough 2004, when it announced an agreement to convert its cards to 
MasterCard. I discuss Diners Club Canada's operations in a subsequent section of the report. 

As al!ead.y noted, in a three party system, like the American Express system, the issuing and acquiring func:tions 
described in this section are performed by the Cledit cani company itscl£ 



35

PUBLIC 

• 31-

A merchant submits an authori7.ati.on request through the merchant's Acquirer and the credit card 

company's network to the Issuer of the credit card presented for payment. The Issuer sends an 

electronic message either authorizing or declining the transaction, which is routed through the 

credit card company's network to the Acquirer and ultimately to the merchant 95 

SO. Clearing describes the electronic movement of transaction data (i.e., cardholder account 

number, merchant name, transaction amount, transaction date, etc.) from the merchant to the 

Issuer, through the Acquirer and the credit card company's network. 

51. Settlement involves the electronic movement of funds from the Issuer through the credit 

card company's network to the Acquirer and then to the merchant's account Settlement is 

centrally managed by the credit card company, and typically occurs on a daily basis among the 

payment network participants. Issuers remit funds, less their interchange fees, to the credit card 

companies' settlement bank(s); these are financial institutions (such as Scotiabank:96) which serve 

as clearinghouses, managing the flow of funds in the "net settlement" process between Issuers 

and Acquirers.97 Through the settlement bank(s), the credit card companies in turn remit net 

am.mm.ts to the Acquirers, which deduct their fees and then deposit 1he remaining amounts in 

men:hants' accounts.98 

52. Within this report, I illustrate various transaction processes with reference to an 

individual transaction. In practice, however, credit card transactions are not cleared and settled 

individually. Rather, Acquirers and Issuers clear and settle aggregated groups of multiple 

merchants' credit card transactions with credit card companies. Transactions cleared through a 

" Occasionally, an Issuer will respond to an audlorization request by sending lll1 clccironic message 1X> the merchant 
reqacsting that 1be merchant conllu:t the lsBUM to provide additional information bofore tho ls&IJOI" appl'O\leS the tnmaaction. This 
event is known as a Mrefcrra)• aulhorizalion ICSpOll8e. 

See "Canadian NatiDDal Net Settlement Policios and Procedorcs Guide", Jamwy 2012, accessed oolino at 
littp://broadcaslOlp.v:isabrOOdcasts.comlxfmm669al0/95074b2696042156376000c:e698a94dc/16783908. 

~1 See Visa International Operating Regu]ations - 1s October 2011. "Chae 1, National Net Settlement" 

(GSSS5893_00001550 at 2320 to 2321), ·-···········-········-

91 Occasionally, Acquircrs retain some portion of merchants' settlement fun& in escrow accounts. This 1JSWl!ly occurs 
with mercban13 deemed to be higber-ri&k or with merchants who have a significant amount of sales for BCrViccs that involve 
"~delivery,• such as airline tickets, cruise line bookings and vacation tours. 

~: 
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credit card company's network by .Acquirers and Issuers, within a given day's cycle, a:re 

financially settled in aggregate on the following day (or shortly thereafter). 

53. Interchange fees are tallied, summed, and collected in the daily settlement process. In 

general, a credit card company reports the gross amount of settlement funds each Issuer and 

Acquirer either owes or is owed as a result of the settlement process. The interchange fees 

payable to an Issuer are typically "netted" from the Issuer's settlement position with the credit 

card company. For example, within a credit card company's daily business day settlement 

process, Issuers typically are charged for the credit card transactions conducted by their 

cardholders, and credited with the interchange fees generated by these 1ransactions. 

54. Conversely, Acquirers are usually credited with funds for credit card transactions 

deposited by their merchants, less the interchange fees set by the credit card company, which are 

calculated on each deposited transaction and then credited to the Issuers. Merchants pay 

Merchant Service Fees to Acquirers, which include interchange fees, network fees and Acqairer 

service fees. As already noted, interchange and network fees comprise a majority of Canadian 

merchants' Merchant Service Fees - over 80% on average.99 

V. Other Credit Card Networks in Canada 

General Purpose Credit Card Networks in Canada 

55. In this section of my report, I discuss the main brands of general putpose credit cards 

accepted in Canada, other than Visa and MasterCard; namely: American Express, Diners Club 

and Discover Card. 
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American Emress 

56. American Express issues credit cards in Canada through AMEX Bank of Canada, which 

is a wholly-owned subsidiary of the American Express Travel Related Services Company, lnc.100 

American Express' share of Canadian general purpose credit card ptirchase volume was 8.3% in 

2010, and its share by number of transactions in that year was 5. 7%.101 In contrast to Visa and 

MasterCard, American Express has direct acquiring relationships with Canadian merchants, 

alongside transaction routing agreements with Canadian Acquirers such as Moneris Solutions, 

TD Merchant Services (11TDMS11
), Chase Paymentech, and Global Payments.102 These routing 

agreements permit Acquirers to offer American Express functionality through their terminals, 

although the Acquirers otherwise play no role in cardholder authoriz.ation, financial settlement, 

or merchant billing for American Express transactions. 

57. American Express issues various card products directly in Canada, including their charge 

cards, credit cards, and several card products directed at small businesses. American Express 

presently has no active bank issuing relationships in Canada. 103 A document filed by 

MasterCard with the Competition Bureau in 1998 in connection with the then-proposed merger 

of the Bank of Montreal ("BMO") and the Royal Bank of Canada ("RBC") states that "the only 

significant general purpose credit c.ards in Canada are Visa and MasterCard ... the third (and 

indeed a distant third) brand of general purpose credit card in Canada is American Express 

100 SCD American Express Canada website, "About American Expresa". accessed online Jmmary 19, 2012 at 
https://www212.americau.c:qitcrss.com/dsmlivoldmilintf cafcnlpersonal/abou1mnericanapregs.do?vgnatoid=3de2d2666bb4511 O 
Vgn VCMl 00000cef4ad94RCRD. . 

lOl See 17le Nil&on Repon#967, March 2011 (GSSS5389 _ 00002602 at 2602, 2608 to 2609). 

102 See American ~ Canada website, News &leases. "Major Canadiao Payment Processors Support American 
Express Chip Cards", July 2, 2010, accessed online Febroa:y rJ, 2012 at http://www.newswire.cafen./slory/636231/major­
canadian-paymen1-proca80I'l-mpport-american-express-chip-card5. 

103 CIBC BllD.ounced an issuing n:lal:ioDShip with American Expras in 2002, but that :rclati1I11Sbip ended in 2004. See 
CR80 News website "CIBC Becomes First Canadian Banlc to Issue Both American Bxprtu and VJSa", Jamiary 15, 2002. 
accessed January 30, 2012 athttp://cr80news.comf.2002/01/15/cibc·becomes--first-canadian-ban1::-to-issuo-bot1Hmerican-apress­
and-visa, "ClBC Ends American Express Co-Is.miJJg Deal", June 11, 2004, accessed Jamwy 30. 2012 at 
http://www.paymontsoews.co.inn004/D6/cibc_ends_ameri.html. See Bnidlcy Examinati.on, December 6, 2011, pp. 417-18, Qs. 
1273-77. 
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Diners Club 

58. Diners Club operated in Canada as a separate general purpose card brand lllltil April 

2004, when its corporate owner, Citicorp, elected to convert Diners Club credit cards issued in 

Canada and the United Sta~ to the MasterCard brand.107 At the time of the conversion, Diners 

Club's market share of Canadian general purpose card volume was just under 1.0%.1118 A 

MasterCard document states that Diners Club's "numerical presence [in Canada] is so small as to 

be virtually irrelevant.11109 In November 2009, BMO Financial Group of Canada purchased the 

North American Diners Club franchisee license from Citicorp.no BMO presently issues Diners 

Club cards in Canada with MasterCard branding.111 

104 MasterCanl Canada, "Maintaining Competition in tlle Canadian Credit Card Indastiy", undated (GSSSS893_00003082 
at 3093). 

JM E-mail :message from Brian Weiner, "RE: Key Sta1s11
, October 20, 2008 (VISA00242021 at 2021). 

106 Visa's Merchant St:ategic Pim, Undated (VISA00234522 at 4533). 

107 See MasterCard Press Release, "Diners Club and MasterCard Annoance Grounclbrealcing Alliance", ~ 
Inlmnatioml Press Release 29 April 2004, (Edited on ? March 2005), ~ onlint November 29, 2011 at 
http://www.mastercard.com/us/wce/PDF/l 0076 _ Mastereani _ DCA_ Merchant_ Retease.pdf. Pursuant to the alliance, Diners Club 
cards were "redesigned to include 1ho MasteICard account number 8Dd Maste!Card Mark end hologram on the front of the Card 
in order to timction as MasterCard cards". 

108 See The Nilson Report #835, June 2005, pp. I, 8 and 9. 

1°' MasterCard Canada, "Maintaining Competition in the Canadian Credit Card Indmtty", undated (GSSS5893_00003082 
at 3094). 

110 See The Wall Street Joumal, "Bank Mon1real 10 Bay Diners Club North American Franchise From Citigroup", The 
WaJl Street JDllillal, Noveu:i!>a- 2S, 2009, accessed oollne November 28, 2011 at 
http://www.online.wsj.comlarti.cle/SBI 00014240527 48704779704574 555422806129580.html. 

Ill See Diners Club Cmiada website, accessed onlinc March 7, 2012 at http:i://www.dinc:rsclubcanada.com/home. 
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Discover Card 

59. Discover Card is a general purpose credit card brand launched in 1986 in the United 

States, by Dean Witter Financial Services Group, Inc., a subsidiary of Sears, Roebuck and Co.112 

As of 2010, Discover was the fourth largest general purpose credit brand in the U.S., with a S. 7% 

share of U.S. general purpose credit card purchase volume, 56.2 million credit cards issued in the 

United States, and 7.9 million U.S. merchants accepting Discover cards for payment.113 

Discover offers various types of credit, debit and pre-paid cards, including rewards, premium, 

and business credit card products.114 

60. Discover is not issued in Canada and bas limited acceptance among Canadian merchants, 

although Discover recently announced its intention to expand its Canadian presence through an 

agreement with Moneris (Canada's largest Acquirer).115 Specifically, in October 2010, Discover 

and Moneris entered into an agreement to expand acceptance by Canadian merchants of 

Discover credit cards.116 

VI. Overview of Visa and MasterCard Credit Card Payment Networks in Canada 

History and Evolution of the Visa and MasterCard Payment Networks in Canada 

61. In 1968, a group of Canadian banks, including RBC, CIBC, The Toronto-Dominion Bank 

("TD Bank"), and severaJ others, began issuing general purpose credit cards under the "Chargex" 

112 See Discover Financial Setv:ices website "Discover Company Milestones", January 2011, accessed online February 8, 
2012 at http://www.discoverlinancialcom/companylbistory.sbtml. 

113 See The Nilsvn Repvrt #965, February 2011. Ngm: As discussad in the report. Discover docs not presenlly issue canls · 
in Canada, though them are some Canadian mcm:hantll which ai:cept Discover i:ards for payment 

114 See Disi:ovm Network website, "Payment Solutiom", accessed online Februmy 8, 2012 at 
hi:q,:/lwww.discovmnetworlc.comlpe:yment·solutionsl. 

115 See Bloomberg Businessweek website, "Discover to expand card acceptance in Canada", October 26, 2010, accesscd 
online Janumy 19, 2012 at http:/fwww.bwdnessweek.comfap.lfinancialnews/D913GLB80.htm. Discover website, "Using YOlll' 
C.ard in Canada", accessed Janumy 18, 2012 at http:/lwww.discover.comlcrcdit-cardslbclp-ccmcrfaccOllllt(mtemational· 
use/canada.html. 

116 See Bloomberg Busincssweek website, "Discover to expand card acceptance in Canada", October 26, 2010, accessed 
online Janumy 19, 2012 at hUp:/fwww.busincssweck.com/ap/financialneW!l'D9J3GLB80.htm. 
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In 1977, the bank issuers of Chargex converted their card portfolios to the Visa 

62. Visa Inc. is a global company which today has approximately 15,300 licensed members 

worldwide.120 Membership in the Visa system is open to any :financial institution meeting the 

financial, legal, and regulatory criteria prescribed in the Visa International Operating 

Regulations, including any regional rules (the "Visa Operating Rules").121 Members of the Visa 

network must agree to abide by the Visa Operating Rules, and agree that those Rules represent a 

''binding contract" between participants in the Visa system.122 Visa Inc. owns the Visa 

trademarks and brands, and licenses them either directly to its members, or to the various regions 

and groups within the Visa system, which in turn sublicense them to member banks for use 

according to the terms set forth in the Visa Operating Rules.123 

117 See RBC website "Histmy 1960 - 1979, Chargcx I VJSa*", accessed onlinc Januaey 16, 2012 at 
http:/!www Ibc.comlbistoJy/quiclctofronliei:/c.bargex-visa.html. 

us See RBC website, "Histozy 1960 - 1979, If Mary uses Chargex, it must be fine ... " accessed January 16, 2012 at 
bttp:ffwww.rbc.com/hisloJy/qnicktoftuntier/chargex-visa-dctail.btml#tnp. 

Ill> ~, ............................ .. -120 See V1S8 Inc. Corporate Overview, p. 2, accessed onliDc November 28, 2011 at 
http://www.corporato.visa.com/ _ media/visa-cOJ:POrate-overvlew.pdf. 

Ill See VlSa IDtemational Operating Regulatiollll, IS October 2011, "Oiapter I V1Sa Operating Rules Governance" 
(GSSSS893_00001SSO at 1648 to 1653) and "Chapter 2 VJSa Systam Participation" (GSSSS893_000015SO at 1672), 1111d Visa 
Regional Operating Regulations, CanaCa, 15 November 2008, "Section 1.1.B Member Responsibilities• and "Appendix E, 
Article 2 - CustoDir.rs, Sec1ion 2.01 Eligibility (VISA00058074 at 8092 and 8283 to 8285), "Appendix E to the Visa Canada 
Operating Regu]atiollS", 14 January 2010 (GSSS2 l 77 _ 00020438 at 0447 to 0448). 

122 See Visa Jmcrnational Operating Regulations- IS October 2011, "Chapter 1 Visa Operating Regulations, Govcmance, 
Core Principle 1.1, The OperatingRegolations, Binding Contract" (GSSSS893_00001SSO). 

123 See V:isa Intematianal Operating Regulations - 15 October 2011, "Chapter 3: The Visa License, Core Principle 3.1, 
Intellectual Property, Visa Ownership of Intc1leclual Property", (OSSSS893_00001SSO at 1700) end "Mai:b Liccme", 
(GSSS5893_00001550 at 1701 to 17030), ".E:dnblt A to Appendix E to the Visa Canada Operating RogulatiOD.1, Trad&-mark 
Llcaise Provisions for Tmdo-marks of Visa lntamational" (GSSS2177 _00020438 1110462 to 0464) and '.E:dn'bit B to Appendix E 
of the Visa Canada Opc:rllling Regulations, Tradc-maxk Lic;cnse Provisions for Trad&-marks of V1S8 Canada 
(GSSS2177 _ 00020438 at 0465 to 0466). 
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63. Visa Canada Corporation (previously defined as "Visa") is a wholly-owned subsidiary of 

Visa Inc. u 4 Visa is managed by a senior executive responsible for Visa's activities within 

Canada, referred to as either the President of Visa Canada or the Visa Canada Country 

Manager.125 Visa has services agreements with Acquirers and Issuers in Canada,126 and those 

agreemen1s, together with the Visa Operating Rules127 govern the use and functioning of Visa's 

credit card payment system in Canada. 

64. MasterCard International Incorporated (previously defined as "MasterCard") is a global 

company with 2,500 principal members located around the world, and approximately 19,400 

affiliate members (also located worldwide) which are sponsored by one or more ofMasterCard's 

principal members.128 As with Visa, licensed membership in the MasterCard system is open to 

any financial institution meeting the financial, legal, and regulatory criteria specified in the 

MasterCard Rules (the "Mast.erCard. Operating Rules").129 Members of MasterCard must agree to 

abide by the MasterCard Operating Rules.130 Like Visa, MasterCard owns the MasterCard 

trademarks and brands, and licenses them to its members.131 

124 See Bradley Examination, December 5, 2011, p. 43, Qs. 154-55. 

12i See ibid, pp. 36-37, Qs. 118-22. 

See ibid, p. 52, Q. 188 and pp. 54-SS, Q. 196. Sec also Bnufley &amination, December 6, 2011, pp. 397-98, Qs. 1198-
1200 and response to questiDDS taken lUlder advisement Q. 204, p. SS on Bnufley F.nmination, December 5, 2011. 

127 See Visa Intema1ional Operating Regulations - 15 Octobet 2011, •Chapter 1 Visa Operating Rules Governance•, 
(GSSS5893_00001sso at l 6481o 1653) and V!S8 Regional Operating kcgulations. Canada. lS November 2008, "Section 1.1.B 
Member kcSpODSihilitics" (VJSAOOOS8074 at 8092)." Appendix E to the Visa Canada Opclating Regulations", 14 January 2010, 
(GSSS2li7 _ 00020438 at 0448). 

-----------------------

-
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65. Although MasterCard has a wholly-owned Canadian subsidiaiy, MasterCard Canada, 

In.c.,132 MasterCard is the entity that is ~ponsible for the implementation and enforoement of 

the MasterCard Operating Rules in Canada.133 

Structures of Visa and MasterCard 

66. From their inception and for many years thereafter, Visa and MastetCard were operated 

as joint-venture operating companies of their member financial institutions. In general, banks 

around the world held ownership interests in the Visa and MasterCard systems based on their 

proportional card issuance and sales volumes. 134 In Canada, bank licensees of Visa held 

ownership interests in Visa Canada, and MasterCard licensees held ownership interests in 

MasterCard International.135 

67. In August 2005, MasteICard announced that it intended to change its ownership structure 

worldwide.136 Between August 2005 and May 2006, MasterCard and its member banks entered 

into a series of agreements and understandings related to MasterCard's structure that led to an 

initial public offering of MasterCard stock on the U.S. stock market through a new entity, 

MasterCard Inc. in May 2006.137 As part of MasterCard's public offering of stock, member 

1J2 

134 See Visa USA, Ccxtificatc of Jm:orporation ll!ld By-Laws, N. mncndc:d, 1 October, 2007, Article IV Voting And 
Meetings, pp. 33 to JS, MasterCard Intcmat.ional, Bylaws and Rlllcs, October 2005, Bylaws .Article ID, "Sharo Ownelsbip," pp. 
Article ID-1 to Article ID-8. 

135 See Visa Inc. Form-IOK, Filed November 21, 2008 (period: September 30, 2008). p. S, and MasterCard Canada. 
"Maintaining Competition in the Canadian Credit Card llldustiy", undated (GSSSS893 _ 00003082 at 3099). 

136 Seo MasterCard News Release, "MasterCard Files Registration Statement fur Initial Public Off'c:ring." September IS, 
2005, aceessed November 30, 2011 onlineathttp://www.nw1CrCard.com/us/compmy/cn/ncwsroom/p?_l095.html. 

137 Sec Master Card New; R.cleasc, "MastcICard lncorporatccl Prices Initial Public Offering,• May 24, 2006, accessed 
November 30, 2011 Olllinc at hltp:/lwww.m.astmardcomfus/company/CD/newsroomlpr_ l266.html. 
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banks in Canada and elsewhere were issued several classes of equity shares in the new 

MasterCard corporate entity correspondmg to their prior association ownership interests.138 

68. In 2006, Visa announced its intention to alter its ownership structure, and reorganized 

various entities (i.e., VISa USA, Visa International, Visa Canada, and lnovant) under Visa Inc.139 

Visa undertook an initial public offering of stock in March 2008 on the U.S. stock market under 

the corporate name Visa Inc. 140 Visa International, Visa Canada and other entities became 

wholly-owned subsidiaries of Visa Inc. 141 As part of Visa Inc.'s IPO and corporate 

reorganizatio~ Canadian banks were issued stock in the new entity Visa Inc.142 

Financial Institution Membership in Visa and/or MasterCard 

69. Within Canada, Visa and MasterCard bylaws and rules historically restricted licensed 

membership, and the authority to issue cards and/or offer Credit Card Network Services, to 

financial institutions meeting certain criteria.143 The primary requirement for membership in 

either Visa or MasterCard is that the entity be a regulated :financial institution in the country in 

which it operates with the authority to "accept demand deposits" or engage in other approved 

139 Nm!2;. VISll Europe did not become part of Visa Inc. Accotding to Visa Im:.'a Form 10-K 2008 annual report, Visa 
Europe "remained owned by its member financial institutions and entered into a series of contractual lll'lllllgc:menlB with Visa Inc. 
in connection with the reorpnimion." Visa Inc. Form-10K, Filed November 21, 20D8 (period: September 3-0, 2008), p. 5. Sec 
also Visa pzess release "Visa Annonnces Global Restructuring," October 11, 2006, accessed November 30, 2011 01l1ine at 
http://www.cmporato. visa.comlmedia.oenler/plCSs-releases./press302jsp. 

140 S" ibid. llDd Visa press R>loase "Visa Inc. Prices lni1ial Public Offering,• Man:h 18, 2008, accessed November 30, 
2011 online athttp://www.corporate.visa.~prcss-i:elcascs/prcsa757 Jsp. 

141 See VI.Sil Inc. Form-lOK, Filed November 21, 2008 (period: September 30, 2008), pp.Sand 38. 

142 See Visa press· rele8118 "Visa .Announces Global Restructuring," October 11, 2006, Visa Inc. Form-IO:K, Filed 
November 21, 2008 (period: Septembor 30, 2008), p. 5. 

143 See Visa Intanational Operating Regulations - lS October 2011, "Chapter 2 V!Sa System Participation" 
(GSSS5893_00001550 at 1672), Ylsa Regional. OpemtiDg RegulatiOJIS, Canada, lS November 2008, "Appendix B, Article 2 -
Customers, Section 2.01 Eligi"bility - Customm , subsection e)" (VISA00058074 at 8283 to 8285), "Appen~ E to the V,sa 
Canada iatin Re 'ons" 14 J 2010 "Article 2 Customm" GSSS21'n 00020438 at 0447 to 0458 

"Maintaining Competition in fhe Canadian Credit Card Indllstty", undatlld (GSSSS893 _ 00003082 at 3100). 
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consumer or commercial financial transacti.ons.144 For example, the Visa Operating Rules 

require that any entity wishing to enter into a services agreement to issue Visa credit card 

products in Canada and/or to offer Visa merchant acquiring services in Caruu:la. be "organized 

under the laws of Canada or a province or territory governing financial institutions, and 

authorized to accept demand deposits", or be a subsidiary of an entity that meets these criteria. 145 

70. By seeming licensed membership in Visa or MasterC~ a Canadian financial institution 

is granted a license to act as an Issuer (ie., to issue credit card products) and to act as an 

Acquirer (i.e., to provide Credit Card Network Services to merchants in Canada).146 Both the 

MasterCard and Visa Operating Rules allow licensed members to sponsor affiliates and third 

parties meeting various financial and operating criteria to participate in the MasterCard and Visa 

systems (as the case may be), including processors such as Moneris and First Data, which supply 

acquiring services on behalf of their sponsors.147 

71. Membership in the Visa or MasterCard systems also requires agreen:ient to comply with 

Visa's or MasterCard's respective Operating Rules. Financial institutions which are licensed as 

members of the credit card networks must agree to be bound by the international, regional, and 

country-level rules of each credit card network and to ensure that any of their affiliates or third 

party sponsored entities do the same.148 

144 

145 See Viaa Regional Opmting Rcgulatiom, Canada, 15 November 2008, •Appendix E, Article 2 - Customers, Section 
2.01 Eligibility - Customers, lllbsection c" (VISAOOOS8074 at 8283 to 8285), "Appendix E to the Vl&a Callada Opcmting 
RcgulatioDS", 14 J111111UY 2010, "Article 2- Customers" (OSSS2177 _ 00020438 at 0447 to 0458). 

14' Sec ibid, and "Exhl.Dit A to Appendix E To Viaa Canada Operating ltogulations, Tmde .Mmk License Proviaiom for 
Visa Intematioml (Canada)" (VISA00058074 at 8302 to 8305), "Appendix B ta the Visa Canada Opellltillg Rcgulatiom", 14 
lanllllIY 2010, "F.xlnDi.t A to Appendix E to Visa Canada Opemting Regulations, Tnde-mark. Llcemc Provisiom for Trade-marks 
of VlS& IntcmatiDll8l" (OSSS2177 _00020438 at 0462 to 0464), "Exhibit B to Appendix E of the Visa Canada Operating 
Regulations, Tradc-maik lic:cnsc Provisions for Tradc-mms of VJSa Canada" (GSSS2177 00020438 at 0465 to 0466), and 
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72. The membership structure for Vtsa and MasterCard generally requires each financial 

institution member to commence a credit card issuing program. MasterCard's membership 

requirements differ from those of Visa in that, pursuant to the MasterCard Operating Rules, each 

member bank must issue a minimum number of cards within a specified fune period.149 The 

MasterCard Operating Rule{l do not permit members 1o only offer MasterCard Credit Card 

Network Services without also issuing a specified number of MasterCard products. As such, 

independent, third-party payment processors in Canada, such as First Data or Global Payments, 

· are usually not able to secure membership in MasterCard, and must instead rely on sponsorship 

arrangements with financial institutions that are licensed members of MasterCard. 

Canadian Issuers of Visa and MasterCard Credit Cards - 2010150 

73. Credit card Issuers establish accounts for cardholders, grant lines of credit to cardholders, 

manage transaction processing, payment and fee activity within cardholders' accounts, and 

provide reporting and customer services to cardholders. Issuers earn revenues from interest 

charges paid by cardholders on revolving (unpaid) account balances, from annual fees, 

transaction fees and other fees charged to cardholders, and from interchange fees paid by 

merchants. IS1 

74. The top five Canadian Issuers of Visa and MasterCard credit cards accounted for 74.91'/o 

of combined Visa and MasterCard credit card pmchase volume in 2010, while the top ten 

Canadian Visa and MasterCard Issuers accounted for 95% of that combined purchase volume 

(Figures 6 and 7).152 The trend in the Canadian issuing market has been towards consolidation in 

recent years, with CIBC purchasing Citigroup's Canadian MasterCard credit card issuing 

business in 2010, and TD Banlc. pmchasing MBNA's Canadian MasterCard credit card portfolio 

149 

l:!O As set out in The Nilson Report Nwnber 967, Maroh 2011 (GSSSS389 _ 00002602), the figures include totals :fur both 
consumer and conmiercia1 etcdit m:id prq>aid cards, excluding Vancity Savings Credit Union's prepaid card totals. 

' , 1-

1· 

F 
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in 2011 from Bank of America Corporation. 153 MBNA was Canada's second largest Issuer of 

MasterCard credit cards, ranked by 2010 purchase volume, and the largest MasterCard Issuer, 

ranked by year-end2010 outstanding cardholder account balances.154 

Figure 6: Canadian Issuer Shares of Visa and MasterCard Credit Card Purchase Volume 
2010155 

Direct and Indirect Relationships between Issuers and Acauirers 

75. A number of Canadian Issuers have relationships with, or ownership interests in, 

Canadian Acquirer businesses. Certain Canadian Acquirers, such as TDMS and Desjardins, are 

part of financial institutions that are also significant Issuers of Visa and MasterCard credit cards, 

153 See TD Group Financial Services website, ''Purchase of MBNA Canada Bank's credit card ~ by the Toronto­
Dominion Bank is completed", December l, 2011, accessed Jmmary 23, 2012 at 
htlp://www.td.modiaroom.comf'mdex.php?a=4~14S9, and CIBC website, Media Centre, "CIBC completes acquisition of 
$2 billion Canadian Mast=Card portfolio from Citigroup", September 1, 2010, accessed Jmwuy 23, 2012 at 
http://micro.ncwswire.ca/rclcuc.cgi7rkey=l8090164SS&view=l4730-o&Start--&htm=O. 

154 See The Nllaon Report Number 967, March 2011 (GSSSS389 _ 00002602). 

"' See Ibid. Tho figures include totals for both consumer and commercial credit and prepaid cards, excluding V ancity 
Savings~ Union prepaid card totals. lfum: Figures for 2011 were oot yet available as of the publication date of1his report. 
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or subsidiaries of these institutions. As discussed above, other Acquirers have either ownership 

or marketing/referral relationships with Canadian Issuers. For example, as discussed below, 

Moneris Solutions is a joint venture between BMO and RBC. These relationships are shown in 

Figure 7, and are discussed in more detail in a subsequent section of this report. 
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Figure 7: Canadian Issuers ofVJSa and MasterCard Credit Cards -20101s6 
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Brief Summary of Canadian Acquirers 

76. ••Ws1 As noted above, it is a joint venture of BMO and RBC formed in 2000 to combine 

BMO and RBC's respective merchant acquiring businesses.158 Because of the joint ownership by 

BMO and RBC, Moneris was one of the first Canadian Acquirers to offer both Visa and 

MasterCard Credit Card Network Services in Canada's pre-2008~ non-dual environment ts9 

BMO and RBC bank branches market and sell Moneris' Credit Card Network Services.160 

77. Global Pavments Canada is a subsidiaiy of Global Payments Inc., and-

••••••••• 61 Global Payments Canada was established following the purchase 

by Global Payments Inc. of CIBC's and National Bank's respective merchant acquiring 

businesses in 2000.162 Global Payments has an alliance relationship with CIBC, whereby CIBC 

markets and sells Global Payments' Credit Card Network Services.163 Global Payments' annual 

report filing with the U.S. Securities and Exchange Commission indicates it is in the process of 

forming a wholly-owned financial institution in Canada to serve as its sponsor so that it can 

u1 •llll!ll!l!!ll•lll•llll!ll••••••··········andanswcrto undertaking to Q. 1226-27 (Chart C), pp.404-405, given on Biadlcy Enmination, December 6, 2011. 

ISi 

and Sec MIJlltris Solutions website, "Corporate Hi.stoJY", accessed Jamaary 11, 2012 at 
http://www.moneris.com/en/AboutUBICompany/Corporate%20Info.rmation/Corporate%20Histocy.aspx. 

lS9 

~ Until 2008, banks in Canada could be a member of Mastezeard or VIBll, bat not both, because Visa proluliited "dual" 
membenhip. 

160 See ibid, at S298. 

161 
See TM Nilson Rmort # 982 p. 9 •••••••••••••••••••••• ·······•-•lanswer to undertaking to Q. 1226-27 (Chart C), pp.404-405, given on Bmdley E.nmjnation, December 6, 201]. 

1152 See ibid. 

163 Sec CIBC webs:ite, •siDincss Services I Merchant Services", accessed January 11, 2012 at 
http://www.cibc.comlca/small-bus:i!ICS!lmerchant-scMces.htmJ. 
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independently supply Visa and MasterCard Credit Card Network Services to Canadian 

mercbants.164 

Ch~ Paymentech has an acquiring, marketing and sales referral relationship with Scotiabank.168 

79. ID Merchant Services (previously defined as "TDMS" 

fourth largest Acquirer in Canada. 1 

164 Regarding financial institution sponsorahjp of its acquiring business, Global Paymellls dates in its amma1 repcrt Min 
order to provide credit and debit card transaction processing services for Mastaeard, Visa and other payment networlcs, we must 
eitlier be a mrmber of these systems er be designated as a certified processor by MasterCard and Vjsa in addllion to being a 
Merchant Service Provider by MasterCard and an Independem: Sales Organization by VlSB.. Currently, these dcsignatlons are 
dependent upon member clearing banks sponsoring us or our l1lfllllbersbip in various networks and our adherence to the stmdards 
of tho networks. W c have five primary finmicial institution sponsors in 1hc United States, Canada, the United Kingdom, Spain, 
the Asia-Pacific region, and 1hc Russian Foderalion with whom we have spomorship or dcpositoiy and clearing agreements and 
in liOIIle cases WI! have mc:mbmhip in various DCtworb. Thllse agreements allow us to routa transactions under fhe mmober 
banks' control and idmrtifir.atioo nnmbcrs to clear card transactions. Certain of the member fimmcial institutions of VJSa. md 
MasterCard are our competitors. Visa and MastmCard set the standards with which we must comply". Global Peymmrts also 
sta1e1 that w[i]n Canada. we bavc filed an application with the Canadian regolatmy snthorities for the fomiation of a wb:llly 
ownM loan company in Canada which could sem: as our financial mstitulion sponsor. In the inltrim, through Man:h 2012, we 
am processing directly through VlSll in Canada. We have also ~ into an agr=mr:nt with a financial institation who is 
wil..lillg to serve as our spoosor, if ncccssacy." Sec Global Payments Inc. 2011 Fann 10-K Annual Roport. in tlm year ended May 
31, 2011, pp. 6 and 13, accessed Allgnst 25, 2011 at 
http://www.sec:.gov/Arcbiveslcdgmfdata/1123360/0001193125111960D4/0001193125-ll-196004-index.blm. 

llllllllllllllllllllllllllJ .. llllllllllllllllllllllllllllll .... lllllll~md~to 
undertaking to Q. 1226-27 (Chart C), pp.404-405, givcn on Bradley .ExaminBtia!I, December 6, 2011. 

165 

166 

167 -
170 Sec The Nilso11 Report# 982 p. 9. 

171 

!.· 
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80. 

-
73 It has traditionally sold Credit Card Network SeIVices mainly to its own business 

customers. 174 

75 Elavon provides Credit Catd Network Services to Air 

Canada and several other Canadian airlines.176 

Independent Sales Organizations ("IS0s")178 to mark.et and sell i1S Credit Card Network Services 

in Canada.179 

Brief Summary of the Canadian Credit Card Network Services Industry 

83. The Canadian market for Credit Card Network Services is large and well-developed 

relative to other countries in the world. 

1'12 , ........................ ... 
173 •••••••••••••••••••••••••••• answer to 
1lllliea1Uing to Q. 1226-27 (Chart C), pp-404-40S, givmi on Bradley Examination, December 6, 2011. 

·~ 
17' ...................................... lllllllllanswcrto 
midertaking to Q. 1226-27 {Chart C), pp.404-405, given on Bradley Eumina1ion, December- 6, 201 L 

176 

177 •••••••••••••••••••••••••••· llllSWa' to 

undertaking to Q. 1226-27 {Chart C). pp.404-405, given on Bradley Examination, December 6, 2011. 

171 An ISO is a third party fum that spcciatm:s in soliciting JJ.1Crohants and signing lhem up for Credit Card Nctworlc 
Services. IS05 arc sponsored by financial institutions licensed by Visa and/or MasterCard. ISO& nsaaJJy focus their efforts on 
sales of Credit Card Nctworlc Services to small mcrehants or to mr:icbauts in particular industries, such as e-coramerce. 

17' 
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Company states that Canada is the fourth largest payment card transaction acquiring market in 

the world, behind only the U.S., Japan, and Brazil, and slightly ahead of the U.K., France, and 

China.111 

82 I am unaware of any Canadian Acquirer that presently offers only Visa Credit 

Card Network Services or only MasterCard Credit ·card Network Services. Similarly, my 

Wlderstanrung is the vast majority of Canadian merchants that accept credit cards accept both 

Visa and MasterCard, and not only one or the other. 

85. The Visa and MasterCard networks and their products are essentially the same from the 

perspective of Canadian Acquirers. Similarly, from the perspective of Canadian merchants, 

there is very little difference between Visa and MasterCard Credit Card Network Services or the 

Respondents' respective credit card producis, except that MasterCard Credit Card Network 

Services are likely to be more expensive for most Canadian merchants than Visa Credit Card 

ISO 

181 See McKinsey website, nGlobal challenges, local opportunities: Trends in merchant ~g" McKinsey on 
Paymenlll, September 2011, accessed January 23, 2012 at 
ht1p://www.mckinsey.com/cliCII!setvicc/Fmancial_Sccvices/Knowlcdge_Higbligbts/..../mcdia/Repomancial_ServiceslM0Pl2_ 
mcrcbmt"/o20acquiring.asbx. 

112 
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Network Services due to MasterCard's higher interchange fee structures (as discussed later in the 

report).183 
. 

Canadian Acquirers are Competitive 

185 Historically, these and other merchant segments have had little to no credit card 

accei)tance, and correspondingly low amounts of credit card spending relative to other payment 

metbods.1s6 

The top seven Acquirers control 95 to 990/o of the combined acquired Canadian purchase 

volume. Figure 8 provides share information for Canadian Acquirers for Visa and MasterCard in 

2011, while Figure 9 shows the number of MasterCard merchant loc.a.t:i.ons, as reported by 

186 A 2008 McKinsi:y & Company study of the Canadian mdit card business reported credit eard spending as 35% of 
dis<:o1111t store sales 81.ld 8% of QSR sales. Sec~ & Company "Pcrspedivcs on Cacadian Ci:cdit Canl. BusiD:ss", May 
19, 2008 (VISA00526292 at 6330). Sec also Visa, "Global Acceptance landscapc, Immmy 2009" (VISA.00104657 at 4712). 

• 

1

~- ····~···~IJl!l~·············-midanswcrto undertakiii& to Q, 1226-27 (Chart C), pp.404-405, given on Bradley Exmnlnatiou. December 6. 2011. 

' L 
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MasterCard, acquired by each of the top five MasterCard Acquirers in Canada as of September 

2010. 

Figure 8: Canadian Acquirer Visa and/or MasterCard Purchase Volume Shares: 2011188 

~~• lii~;i1i~t~;rr~1~t~!11g~1~~ ~•m'i~ ~:•-
1 1 

2 3 

5 

6 6 Elavon Canada 

7 5 FrstData Loan Cow · Canada 

8 8 Others 

Total 100.0"A 100.0% 

1111 See ibid. 

:·. 



55

PUBLIC 

-51-

Figure 9: MasterCard Merchant Location Counts by Acqnirer, 2010189 

1 Moneris 

2 GlobalP 

Totlll 

"On-Us" Transactions 

88. Certain Canadian Issuers which operate acquiring businesses, or have relationships with 

Acquirers, have implemented arrangements to process what are commonly referred to as "On­

Us" credit card transactions. An On-Us transaction is one where the Acquirer and the Issuer are 

the same entity, or related entities, and the transaction may be (but need not be) authorized. 

cleared and settled directly between the Acquirer and Issuer outside the Visa or MasterCard's 

network (as the case may be ).190 In practice-f Canadian Visa transactions are authorized 

through VISa's network, while .approxima1el~f Visa transactions ar~ cleared and settled 

outside the VISa network.191 

191 See Vl.Sa, "Global Acceptanec Landscap~". January 2009 (VISADOI04657 at 4710), aad, "Omada Landscape•, A 
2010 (VISA00049336 at 9337). 

[:_ 
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192 .. 

•••••1193 
However, like all other transactions 

processed tbrough the Visa and MasterCard networks, On-Us transactions remain subject to the 

Respondents' respective Operating Rules. 

Cross-Border Issnin2 and Acq1lirin2 

89. Financial institutions are generally prohibited by the Visa and MasteICard Operating 
··. 

Rules from issumg or acquiring in jurisdictions in which they are not licensed by Visa or 

MasterCard.194 This means that Issuers and Acquirers licensed in Canada cannot, as a general 

rule, issue credit cards to would-be cardholders outside of Canada or acquire transactions from 

merchants outside Canada (the latter is termed "cross border acquiringj.195 

l9o4 Regarding Issuer licensing, ~ Visa Operating lWles stiite: "The Member may use file Visa-Owned Mart& only in a 
countty where it is licensed to do so. The written approval rcqacst OlllSt specify each C01mtry where the SJ>ODSOIShip activity will 
occur. If a Member plmis spoDS<ltSbip activities in any additional country at a later date, it must submit a new request.•, See Visa 
Int.ematiODal Operating Regu]atiocs - 15 October 2011, "Core Principal 3.3, MarkB License, Use of Visa-Owned Mm:ks in 
Counfiy of License" (GSSS5893 _00001550 at 1703). Regarding Acquircr liceming. the Visa Operating Rules slal:e: "anAcquim' 
must only co!Ilract wi1h a Ma'Chant Outlet wilhin the Acqnirer's Country of Domicile, as specified in the V153 International 
Certificate of Incozporation and Bylaws or the applicable Certificare of Incorporation and Byhtws." See Visa Intemational 
Operating Regulations- 15 October 2011, "Chapter 6 Pl!)'Illent Acceptance" (GSSS5893_000015SD at 2000). See also Visa 
Regional Operating Regulations, Canada, 15 Novembc:r 2008, "Section 4.1 Cross Borde;- Me:rchant Coimacting", al 
VISAOOOS8074 at 81Zl . 

Visa also has certain exceptions 
Octobec 2011, "BIN Licensing", 

~-: 
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90. There are certain limited exceptions to Visa and MasterCard's prohibitions on cross­

border acquiring. For example, an Acquirer in Canada can acquire purchases made by Canadian 

cardholders from U.S. merchants by mail, telephone. or over the Intemet VJ.Sa also has an 

Operating Rule pursuant to which Canadian Acquirers may acquire mail and telephone orders as 

well as eJectronic commerce transactions of Canadian Visa credit card holders (processed in 

Canadian dollars) with merchants in Visa's "U.S. Region". The same rule allows an Acquirer in 

the U.S. to acquire mail order, telephone order and electronic commerce U.S. dollar transactions 

of American cardhoJders with merchants in Visa's "Canada Region".196 
••••••••• 

Basic Steps in a Visa or MasterCard General Purpose Credit Card Transaction 

91. Figure 10, below, and the following description illustrate, from a financial processing 

perspective, the elements of a Visa or MasterCard credit card transaction. For ease and clarity of 

exposition, I have omitted assessment. service, processing, switch, and other network fees 

(collectively, "Netwmk Fees") charged by Visa and Ma.steICard to Acquirers and Issuers for 

credit card transactions. The basic steps involved in the purchase of an item costing $1,000 

using a Visa or MasterCard credit card are as follows: 

(OSSS5893 _ 00001550 at 1705 1D 1706), "Acquircrs Jurlsdiction" (GSSS5893 _ 000015SO at 2011 to 2012)n and "Airline 
Merchants" (GSSS5893 _00001550 at 2222 to 2223). 

196 Visa International Operating Regulitions -15 October 2011, M Acquirets Jurisdiction" (GSSSS893_00001550 at 2011 
1D 2012) 

1!11 See Visa, "Global Acceplance Landscape", Jamwy 2009 (VlSAOOl 04657 at 4711). 
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(a) a cardholder presents his or her Visa or MasterCard credit card to pay a merchant 

for an item costing $1,000. The merchant requests authorization for the 

transaction from the cardholder's Issuer through the merchant's Acquirer and the 

appropriate credit card company; 

(b) once the transaction is approved by the Issuer, the merchant submits the 

transaction to the Acquirer; 

(c) the Acquirer subsequently submits the authorized $1,000 transaction to the 

appropriate credit card company card for clearing; 

(d) the $1,000 transaction is cleared by the credit card company to the Issuer. Based 

on various transaction criteria, the credit card company computes an interchange 

fee. Assuming an interchange fee of 1.8%, the interchange fee in this example 

will be $18; 

(e} the cardholder's credit card account is charged $1,000 by the Issuer, such that the 

cardholder is now liable to pay the issuer $1,000 plus interest if that sum is not 

paid in full by the deadline for doing so; 

(f) at a pre-defined time, the Issuer settles $982 (i.e., $1,000 minus the $18 

interchange fee) to the Acquirer through the credit card company's designated 

settlement bank (steps D-1 and D-2 in Figure 1 O); and 

(g) from the $1,000 amount payable to the merchant, the Acquirer deducts a 

Merchant Service Fee. Assume in this example, the Merchant Service Fee is 2% 

of which the Acqu.irer will retain 0.2%, then the fee will be $20, which includes 

the $18 interchange fee plus the Acquirer's fee of $2, and credits $980 to the 

merchant's account (step B-1 in Figure I 0). 

92. As a result, the merchant has paid $20 in fees, of which $2 was retained by the Acquirer, 

and $18 was retained by the Issuer in the form of an interchange fee. 



59

- SS-

.. ··-··-··---······· ·-·· - ··:·--:-:·- -···-·::-;·------.- ·-:----- ·-···-----·---------·-------·.-··;··-~-·-·· 

,. -~., 

.,, 
c 
m 
r 
0 



60

PUBLIC 

-56-

VII. Visa and MasterCard Revenue Sources 

93. The Respondents earn fees from both the issuing and the acquiring sides of their 

respective networks. Most of the Respondents' revenues are directly related to transactions, on 

either a :fixed fee or ad valorem basis. A small component of network revenues are fixed, and not 

Visa and MasterCard's respective Canada Region revenues for 2009.199 

199 Visa figures are based on a fiscal year from October J, 2008 to September 30, 2009, whereas Maslereard's figures are 
for cale:ndaryear 200!l. See Visa, ~gic Pricing Project, January 201() WSA00298137 at 8143 to 8148 and 8163 to 8164). 
V, Canada Ovc:Mew, szt=ber 30, 2009 (VISAOOS58283 at 8287), - II 

·."i 
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Figure 11: Vua and MasterCard Canada Region Revenues for 200.9200 

94. Both Visa and MasterCard have agreements with Canadian Issuers, Acquirers, and, in 

limited circumstances, merchants which provide for incentive and other payments by Visa or 

MasterCard, reductions in list-price interchange or network fees, and/or the reimbursement of 

expenses by Visa or MasterCard ("Rebates & Incentives" in Figure 11 above). 

vm. Evolution and Trends in the Price of Credit Card Network Services 

95. Canadian merchants' Credit Card Network Service costs have increased significantly due 

to increases in Visa and MasterCard mterchange fees, mcreases in Network Fees, and the 

introduction and adoption of premium card products, which attract higher levels of interchange. 

In the period from 2007 to 2011, Visa's average Canadian interchange fee increased 8.7%, from -to 1.62%, and 

During the same period, both Visa and MasterCard introduced new network 

"Acqoirer assessment" fees of- which were also passed on to merchants in the form of 

higher Merchant Service Fees. 

See ibid. 
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IDstorv of Canadian Avera2e Credit Card Interchange and Network Fees 

96. Generally, there is a very high correlation between the levels of, and changes in, Visa and 

MasterCard interchange and netwoik fees, and the level of Merchant Service Fees paid by 

merchants for Visa and MasterCard credit card acceptance.201 AB noted above, Visa and 

MasterCard interchange feeS are the largest component of the Merchant Service Fees paid by 

merchants in Canada (and in other jurisdictions), and have a significant influence on Merchant 

Service Fee levels.202 

97. Visa made its Canadian interchange rate schedules publicly available on its website in 

November 2008.203 MasterCard did not make its Canadian interchange rate schedules public 

until January 2011.204
· However, neither o(the Respondents has disclosed publicly how much 

cre<lit card spending occurs at each interchange level, what the overall historical average rates 

have been, or the total amount of interchange fees paid by Canadian merchants in different 

periods. Further, while Visa and MasterCard each list their Issuers and the credit card products 

they issue on their respective websites, they do not disclose the number of credit cards issued or 

the amount of spending by card product. Accordingly, information on overall weighted-average 

Visa or MasterCard Canadian interchange rates and the actual ammmts of interchange fees paid 

by Canadian merchants is generally not publicly available. 

98. Information on the historical annual weighted average levels of Visa and MasterCard's 

respective domestic interchange and network fees is limited. However some information is 

:zm A 2009 U.S. Govcmmcut Accountability Office (GAO) stcdy states that "Inten:hangc :fees gcocrally account for the 
l.aigest portion of the fi:es for acceptance of Visa and MaslcrCa:rd credit cams". See United States Government Aa:ountability 
Office, Report GA0-10-45 • · " ovcmber . · "Visa · cial iness Acmnen for " · 2111 
(VISA00214S69 at4584), 

203 Sec Visa "Canada Issues Brlcf", November 27, 2008 (VISA.00097498). "Intcrcbange Disclosure Commnnicstions", 
November 26, 2008 (VISA00019184), imd "VJSa Canada Jntcrchlmgc Fees", Undated (VISAOOS37493 at 7496). 

204 ...................... MastecOmi Canada website, 
"MastaOlrd .llltcl'cbmgo Rate Ovmicw", Januazy 2011, accessed Fcbmary 1, 2012 at 

. htlp:l/www.mastercard.comca/wcc/PDF/MasterCard_Intercbange_Ratc_Ovcrvicw.pd£ 
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available on MasterCard and Visa's domestic interchange rates at different points in their 

respective histories of operating general purpose credit card networks in Canada. 205 

20S A VJ.Sa document titled "Canada Overview-, which was prepared for "PresentatiQD to the Global lntetcbange Meeting", 
notes that "interchange data not available until 2007 so effective rates estimated for 2001 - 2006 based on rate structurD and 
average ticket size". See Visa, ~Canada Overview", Septdn~ 30, 2009 (VISA00558283 Ill 8291). 

See ibid., Vm Canada Intmcbange Rates, Unda1ed (VISA00537493 at 7498). 

:zoa 

Sec Visa, "Visa Canada Fee Guide", Fcbniary 2005 (VISA00070609 at 0687). 

210 See Ibid, Mastl:rCaJd Canada, 
(GSSSS893_00003082 at 3115) 
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•••••••••••••••••••••••• 211 

••••••••••••••••••••••••••••••• 212 

103. Figure 12 shows MasterCard's average domestic interchange and Acquirer assessment fee 

levels in the period between 1998 and 2011 

:m 

214 ••••••••••••••••••••• "VJSa Canada Interchange Fees", Undated, 
(VISA00537493 at 7498). 

i 
1. 
i 
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Figure 12: Visa and MasterCard Average Canadian Interchange & Acquirer Assessment Fees an 
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Figure 13: Trend In MasterCard's Weighted Average Interchange Rate from 2007 to 200!>218 
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Network Fees Introduced on Canadian Acguirer Merchant Sales Volumes in 2007 and 
2008 

llll Note: V:isa's Acquirer service mes ere part ofVIS8's Network Fees charged to Acqimers. The tcmu "assessment fee" 
and "service fee" are often used to dcscnbe the same pel'Celltage based fees charged by Vtsa or MasterCard on 1be mnount of 
sales sabmittcd by merchants (via Acqnircl:s). Sec Visa, Acquirer Assessment Fee, Mm:ch.10, 2008 (VISA00072957 at 2957). 

220 Seci ibid., rcspoDSC to Q. 2969. pp.1053-54, (Tab 32: "Visa Canada Fee Guide", December 2010 (VISASUP1'00006826 
at 6832) tmn under advisement on Bradley Ermninatiou, December 8, 2011, 

Sec "Visa FiDancial Bl!Siness Acamen fm- Sales", Rl:vised 2111 (VISA00214569 at 4651). 

Sec B-mail from Mike Bradley. "lffi: Debit Acceptance Strategy",MayS, 2009(VISA00001788at1788). 

224 E-mail from Nancy Vanica, "RB; Federal Govcmment•, Jamiary 16, 2009, a1tacbcd to B-mail :from Caroline Van der 
Drift, "FW: Federal Govcmment", Jant13IY 16, 2009 (VISA.00101953). 

'-. 
L· . 

. : 
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MasterCard Introduces Canadian Premium Credit Card Interchange Rate Stroctures and 
Expands Interchange Rate Structures in 2007 - 2008 

106. In October 2006, MasterCard implemented a Canadian "high spend consumer credit 

with significantly higher interchange mtes. 

-
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Visa Introduces Canadian Premium Credit Card Interchange Rates and Exvands Rate 
Structures in 2007 - 2008 

108. Visa announced a new domestic interchange rate Structure in March 2007 which took 

effect in April 2008.235 Visa's April 2008 Canadian interchange structure included separate rates 

for 'card present transactions', 'card not present transactions', recwring transactions, and new 

higher rates for Visa's "Infinite" premium credit card ~duct. 236 Canadian Issuers began issuing 

Visa Infinite credit cards in 2008.237 A Visa document states that the Visa Infinite program's 

235 See Visa "Blcc1rollic Payments and Visa: The Role of Interchange and Other Developmenm•, Febnwy 3, 2009, at 
(VISA00028762 at 8775), Response to Qs. 1082-83, p. 362 (Tab IO(a): Visa Canada Member Letter 30/07, "rntercllange Rates 
for Visa Infinite", July 16, 2007) taken under advisement on BradleyFxamination, December 6, 2011. 

See "Vm. Canada~bange RaleS", Undated (VISA00537493 at 7491). 

237 See Biadlcy Examination, December 6, 2011, p. 349, Qs. 1039-40. 
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share of total Visa domestic payment volmnes was 

l 09. While Visa's interchange rate structure has been mostly constant since 2008, as discussed 

below, Visa and its Issuers have mi.grate of cardholder accounts from credit 

cards attracting lower levels of interchange to Infinite premium cards with higher levels of 

interchange. Visa did make a change to its domestic interchange rate structure in April 2010 to 

add an "emerging segments" interchange rate for certain types of merchants, such as utilities, real 

estate agents, government tax collection entities, universities and other education.al institutions, 

for transactions greater than $1,000.242 Visa's changes to Canadian interchange rate changes, the 

introduction of Infinite premium credit card rates and the introduction of an Acquirer network 

238 Seo Visa, ''VlS& Inc. Interchange Reporting", April 3D, 2010 (VISA0031291S at 2915). Bradley Examination, 
December 7, 2011, pp. 591-93, Qs- 1760-63. 

See VISll, "Cmiada Interchange", March 3, 201 O (VISA00064900 at 4904). 

Secibicl 

2AI Sec Visa "Canada Performance Rate Program Qualification•, February 24, 2011 (VISA00345215 at 5216-18). 

242 See ibid (VISA00537493 at 7493 to 7494) and VlS& Canada we~. "Visa Canada Interchange Rate Reimbursement 
Fees", accessed February 2, 2012 at http://www.visa.ca/eu/aboutcanlmediacentre/intcn:hangc.'.PcWvisa-intercbange-nrtes­
currcnt11df. 

' ~-: 
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fee caused Visa's average Canadian interchange rates and Acquirer Network Fees to-

~etween 2008 and 2011, from 243 

243 See ibid and MasterCard "Category/Interchange Pricing Strategy Recommendation", Undated (MCW_CCB_OOll4210 
at 4210), Visa, "Canadian Interchange and Product Plan", 13 July 2010 (VISA00067188 at 7197 lo 7201). 

244 See Visa, "Canada Interchange", March 3, 2010 (VISA00064900 at 4902, 49ll), Bradley Examination, December 9, 
2011, pp. 1295-97, Qs. 3703-3706. 

245 See Visa, "Canadian Interchange and Product Plan", 13 July 2010 (VISA00067188 at 7197 to 7201), E-mail message 
from Richard Morrissey, "RE: Canadian Interchange Product Game Plan 041610 vl.docx", April 19, 2010, (VISA00502845 at 
2845), Visa, "Visa Inc. Monthly Reporting", April 30, 2010 (VISA00312915 at 2915). 

246 See ibid, (VISA00067188 al 7193, 7198 to 7199, 7203), Bradley Examination, December 9, 2011, pp. 1157-58, 1296-
99, Qs. 3305-08, 3704-07, 3711. 

247 See Visa, "Visa Inc. Operating Committee Americas Monthly Report April 2011", May 16, 2011 (VISA00439506 at 
9523), Visa, "Canadian Interchange and Product Plan", 13 July 2010 (VISA00067188 at 7191 and 7196), Bradley Examination, 
December 9, 2011, pp. 1149-50, Q. 3280, pp. 1190-91, Q. 3392. 
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Figure 14: Visa's 2010 "Situation Assessment" oflnterchange Gap vs. MasterCard248 

248 See Visa, "Canadian Interchange and Product Plan", 13 July 2010 (V1SA00067188 at 7190 to 7191). 
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249 See Visa, "Visa Inc. Operating Committee Americas Monthly Report April 201 I", May 16, 20 I I (VISA00439506 at 
9523). ~:The header dated "January 2011" appears to be a typographical error as the first page of the report states that the 
document is an April 2011 monthly report. 
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Visa and MasterCard Introduce Network TecbnoloJ:ies to Dynamically Reclassify Cards as 
Rewards or Premium Type Cards Without Card Re-issuance 

~ ~ 
"October 2009 Vi.saNet Business Enhancements", Jnne 17, 2009 (VISA00391713 at 1931 to 1941), Bradley Examination, 
December 9, 201l, pp. 1153, Q. 3291. 

~December 9. 2011. pp. 1178-79, Qs. 3352-53, 

252 •••••••••••••••••••• Account Level Processing for Canada. 
December 2, 2008 (VISAOOO 19050). 

253 See ibid. 

See ibid. 
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5 Visa bas launched a "super premium" credit card product in the U.S. called 

discuss competition by Visa and MasterCard for Issuer business further in a subsequent section 

of the report. 

Merchants are Generally Unaware of Additional Costs Associated with Higher Cost Credit 
Cards Until they are Billed by their Acguirers 

113. Canadian merchants are generally unaware oftbe cards that have higher interchange fees 

until after they are billed. 259 Further, in my experience, very few cardholders have any 

knowledge of interchange fees, network fees or service fees paid to Acquirers. Many cards lack 

visual roduct identifiers. 

255 See Bradley Examination, Dcccmbcr 6, 2011, pp. 341-342, Qs. 1008-11. 

156 See Visa website, "Visa Signature", a.cccssed March 5, 2012, at http://www.usa.visa.comlpersonalfvisa-
signature,piemium-credit-c;ardjsp. 

See BradleyExamillation, December 9, 2011, pp. 1184-85, 1304--06, Qs. 3372-77, 3730-36. 

See ibid, pp.1263-65, Qs. 3607-11. 

See ibid. 

See ibid. 

, 
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IX. Vua and MasterCard's Use of Interchange Rates to Attempt to Increase Issuer 
Revenues, Card Product Use and their Own Revenues 

114. Visa and MasterCard determine the interchange fees which apply to transactions, both 

within and outside Canada, involving Canadian-issued credit cards.263 Where the merchant is 

located in Canada, the transaction is subject to domestic interchange fees. Where the merchant is 

located outside of Canada, the transaction is subject to "inter-regional" (i.e., international) 

interchange fees. 264 

115. Neither Visa nor MasterCard retain interchange fee revenues. Rather, as stated above, 

interchange fees are paid to Issuers. However, as already discussed, both Visa and MasterCard 

set interchange fees for transactions on their respective credit card networks and benefit when the 

interchange rates set by them lead to increased use of their respective credit cards and networks. 

116. Interchange rates are one of the primary tools used by Visa and MasterCard to increase 

issuance and cardholder use of their respective credit cards.265 Increases in interchange rates 

generate additional revenue for Issuers. Issuers may use the additional interchange revenues to 

expand or increase rewards to cardholders, thereby encouraging cardholders to use their Visa 

and/or MasterCard credit cards more frequently. As discussed later, however, it appears that 

only a portion of the interchange fees paid by Canadian merohants are passed on to cardholders 

See ibid-

261 See Vua Regional Operating .RegulatiOllS, Canada, 15 November 2008, ftf Pfeedix E, Article 3 Fees" (VISA00058074 

•• and - - - -

264 Both Vtsa and MasterCard define Canada as both a coantry and a regiOD. in their respective Operating Rnles. Any 
purehue made ou1side of Canada with a Canadian-issued credit cazd is tbetefoie considered "8-regiooa.l". In amtrast, Vu.a 
and MastetCard have designated Europe as a region. When tlllDsactions occur within Europe where tbD cardholder's Issuer and 
the merchant are iD different countries within Europe, 1he transaction is considered "ID.!!3-regional" from an operational and fee 
perspective. 

.:. 
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in the form of rewards and/or lower credit card account fees, with the balance being retained by 

Issuers as revenue. 

Canadian Interchange Rate Increases are Not Based on Changes in Issuer Costs 

Visa "Electronic 
Payments and Visa: The Role of mterohange and Oth12" Developments", February 3, 2009 (VISA00028762 at 8775). Canada 
Interchaogc Product Game Plan, April 19, 2010 (V1SA00502845), VISll, "CBDada Overview", September 30, 2009 
(VISA00558283), E-mail message from Richard MOJriBsey, April 19, 2010, "RE: Canadian IDterchange Product Game Plan 
041610 vl.docx" (VISA00502845}. 

See Bradley Examination, December 8, 2011, pp. l 070-71, Qs. 3028-30, and December 9, 2011, p. 1233, Q. 3517. 

2A E-mail message from Mm Bradley, "RB: CJBC - Emerging Segments meeting follow-up•, November 9, 2009 
(VISA00401609at 1609). 
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X. Acquirer Service Fees 

119. The primary somces of revenues for Acquirers are the Merchant Service Fees they collect 

from merchants, for Visa and MasterCard Credit Card Network Service 

120. As discussed above, Merchant Service Fees reflect three primary components: (i) the 

Issuer's interchange fee; (ii) Visa or MasterCard's network fees; and (ill) the Acquirer's service 

fee.272 The interchange fee is the largest component of the Merchant Service Fee. 

27D See V153, "2004 Canada Issuer Beochmarking Sindy", .June 2005 (VISA00537356 at 7360 to 7362}. 

271 

%72 

!: 
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Figure 17: Components of Visa Average Merchant Service Fee in the Canada Region 
(2008)2n 

121. Like Acquirers in other jurisdictions, Acquirers in Canada do not and indeed cannot, 

compete on the basis of Visa and MasterCard interchange or network fees, as these components 

are effectively the same for all Acquirers in Canada. All Acquirers in Canada are subject to the 

same Visa and MasterCard default interchange rate schedules and are required to enforce the 

274 See Visa, "Global Acceptance Landscape, January 2009" (VlSA00104657 al 4715). 

275 "MDR" is an acronym for Merchant Discount Rate and is sometimes used in Canada and the United States to describe 
Merchant Service Fees. See Canadian Acquirer's Pricing Methodology, Undated (VISA00241513 at 1516). 

?76 

m See Visa, "Global Acceptance Landscape, January 2009" (VISAOOI04657 at 4715). Note: Figure 18 excludes Network 
Fees other than the Visa Acquirer assessment fee. 
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same rules against merchants.278 The interchange and network fees operate as a "floor" price 

within the Merchant Service Fee, below which Acquireis cannot profitably offer acquiring 

services regardless of the size of the mercbanl 279 

122. Acquirers are usually willing to accept lower Acquirer service fees for greater transaction 

volume.280 As a result, the largest merchants are generally able to secure the lowest Acquirer 

service fees. Figure 18, below, depicts U.S. Acquirer average net margins (i.e., the Acquirer 

service fee component of the Merchant Service Fee) by merchant size (based on annual Visa and 

MasterCard sales volumes)~~1 The structure of the Canadian and U.S. acquiring industries is 

very similar in this regard Merchants with lower credit card sales volumes pay higher Merchant 

Service Fees, and higher Acquirer service fees (measured as percentages of the sales 

amounts).2112 

123. Specifically, Figure 18 indicates that small U.S. merchants pay higher Acquirer service 

fee margins (182 basis points on average) than the very largest U.S. merchants who ate paying 

an average of 6 basis points.283 

.no 8 [C]ompet:ition furmerchaDts with high transaction volumes drives pricing down fur large tt:lailers ••. Acquirezs lclld to 
see lower mmgim from largD mercbants but Bill able to price small mCICbams on a gteater margin. LargD men:hants hsve mom 
bargaining power becallSC they me bringing mo~ transactions to a scale business. ft See U.S. Fcde131 Reserve B!lllk: of 
PhiladeJpbia, Discussion Paper,. "The Merohant-Acquiring Side of the Payment Card Industry: Slmctme, Operations, and 
Challenges", by Amie Kjos, October2007, p. 21. 

281 "Net margin" is an industcy lmn refm:ncing the acqnircr service fee component of a Merchant Service Fee. 

283 A document produced by Visa in 'Ibis proceediDg contains a vecy similar chart, albeit limilcd to m=hants with more 
than USS50 million in annual bankcard sales. See V1Sa, ".Proposed 2010 In:!erchange & Acquiring Fee Modifications•, Iamiary 7, 
2010 (VISA00295800 at 5825). 
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Figure 18: Acquirer Revenues ("Net Margins") by Merchant's size (Annual Bankcard 
Purchase Volumes)285 

· 

Acguirer Merchant Service Fee Pricing: Bundled and Interchange Plus Structures 

(a) Bundled Merchant Service Fee Pricing Structures 

124. From the inception of Visa and MasterCard credit card acceptance in Canada until the 

early to mid-2000s, Canadian Acquirers typically quoted and charged merchants a Merchant 

Service Fee for each credit card brand in the form of a single percentage fee, sometimes termed a 

"bundled" rate. Bundled rates included, and still do, the interchange fee, the network fee, and the 

Acquirer service fee. Some Acquirers would go a step further, and detennine a single bundled 

rate that applied to both Visa and MasterCard transactions. · Until at least the early 2000s, 

See Visa, "Canadian Acquircr's Pricing Methodology" (VISA00241513 at 1516). 

215 U.S. Federal Reserve Bank of Philadelphia, Discussion Paper, "The Merchant-Acquiring Side of the Payment Card 
Industry: SIIucture, Operations, and Challenges", by Anne Kjos, October 2007, p. 21. 

.•: 

'· , .. 
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bundled rate structures were predominant in Canadian acquiring. The bundled Merchant Service 

Fees were relatively straightforward for Acquirers to compute and administer, as there was 

usually only one domestic interchange rate from each card brand that applied to a given 

merchant's Visa or MasterCard credit card sales transactions.286 

125. In bundled Acquirer. service pricing, the Merchant Service Fee is based on a selected 

"target" interchange rate or on the inJ:erchange rate that applies most frequently to transactions at 

the merchant involving the brand of credit card in question. Where a target is used, if the 

merchant submits a credit card transaction for processing that attracts an interchange fee either 

above or below the target, the difference is charged or credited to the merchant In industry 

vemacular, a Merchant Service Fee based on a target interchange rate tier is sometimes referred 

to as the merchant's nqualified rate." A transaction that attracts an interchange fee outside the 

target is termed "non-qualified" An example of a transaction attracting an interchange fee 

outside the Acquirer-determined target rate is one involving the use of a premium or corporate · 

card, or (typically) a ''card not present" transaction. 

qualified'' credit card transactions has become widespread in Canada. 2~ At least one Acquirer, 

TDMS, charges its merchants the amount of the additional interchange fee, plus an additional 

Acquirer seivice fee of 0.300/o, which IDMS refers to as a "rate adjustment fee" (Figure 19).288 

187 See Mow:ris Solutions websitll "Int=bmgc !Wes", accessed online February 29, 2012 at 
http://www.moneris.com/en/Support/Help/Intercbange.aspx, end "Mone:ris Sohrtions Visa Interobange Differential Rates" 
accessed onlinB February 29, 2l>l2 • 

Interchange%20Diffetential.%20Rates%20EN.asbx. .! !!• 'IU£"J." _,, \~I' I II 'Tb~ I I-?•. 

f. 
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Figure 19: Excerpt from TD Merchant Services' Sample Merchant Statement289 

(b) "Interchange Plus" Merchant Service Fee Pricing Structures 

127. By 2008, there bad been a significant expansion in the number of fee categories. Some 

merchants asked Acquirers for increased transparency or visibility with respect to the 

including "unbundled" and "cost plus" pricing. 

128. Generally, under "interchange-plus" pricing, a merchant agrees to be charged each 

component fee of the Merchant Service Fee - the interchange fee, the network fees (i.e., 

assessments and switch fees) and the Acquirer fees - on each transaction. Each component of 

the Merchant Service Fee paid by the merchant is broken out and billed separately on the 

statement received by the merchant from its Acquirer. Figure 20 shows "unbundled pricing" 

from a TOMS pricing proposal to a customer, the $0.10 per transaction shown is IDMS's 

Acquirer fee. 

219 See 1DMS WDbaite, "UD.derstanding your 1D Merchant Services Statemmt", accessed September 1, 2011 at 
http:J/www.!dcanadatmst.com/docomentlPDFlmelcliantsenr:Ct:S/tdct-mcrchalJlscrviccs-intcrcbange-diffcrcntial.pdC. 

290 Based on my industry expcric:DCO, many large mc:rch.ants in the Canada and U.S. request "iDtercha:nge plus" pricing 
with the Acqujrcr compmic:at of the Meithant Service Fee in a fixed pcz--transactian amomit, scpamted from Issuer .intcrchange 
and Nc:two!k Fee components. 

2'1 
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129. Acquirers have created a number of hybrid types of unbundled pricing, with the result 

that the labels "interchange-plus", "unbundled" or "cost plus" describe a variety of different 

arrangements which clliier in the form and method of fee computation, as well as in the detail of 

merchant reporting. 

193 - ~ ... • ~., t 1: 11 1-:. . 

COD!ains a typo in this section, as the two rmges of figures do not sum to l 00%. I bcliovo the document should state 65% to 15% 
ofCanadimmerchantB have blended Merchant Service Fees and that 25"/o to 35"/t have :iIJtcrchangc: plus Merchant Service Fees. 
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XI. 2010 Code of Conduct for the Payment Card Industry in Canada 

131. In April 2010, the Department of Finance released a voluntary "Code of Conduct for the 

Credit and Debit Card Industry in Canada" (previously defined as the "Code of Conduct'').297 

The Code of Conduct became effective in August 2010.298 

132. The Code of Conduct includes a requirement that credit card (and debit) networks modify 

their Honor-All-Cards Rules so that "merchants who accept credit card payments from a 

particular network will not be obligated to accept debit card payments from that same payment 

card networlc, and vice versa".299 Further, under the Code of Conduct, payment card network 

rules must also 11ensure that merchants will be allowed to provide discounts for different methods 

of payment (e.g., cash, debit card, credit card). Merchants will also be allowed to provide 

differential discounts among different payment card networks. 11300 

133. As not.ed above, both Visa and MasterCard have adopted the Code of Conduct The 

Respondents have, accordingly, modified their respective Canadian Honor-All-Cards Rules to 

permit merchants to accept their branded credit cards without also being obliged to accept the 

Respondents' branded debit cards, and vice versa 301 However, the Respondents' Honor-All­

Cards Rules, as they relate to credit cards, remain in full force and effect, requiring merchants 

= See the Department of Finance website, "Code of Conduct for the Credit andOebit Cardlndustry in Canada", accessed 
online October 30, 2011 at http:f/www.fin.gc.ca/nlO/data/10-049 _1-eng.asp. 

298 See ibid, "Code Of Conduct for Cn:dit and Debit Card Industry Takes Effect'', Angost 16, 2010, accessed oaline 
October 30, 2011 at http://www:fin.gc.ca/nl0/10-0'71-eng.MJl. 

See ibid, Policy Elemem #4. 

See ibid, Policy Elc:meut #3. 

301 See Visa Iutemational Operating Regnlatioo.s - 15 October 2011, "Honor All Cards - Canada Region", "Cani 
Acceptance Canada Iagiond, "Visa Cads ISSDed by Ncm-Oinada Issuers - Canada Region" (OSSS5893_00001550 at 2061, 
2063 
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that wish to accept any of the Respondents' branded credit cards to accept all of them, without 

exception. Similarly, while permitting discounts by payment method, the Code of Conduct 

leaves the Respondents' rules prohibiting merchants from surcharging Visa and MasterCard 

credit cards fully intact. 

134. The Code of Conduct also includes a requirement that premium credit cards may only be 

given to consumers who apply for or consent to receiving such cards, and who meet specific 

spending and/or income thresholds.302 This requirement has slowed use by the networks and 

Issuers of Visa's ALP and MasterCard's ALM technologies to convert credit card accounts from 

XII. Competition Between Visa and MasterCard is Focused on Issuers 

Credit Card Issuing is Much More Profitable than Acquiring 

135. Visa and MasterCard credit card products in Canada are largely commoditized and offer 

the same, or similar, functionality from a consumer standpoint. As an example, from a consumer 

use standpoint, a MasterCard credit card issued by BMO is largely identical to a Visa credit card 

issued by CIBC, differentiated only by anci11ary services. Among other things, there are very 

few merchants that accept one brand but not the other, either in Canada or internationally, and 

both cards provide their cardholders with access to cash advances at either ABMs or bank 

branches. 

302 See Department of Finance, "Code Of Conduct for Credit and Debit Card Indusby Talces Effect, Policy Element #9", 
August 16, 2010. 

103 Code of Conduct Policy Element #9 states: "Payment card network rules will require that premium credit and debit 
cards may only be given to consumers who apply for or consent to such cards. In addition, premium payment cards shall only be 
given to a well-def med class of cardholders based on individual spending and/or income thresholds and not on the average of an 
issuer's portfolio. Premium payment cards have higher than average interchange rates. They must be targeted at individuals who 
meet specific spending and/or income levels." See the Department of Finance Canada website "Code of Conduct for the Credit 
and Debit Carel Industry in Canada", accessed online on January 16, 2011 at www.fin.gc.ca/n 1O/data/l0-049 _l-eng.asp. 

304 See Email from Richard Morrissey, April 19, 2010 (VISA00502845). 

i: 
i:-
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136. Competition between Visa and Mast.erCard is primarily focused on reti.ining and 

attracting Issuers, principally through increased interchange fees. Because, as explained more 

fully below, the Merchant Rules prevent merchants from surcharging higher-cost Visa and 

MasterCard credit cards and from declining to accept such cards, the Respondents are able to 

operate largely without regard to the costs to merchants, despite the fact that, as already 

discussed, merchants pay for increased interchange fees through higher Merchant Service Fees. 

137. Visa and MasterCard compete with one another for the credit card issuing business of 

financial institutions around the world, including in Canada. 

VJ.Sii, "Key Country Snapshots" November 2008 (VISA00096185 at 6188). 

Sec VISa, "CanadaFYll Strategy", September 13, 2010 (VISA00068034 at 8036, 8049-8050). 

!·. 
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As explained below, in the 

presence of Merchant Rules, this competition also means higher prices for merchants (and, 

ultimately, for consumers).3119 

139. Issuing Canadian general purpose credit cards has, and continues to be, a lucrative 

business for :financial institutions, relative to other forms of consumer lending. A 2008 study 

prepared for Visa by McKinsey & Company reports that credit cards represent only a small 

portion of Canadian Issuers' total loan amounts, yet provide a higher share of income than any 

other loan type.310 The McKinsey study states that "the economics of the [credit card issuing] 

business have been very attractive ([returns on equity] of300/o or more: pretax [returns on assets] 

of 50bps and higher) dne to attractive fee structures, low acquisition costs (e.g., on branch based 

accounts), and high attractive spreads (15%+ }. Economics will come under pressure because of 

several factors, but should remain attractive. "311 The same study reported that almost 90% of 

active general purpose credit card accounts in Canada had good credit, and that only 10% were 

considered risky.312 

140. In Canada, general purpose credit card issuing generates higher levels of revenues than 

acquiring and is more profitable. This is consistent with issuing and acquiring businesses I have 

observed in the U.S., New Zeal.and, and elsewhere. As an example, in 2010, ID Bank was 

ranked fourth in Canada in Visa/MasteICard credit card issillng purchase volume, and third in 

Visa/MasterCard credit card acquiring purchase transaction volwne.313 

See McKimey & Company "Pecspectives on Canadian Credit Card Business", May 19, 200& (VISA00526292 at 6305). 

311 See ibid (V1SA00526292 at 6293). "Spread" refers to the difference between the interest rares Issuers charge on 
revolving cndit c:ard accomit balllllCCS versus the cost of capital. 

312 See ibid (VISAOOS26292 at 6326). 

m See The Nilson hport Issue 967, March. 2011(GSSS5389_00002602at2602, 2607 to U09) and The Nilson Report 
Issue 982, October 2011, p. 9. 

' i· 
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Competition for Cardholders 

141. There is active competition in Canada among Issuen; of general pmpose credit cards to 

solicit new cardholders, and convert existing cardholders from one Issuer's products to another's. 

The Financial Consumer Agency of Canada provides a comparative matrix of hundreds of credit 

card products grouped by categories, such as low-rate credit cards, regular rate credit cards, 

student credit cards, and retail credit cards.316 The 2008 study by MCKinsey & Company 

discussed above noted that "competition in the market is intensifying from incumbents, 

monolines, and new entrants (e.g., Canadian Tire, GE Money, President's Choice) but general 

profitability for incumbents has held up."317 The same McKinsey study stated that "to meet 

changing consumer preferences, issuers have recently launched a plethora of cards," including a 

number of premium credit card product types.318 

142 The primary points of competition between Issuers for consumer card issuance and use 

are financial terms and loyalty/points programs. Issuers compete by offering various financial 

terms, such as the minimum income level required to obtain an account, the interest rate charged 

316 Fimmcial Consmner Agery;y of Canada website, "Credit Cams", accessed llllline Jmmary 15, 2012 at http:l/www.tbac-
acfc.ge.caleDg/consumcrslcrcditcardlinde:r.-eng.asp. 

317 "Mooolines" or "monoline issuers" ~ finaDciaI imtitutiom whose primazy or solti line of business is ardit card 
issuing. Canadian Tire Ymmcial Service&, 'tal One, and Wal-mart Canada Bllllk arc examples of Canadian Vua and/or 
MasterCard nionoline Issuers. 

3Jg SoDihld, at 6314and6317. 

' l-
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on revolving (unpaid) account balances and cash advances, the annual fee, and fees (or the 

absence of such fees) for the issuance of additional cards on the same account. Canadian Issuers 

also offer various rewards programs, including Air Miles, merchandise, retail store rewards, and 

cash back rebate programs. Programs involving travel rewards are the most well-known. 319 

143. From a cardholder's standpoint, increases in rewards may incent the card.holder to use a 

credit card more frequently in place of other methods of payment, including debit cards, cash, 

cheques or other credit cards with less lucrative rewards. Increased cardholder use of general 

purpose credit card products, in place of other payment methods, increases the revenues earned 

by Issuers, Acquirers, and the credit card company, thereby making additional funds available to 

further incent use. However, increased credit card use also increases the costs to merchants and 

to users of other forms of payment. 

144. As noted above, it is unclear precisely how much of the interchange fees paid by 

Canadian merchants are passed on by Issuers to cardholders in the form of rewards and/or lower 

credit card account fees. However, an Australian empirical study from 2005 indicated tbat credit 

card interchange fee revenues were not fully passed through to cardholders on a 1:1 basis (e.g., 

cardholders were not receiving 1000/o of interchange fee revenues in the form of rewards or 

lower credit card account fees).320 The study found that only 30-40% of the reduction in 

interchange fee revenue received by Issuers following regulatory intervention in that country 

(which reduced and capped Visa and MasteICard interchange fees) was passed to Australian 

cardholders in the form of higher service fees.321 The study also concluded that as a result of the 

RBA-mandated credit card interchange fee reductions "there has been an impact on levels of 

rewards offered by [Australian] issuers'', but did not quantify this impact. 322 

319 McKinsey & Company "Perspectives on Canadian Credit Card Business", May 19, 2008 (VISAOOS26292 at 6315). 

320 Seo Review ofNetworlc Economics Vol.4, Issue 4 - December 2005, "The Effect of Regulatary /ntenlention in Two-
Sided Markets: ..4n A.rs~nt of Interchange-Fee Copping in .hmralid', Howard Chang et al., pp. 339 mid 349. 

321 Seo ibid. 

See ibid, pp 339-40. 
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Acguirers Cannot Compete for Merchants' Credit Card Network Services Business by 
Negotiating Interchange Fees or Network Fees on Behalf of Merchants 

145. As a practical matter, Canadian Acquirers are required to ensure that interchange and 

network fee amounts are paid by merchants as part of Merchant Service Fees,323 Acquirers have 

no ability or incentive to bilaterally negotiate special interchange fee levels with specific Issuers 

or special network fee levels with Visa or MasterCard because even if an Acquirer were able to 

negotiate lower fees from an Issuer, merchants are unable to effectively steer customers to lower­

cost credit cards or to effectively differentiate those cards at the point of sale because of the 

Merchant Rules. Further, even if an Acquirer wished to attempt to negotiate interchange or 

network fee levels with specific Issuers or credit card companies, the Acquirer would have 

limited negotiating leverage. Issuers have little or no incentive to agree to interchange rates 

below the default rates set by Visa and MasterCard, because neither Acquirers nor merchants 

have sufficient ability to generate incremental use by customers of particular credit card 

products. As a result of the Merchant Rules, merchants do not have the ability to use surcharges 

or to selectively refuse certain crewt cards so as to influence consumers' choice of brands or 

types of credit cards at the point of sale. 

146. Visa and MasterCard establish the interchange fees and network: fees that are ultimately 

paid by merchants. If interchange fees were designed to be ultimately paid by Acquirers, one 

would expect Acquirers to negotiate interchange and network fees, and that the level would 

reflect this competition.324 In other words, if interchange and network fees were intended to be 

home by Acquirers, one would expect to see the largest Acquirers in Canada and/or those with 

the lowest risk: characteristics paying the lowest interchange fees. 325 This is not the case. The 

same default interchange rates and network fees apply to all Acquirers and their merchant 

JU See SS UCLA. Law Review, Vol 55 (2008), pp. 1321 to 1405, ''Priceless? The Economic Costs of Cmlit Card 
Mciehant Restraints", Andrew J. Levitin, p. 1334. 



92

PUBLIC 

- 8&-

customers.326 Rather than Acquirer-speci:fic interchange or network fees, there are (as discussed 

herein) several Visa and MasterCard interchange rate tiers based on merchant characteristics or 

types, including lower rates for merchants with high levels of credit card sales, or in the case of 

Visa, for certain types of merchants such as utilities, real estate agents and governments.327 

The Acguirer Service Fee Component of Merchant Service Fees ·is Decreasing Due to 
Competition by Acguirers with respect to Credit Card Network Services 

147. Canadian Acquirers do compete vigorously based on the small portion of Merchant 

Service Fees that is retaID.ed by Acquirers as service fees (the Acquirers' margin). Some 

merchants intensively negotiate the Acquirer service fee component of the Merchant Service 

Fee, as merchants typically have no ability to negotiate the remaining components of the 

Merchant Service Fee. A 2008 First Annapolis presentation to MasterCard on the Canadian 

acquiring industry asserts that "[d]ue to the 'Americanization' of the acquiring marketplace and 

low-margin debit transactions, Canadian acquirers are facing significant pricing pressures" .328 

First Annapolis also notes that the Acquirer service fee component of the Merchant Service Fees 

charged by Canadian Acquirers decreased from an average of 0.69°/o of sales volume in 2001 to 

an average of 0.58% of sales volume in 2006, a decline of 15.9%.329 

~'• --::::::::;;·I 
321 See Visa Canada lntcrchangc Rc:imbursc:mcmt Fees, undated, accessed October 30, 2011 at 
http:l/www.viaa.ca/en/aboUICmllmediacmrtre/'mteroliange'index.jsp, MasterCard Canada Interchange Rate Overview, Januazy 
2011, accessed OctDber 30, 2011 at htlp:/lwww .mastercerd.com/ca/merobantJen/ · 11 mies.html, Visa Issues 

See ibid., Response to Q. 2969, pp.1053-54, (Tab liBrlii·er.1 .•.• AJJ •• iil[liAssiljilessmiili•ent•Fee•"•M•arcb·I·o·2·001s1111A10001lflii29i15i7 iatlli2i1i9slili, 

32: "V:isa Canada Fee Guide",Decembcr 2010 (VISASUPP00006826 at 6&32)) taken under-advisement on Bradley Examination, 
Decembel" 8, 2011. 

327 Sec ibid. 

Sec ibid. 

See ibid and Viaa, "Global Acceptance Landscape", Janumy 2009 (VISA00104657 at 4 715). 



93

PUBLIC 

---···-··-·------------------

-89-

150. Visa and MasterCard Acquirers actively compete on the small portion of the Merchant 

Service Fees they retain.335 If Visa and MasterCard credit cam interchange fees are reduced, 

Acquirers will reduce Merchant Service Fees. In the United States, the practical effects of 

reductions in Visa and MasterCard debit card interchange fees that occurred in October 2011 as a 

result of the implementation of the Dodd-Frank Act's requirements concerning debit card 

335 A 2009 U.S. Govemment Aeccuntability Of6ce (GAO) study states "The competiti.an. among aeqtlims gives 
merchants the opportunity to choose amacg competing acquiretB lllld negotiate ]ower costs. Merclianb of varying si7.es that we 
.inierviewed Iq>Orted that they have multiple acqoir:ing iustitutions end processors competing for their bllslness and have been 
able to successfully dmeuo the acqgiring fee portion of their mercbaDt discount files in recent years.• See United States 
Govemment Accountability Office, Report GA0-10-45 "Ci:c<lit Cards", November 2009, p. 36, accessed online October 1, 2011, 
at http://www.gao.gov/new.items/dl 045.pdf. 
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interchange fees support the conclusion 1hat AcquireIS will compete for merchant business by 

passing interchange fee reductions on.to their merchant customers.336 

XIII. Challenged Merchant Rules 

Network Operating Rules are Required Content in Acguirers' Visa and MasterCard 
Merchant Agreements 

151. Both Visa and MasterCard's respective Operating Rules require that merchants have 

agreements in place with an authorized Acquirer prior to accepting Visa or MasterCard credit 

cards for payment 337 The Respondents' respective Operating Rules also prescribe that 

Acquirers' agreem:ents with merchants must contain provisions requiring their merchant 

customers to comply with all Visa and MasterCard Operating Rules, including the Merchant 

Rules.338 Acquirers are required to enforce the Merchant Rules in the event of non-compliance 

by the Acquirers' merchant customers.339 

152. Despite the fact that merchants are required to comply with the Merchant Rules (and 

other Visa and MasterCard Operating Rules), Visa and MasterCard only began making 

(abbreviated) versions of their Operating Rules publicly available in 2008.340 Prior to that time, 

336 The U.S. Dodd-Frank Wall Street Refo.mi and Consmner Protection Act (tho ''Dodd-Fnmlc Act") was enacted on July 
21, 2010. Section 1075 of the Dodd- Frank Act amends the U.S. Elcctronic Fund Transfi:r Act (".EFTA") (15 U.S.C. 1693 et 
seq.) by llddiDg a DOW section 920 regarding interdumgc transaction fees and rules for payment card trarJsactiom. Section 1075 
of the Dodd-Frank Act was originatl!d as an amendment 1o the Dodd-Frank legi&latioo. under the sponsornhip nfU.S. Senator 
Dick Durbin. Accordingly, Section 1075 of the Dodd-Fmnk Act'& is often refimed to as the "Dnrbin amendment". See The U.S. 
Fcdeml Register I Vol 76, No. 139 I Wednesday, July 20, 2011 I Rules and RogulatiDIJs, pp. 43394 - 475, Federal Reserve 
System. 12 CFR Part 235, ~ation Ir; Docket No. R-14041 RIN 7100 AD 63, Debit C'.ard Inlerchangc Fees and, Routing. 
aCccs!ed onlinc Marob 6, 2012 athttp://www.gpo.gov/fdsys/pkg/FR-2011-07-20/pd£l201 l-16861.pdf: 

Visa Intemalional Opemting RegDlations - 15 October 2011, "Mmchant Agreement RequiieJnonts" - 93_000015SOat2002). 

340 Visa website, "Visa Inc Makes Operating Regulations Avlilable to the Public", May 8, 2008, accessed online Febnmy 
I, 2012 at bttp://www.corporatc.visa.comlmcdia-center/press·rclcasc&'prcssn6.jsp. United States House of Reprcsentati.vcs. 
Committee on 1ho Judiciary, Hearing on H.R. 5546, the "Credit Card Fair Fee Act of 2008", May 15, 2008, Written Statement of 

'· 
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merchants were wholly dependent on their Acquirers to provide them with information about 

Visa and MasterCard's credit card acceptance rules, even though they were contractually 

obligated to follow these rules. Testimony and documents produced in this proceeding indicate 

that Visa and MasterCard. and their Acquirers, administer and enforce the Operating Rules and 

have taken steps to address situations where, in their judgment, certain merchants have failed to 

comply with the Merchant Rules.341 

Challenged Operating RuJes 

153. There are three categories of Visa and MasterCard Operating Rules that are at issue in 

this proceeding (previously defined as the ''Merchant Rules"): 

(a) No-Surcharge Rules: These rules prohibit merchants from adding any fee to a 

transaction amount resulting from a customer's use of a Visa or MasterCard­

branded credit card;342 

(b) Honor-All-Cards Rules: These rules require merchants accepting any of the 

credit cards of a brand (e.g., Visa or MasteICard) to accept all of that brand's 

credit cards, regardless of the Issuer or the type of the card;343 

(c) No Discrimination Rule: This rule prohtDits merchants from offering incentives, 

giving preference, or steering customers away from one bnmd or type of credit 

Joshua Pei=, MasterCard Worldwide. p. 2, accessed onlinc January 15, 2012 at 
http:/ljudicimy .hOllso.govlhoaringslpdf/PeirezOBOS 15 .pdf 

CCD • ' 
cceptancc Program-ACP# 2009-025PTC", M.a:y 8, 2008 (VISA00028146). 

l.t2 Sec VJB& fntmlationaI Opc:rating R.egulatioru - 1S October 2011, •core Principle 6.3, No Surcbatging Unless~ 
by Law, ChmgiDg for the Advertised Price• (OSSSS893 OOOOlSSO at 2001), "S::rcl:gc: 5.1.C (Up:lat::d)" 
(GSSSS893_00001SSO at 2067). I 11 - ·-

Sec V1S8. Jntemational Operating R.cgulations - 1S October 2011, "Core Principle 6.2, Hooor All Cards Properly 
Presented, Honoring Ail V11& Cards" (GSSSS893_00001550 at 2000), "Honoring Cards" (GSSS5893_00001S50 at 2056 to 
2061). and "B'onorAil Carda-Canada Re ·on " GSSSS893 00001550 at2061 . MastcrCardRul 7Dccembcr2011 
&cetion 5.8.1, 
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card.344 MasterCard's no-discrimination rule reads " [a] Merchant must not engage 

in any acceptance practice that discriminates against or discourages the use of a 

Card in favor of any other acceptance brand". 345 

Requirements that Various Rules and Procedures be Included in Acguirers' Merchant 
Agreements 

154. As noted above, Visa and Ma.ste:rCard's respective Operating Rules require that an 

Acquirer enter into a written agreement with a merchant before that merchant may begin 

accepting credit cards for payment. 346 Acquirers' merchant agreements typically are constructed 

to grant the Acquirer a security interest in the merchanf s transaction deposit funds, often backed 

by a signed personal guarantee given by the owner of the business.347 Acquirer merchant 

agreements usually contain provisions holding the merchant :financially responsible for any 

damages and penalties assessed against the Acquirer in respect .of any violations o~ or non.­

compliance with, the Visa or MasterCard Operating Rules. 343 In other words, if a merchant does 

not comply with the Visa and/or MasterCard Operating Rules, it risks forfeiting 1he funds owed 

to it for deposited credit card transactions, and is exposed to potential fines, liabilities and other 

penalties.349 

15 October 2011, Omp1cr 6 "Men:bant Agrcemont," 
osits - Canada Re 'on• GSSSS893 OOOOlSSO at 2004). 
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Acguirers Combine the Merchant Rules in Merchant Agreements 

155. When the Respondents' respective Operating Rules are combined together in a merchant 

agreement, the Operating Rules of each of Visa and MasterCard are effectively extended to 

acceptance of all brands and types of credit cards. For example, the merchant agreements of 

1DMS, Moneris and First Data combine together and extend Visa and MasterCard's respective 

Operating Rules, including the Merchant Rules, to each brand and type of credit card accepted 

by theii merchant customers. 

Terms and Conditions group various credit card brands and types together, requiring compliance 

by First Data's merchant customers with the collective set of network "Rules" which are defined 

(in part) as "all applicable operating rules and regulations ... of Visa ··-MasterCard ... Interac 

[and] any other payment card association that is applicable to this Agreement. .. ".351 Among 

other things. the First Data Terms and Conditions require that goods be sold at the ticketed price, 

prohibit sarcbarging by merchants and the application of any other "special conditions" 

(including minimum or maximum ttansacti.on amounts) not required or expressly allowed by the 

Rules.352 

157. Mooeris' Merchant Operating Manual extends MasterCard's No-Discrimination Rule 

across all credit card brands accepted by Moneris' merchant customers. In relevant part, the 

Moneris Operating Manual provides that merchants "must not engage in any acceptance practice 

that discriminates against or discomages the use of a card in favor of any other particular card 

351 Sec F'll'Bt Data Loan Company Canada, Merchant Terms and Collditiom 2010, "Article I R.clatiollship AdminislratiOD, 
Section 3 Association Rules", p.. 4, and "Article II· Card Transactions, Section 8.1 - Fair Accqlbmce", p. 5, accessed oolinc 
Jamwy 24, 2012 athllp://www.firsldata.com/en_calhome.html. ~: TheF'irst DataMcn:bant Tams andCDDditions appear to 
conflict with Inta:ac's operating rule permitting merchants 1D charge canlholdcr fees on Intcrac debit card traosactions. 

352 See ibid. 
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brand" .353 The Moneris Operating Manual also applies the No-Surcharge Rules across all 

brands, stating "You must not add any surcharges/convenience fees to any transaction" .354 

XIV. Networks Market Credit Card Network Services to Merchants 

Visa and MasterCard's Services are Resold by Acquirers 

1 disagree. AB described below, in Canada and elsewhere, Visa and MasterCard Credit Card 

Network Services are supplied to merchants through Acquirers who act as resellers of these 

services. 

159. Although Acquirers may supply a number of services to merchants, their services are 

centered on providing merchants with the· ability to accept Visa and/or MasterC~d branded 

credit cards for payment, through access to Visa and MasterCard's respective network processing 

systems. These services (which I have referred to in this report as "Credit Card Network 

Services") encompass access to, among other things, Visa and MasterCard's respective 

transaction authorization, transaction clearing, financial settlement, and transaction dispute 

management services: If Acquirers did not supply Creclit Card Network Services, merchants 

would not be able to accept Visa or MasterCard credit cards as a fonn of payment and there 

would be little, if any, point in supplying (and little, if any, demand for) other ancillary services 

also typically provided by Acquirers to merchants, such as POS terminal rentals and reporting 

services_ 

353 Nm!;: The Moncris Operating Manual appears to conflict with Inla'ac's operating rule peanitting merchants to charge 
cardbolder fees on Interac drsbit card transactions. "You must oot add any smcharges/convenience fees to any transaction", "Q. 
Can I charge a cardholder a fee fur asing their MastctCardl Visa or ln1crac Dimct Payment (Debit) Cards? A. No. You CllllIIOt 

charge a fee (surcharge) for card use . .Regardless of tho types of products you sell, it is against your merchant agrccmmit to 
charge any cmdholdcr a :fi:c for making a purcbasc wilh their credit or debit cani". See Moneris Solutions website, "Moncris 
Solutions' Merchant Operating Manual", pp. 4, 29, 44-45, accessed January 31, 2012 at 

· http:/lwww.moneris.comlCll/Support/Downfoads/-/medla/Filcs!MerchantScrviccslmcrchant_mllDual_mg.aahx. 

Sec ibid. p. 29. 

Response ofVIA, paras. 6, 41-44, ••••••••• 
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160. Visa and MasterCard control the terms on which Acquirers supply Credit Card Network 

Services to merchants. The Operating Rules of Visa and MasterCard contain extensive 

provisions concerning the supply by Acquirers of Visa and MasterCard Credit Card Network 

Services.356 Visa's Operating Rules require its Issuers and Acquirers to provide Visa 

authorization and settlement services to their customers (i.e., merchants in the case of Acquirers 

and cardholders in the case of Issuers).m Visa requires that all Canadian-acquired transactions 

be authorized, cleared and settled through Visa's system. m The Visa Operating Rules also 

mandate that Acquirers pay merchants for submitted Visa transactions "promptly after 

transaction receipt deposit", 359 and that V tsa Acquirers must "control approval and review of 

merchants" and the "establishment of [merchant service] fees for Visa transactions" .360 

161. Similarly, MasterCard's Operating Rules require its acquiring members to accept and 

process MasterCard transactions from any other member's cardholders, and to maintain 

connections to MasterCard'& systems that are accessible 24 hours a day.361 The MasterCard 

Operating Rules mandate that Acquirers pay their merchant customers to a Canadian deposit 

account for all MasterCard transactions the merchants submit for processing.362 Like Visa, 

MasterCard's Operating Rules require its Acquirers to review and control the collection of fees 

336 See Visa Intc:matiOlllll OpcratiDg Regulations - 15 OclDbc:r 2011, "Chapter 6; Payment Acceptance" 
(GSSSS893_00001550 at 2000 lo 2261), "Chapter 7: 'I'mnsaction Processing" (GSSS5893_00001550 at 2262 to 2333), 

357 See Vua Illfemational Operating Regulatiom - IS October 201 l, Core Principle 7.1, "Provide Authorization and 

Settlement Service, Emuring Seamless Payment Processing". (GSSSS893_00001550 at 221162•g•"General•••A·uth·om:a·· .ti.· on· Requirements•, Acquirer Provision of AU1borization Services" (GSSS5893 00001550 at 2270), • 

351 See ibid, Core Principal 7.4, "Authoria, Clear, and SeUlo JntcmatioDal. Transactions" (GSSSS893_00001SSO at 2Z70), 
"Vi.saNot Transaction TypDS - Roporting- Canada Region", (GSSSS893_000Cll550 at 2303), and "Participation in National Nllt 
Settlement - Canada Region" (GSSS5893_00001550 at 2320). N.2!!l: Wbcrc the Issuer and tho Acquirer in respect of a 
transaction are the same entity or me related cmporate entities, such transactions (commonly referred to as "on-us• transactions) 
may be processod outside tho Vtsa netwod. 

359 See ibid, "Payment to Morchants" (GSSSS893_00001550 at 2321). 

See ibid, "Member Rcquimncnls for Third Party Agents" (GSSS5893_00001550 at 1693). 
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payable by merchants for MasterCard Credit Card Network Services.363 MasterCard requires 

that ifs Acquirers disclose in writing all [merchant service] fees prior to request for payment or 

collection. 364 

162. Visa and MasterCard also actively promote Credit Card Network Services publicly and in 

direct interactions with merchants. Portions of both the Visa and MasterCard websites are 

dedicated to merchant card acceptance. Visa's website contains a "Merchant Resomce Centre11 

where Visa encourages readers seeking Credit Card Network Services to purchase those services 

through various Canadian Acquirers. This structure is very similar to how a ~ufacture refers 

sales inquiries for its services to downstream resellers (Figure 21). Similarly, MasterCard 

maintains web pages devoted to merchant acceptance, including one titled "Becoming a 

MasterCard Merchant" which refers readers to nine Canadian Acquirers for MasterCard Credit 

Card Network Services (Figure 22). 

See ibid. 

;· 

i 
i 
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Figure 21: Visa's "Merchant Resource Centre"365 
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Fignre 22: "Becoming a MasterCard Mercbant"366 
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163. Acquirers in Canada are resellers of Visa and MasterCard's Credit Card Network 

Services. These services cannot be separated from the set of Acquirer offerings without 

djmjnjsbing the utility to merchants of the other card acceptance-related services supplied by 

Acquirers (e.g., POS tenninals and reporting services). Acquirers that did not offer Visa and 

MasterCard's Credit Card Network Services would be offering a product with limited-to-no 

utility for merchants. 

366 See . MaslclCani Canada website, "Becoming a MasterCard Mcrch&nt", accessed December 6, 2011, 
http;/fwww~d.com/calmcrchant/cn/gctstarted/bccome.html#. 
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XV. Projected Impact of Removal of Merchant Rules in Canada 

164. Based on my experience in the payment ca.rd industry and my knowledge of other 

jurisdictions that have removed or modified the Honor-All-Cards and No-Surcharge Rules, I 

believe that modification or removal of these rules in Canada would likely result in negotiation 

between various Canadian merchants, Visa, MasterCard, Issuers and Acquirers leading to lower 

interchange and network fees. 367 The result would be to increase competition in respect of 

Merchant Service Fees and reduce the Merchant Service Fees paid by membants in Canada. 

165. In order to preserve and expand the volume of transactions for which Visa and 

MasterCard branded credit cards are used, Visa, MasterCard and their respective Issuers and 

Acquirers would likely negotiate reductions in interchange and network fees with merchants in 

exchange for commitments by merchants to honor all cards and to refrain from applying 

surcharges. Reduced interchange and network fees would likely be provided to the merchants in 

the form of lower Merchant Service Fees or incentive payments. With their Honor-All-Cards 

and No-Surcharge Rules in place, Visa and MasterCard presently negotiate agreements with a 

limited number of large Canadian merchants to reduce their costs of credit card acceptance in 

exchange for merchants agreeing to such things as promoting the payment card brands or 

adopting new Visa and MasterCard technologies (such as contactless cards) for which the 

Honor-All-Cards rule does not require acceptance. I believe that the mnnber and variety of these 

agreements would increase if the challenged Merchant Rules were rescinded. 

166. These outcomes are supported by experience in other jurisdictions where the Honor-All­

Cards and/or N~Suroharge Rules have been removed or modified For example, after Visa and 

MasterCard changed their Honor-All-Cards Rules in the U.S. as a result of the settlement in the 

"Visa Check" liti.gation368 (which allowed merchants in that country to choose to accept credit 

cards only, debit cards only, or both types of payment cards), Wal-Mart suspended acceptance of 

367 A 2009 U.S. Government AccountiDg Office (GAO) study states "In addition, these [large] merchants [with whom we 
spoke] reported that 1hcir ability to negotiate lower paymi:nt costs was limited by their inability to tefiJ&e popular netwoik cards 
as well as netwru:k .rules foz card ac<:eplance, which, amoJJg other 1hiDgs, preclude mc:rchants from adding surcbargcs for credit 
card payments or ICjceting higher-cost cmds." Sec United States Govemmcnt Accountability Office, Report GA0-1045 "Cicdit 
Cards", November 2009, page 29, acccsscd online October I, 2011, at http://www.gao.gov/new.items/d1C>45.pd£ 

368 "Visa Check" refers to the Jn Re: Y"ua Check!M03terMDney Antihwt Litigation, 297 F. SUpp. 2d 503 (E.D.N.Y. 2003), 
aff d, 396 F.3d 96 (2d Cir. 2005). 
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Mastei:Card debit cards between February and June 2004, only to resume acceptance after 

MasterCard apparently lowered its rates to win back. Wal-Mart's business.369 In Australia, 

American Express agreed through an undertaking with the Reserve Bank of Australia in 2002 to 

allow Australian men:hants to optionally surcharge American Express transactions.370 This has 

contributed to a decline of 25.9% in the average American Express merchant acceptance fees 

paid by Australian merchants, from 2.51 % to 1.86% as a percentage of the transaction value 

(Figure# 23).371 

167. Prior experience in both Canada and in other jurisdictions suggests that lower levels of 

Merchant Service Fees will lead to increased merchant acceptance and increased levels of credit 

card transactions. As discussed above, Visa and Mastei:Card have reduced interchange fees 

(thereby reducing Merchant Service Fees) in order to increase acceptance among certain 

merchants segments in Canada and elsewhere. Jn Australia. since the Reserve Bank of Australia 

(
11RBA11

) credit card industry reforms were implemented in 2003, the number of credit card POS 

terminals has grown from 434,000 in 2003 to 734,000 in 2011, an increase of69%.372 Similarly, 

RBA statistics indicate that credit and charge card purchase vohnne in Australia has grown by an 

average of 6.11 % per year between 2003 and 2011.373 

369 See Los Angeles Times website, 'Wal·Mart. MastcJCard Agree on Debit Card", Los Angeles TllDCS, June 22, 2004, at 
http://articles.latimcs.com/print/2004/jun/221bmrlncsalfi-rup.22.11, David Brcitkopf, .American Banker, June 22, 2004, "Wal-Mart, 
MasterCard Reach Agreement on Signalule Debit''. 

370 See Reserve Biwk of Austmlia, Reform of Credit Canl Schemes in Australia- IV, Final Reforms and Regulation 
Impact Statement 6 (Aug. 2002), page 59, accessed online Fcbrualy 16, 2012 at http://www.rba.gov.au/payments­
systcm/rcformslcc-schemcsf:final-rcforms/index.hlml. 

371 See Reserve Biwk of Austmlia, Refonn of Credit Card Schemes in Am1tralia- IV, Final Reforms and RegulaDon 
Impact Stalemellt 6 (Aug. 2002), 'p/ 59, llCQ:ssed online Februmy 16, 2012 at http://www.Iba.gov .au/paymcnlll­
system/rcfo.rms/cc-schemes/final-rcfOilllS/index.html, and Rese:ve Bank of A llStralia, Paymenb Data, "C3 - Merchant Fees for 
Credit and Charge C'.ards" &CCtlSSed online Febmmy 16, 2012 at http://www.rba.gov.au/payments­
system/rcsourceslstatistics/indox.html. 

371 See Reserve Bllllk of Anstralia website "Paymen1s Data, Schedule CB - Points of Ar.cess to the Australian Paymcnbl 
System", accessed ooline Febmaiy 16, 2012athttp://www.rba.gov.au/payments-system/resomces/statisticsfmdcx.html. 

313 See ibid, ''Payments Data, Schedule Cl - Credit and Charge Card Statlstks". 

;·. 
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Visa and MasterCard Already Permit Merchants to Surcharge in the Form of Convenience 
Fees 

168. Visa and MasterCard oppose the removal of the No-Surcharge Rules, taking the position 

that these Rules allow merchants to benefit from Credit Card Network Services without fully 

paying for them (i.e., "free riding").376 Further, the Respondents state the No-Surcharge Rules 

prevent merchants from ta.king advantage of consumers through ''bait and switch" tactics, by 

introducing unexpected surcharges at the POS.377 However, the experience to date, relating to 

the thousands of merchants in Canada, the U.S., and other countries that already surcharge credit 

cards through Visa's and MasterCard's respective convenience and service fee programs, is 

inconsistent with assertions that surcharges will reduce acceptance or be harmful to cardholders. 

169. MasterCard allows various categories of Canadian merchants, including apartments, 

rental properties, schools, colleges, universities, courts, and other government entities to impose 

surcharges, which Mastel'Card terms "convenience fees".378 

374 

315 See ibid. 

376 See RD of VJ.Sii, s 60 and Visa Conciac Statement of Economic Theozy, para. 10; 

m 
See VJSa m· s ~ and Visa Concise Statement of EcoDOIDic Theozy, para. 9;········ 
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170. Visa's Operating Rules permit surcharging by some types of U.S. merchants using 

convenience fees, but Visa has not yet modified its rules to allow Canadian merchants to 

312 V188 allows some U.S. mercbanls such as govemments, courts, colleges, tmive:mities, lll!d schools that accept Visa 
credit card to add a BUICharge termed a "c:mm:nience fee,• on the c:ondition the fee is charged on transactions using otbeI credit 
cards and payment methods. See Visa International Operating Regulations - 1 S October 2011, "Convenience Fees" 
(GSSSS893_00001SSO at 2116and2119). 

3113 See Visa, ''Visa Canada Products Update", April 30, 2008 (VISA00347679 at 7685), E-mail from Mike Bradley, "RE: 
Utilities -Feedback", August 7, 2009 (VISA00392727 at 'J:727 to 2728). 

314 "Decision Risk Assessment-Convenience Fees in Canada", Februazy 25, 2008 (VISA00056749). 
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Visa. MasterCard. American Emress. Discover Card and Diners Club Allow Merchants to 
Surcharge Without Loss of Merchant Acceptance or Purchase Transaction Volumes 

171. Visa, MasterCard and other general purpose credit card networks allow merchants to 

surcharge credit card transactions in other countries and jurisdictions. Wrthin the European 

Economic Area (previously defined as "EBA") countries, for example, Visa, MasterCard, Diners 

Club, and various debit card networks pennit merchants to apply surcharges, except where 

prohibited by local law.386 Visa, MasterCard, and Diners Club operating rules also permit 

merchants in Australia and New Zealand to apply surcharges to transactions involving their 

respective credit card products, and American Express explicitly permits surcharging in 

Australia.387 In New Zealand, Visa and MasterCard voluntan1y removed their respective No­

Surcharge Rules as part of settlements announced in August 2009 with the New Zealand 

Commerce Commission.388 Visa's Interlink PIN debit network operating rules also allow select 

U.S. merchants to surcharge Visa/Interlink PIN debit card transactions.389 

316 

Vua Jnteroatiooal Operating RegulatiODB - lS October 2011, •Sun:bm:gcs S.1.C 
-Surchargl:s" (GSSSS893_00001SSO at2067), Diners aub New Zealand website, "Dincm aub Group Card Ac:oeptmce Quick 
Guide and Merchant Trrn!B and Conditions", pp. 8-9, accessed Febromy I, 2012 at http://www.dinersclub.co.n71wp­
content/themes/diners/downloads/DC_Men:hants_T-C_July_2011.pdf. Note: It is unclear if A:mcriC1111 F.xpress hu modified its 
New Zea!&Dd merchant operating agreements to permit lllrCbarging. Sec American &press Australia website, "RBA Card 
Rcfomla Questions & .Answc:rs", accessed Febnlllly l, 2012 at 
http://www212.americanexpress.com/dsmlive/dsmfmt/australia/co/merchams/evetydayrll&OUl"Ces!RBAcanhcforin.do?vgncxtoid= 
d06c0188cbc8c01 OVgnVCM100000cef4ad94R.CRD. 

3111 See Commerce Ccmmission New z.caland website, Media Releases, "Commerce C:OIIJlllission and V188 n:uch 
agreement to settle credit cani intcrcbange file procccdiDga", Angust 12, 2009, accessed online Dllcamber 2, 2011 at 
http:/fwww.comeom.gavt.nz/media..rclcascs/detail/2009/commm:ccommissioomidvisareacbagrcl and "Comm.mar Commission 
and MastmCani agree to acttlo cmdit card intim:bange fee proceedings", AugDSt 24, 2009, accessed. onlinc December 2, 2011 at 
http://www.comcom.gavt.n2'1media-rel1111Se&'d8lail/2009/commercccommjssio1111Ddmastercardagr/. 

389 Visa lnt.erli:nk, Inc. Operating Regulations & By-Lawa, November 2011, "S.2.C.2 Surcharges", pages 104-lOS, 
accessed February 22, 2012 on1ine at h11p://www.corporatc.Yisa.com/ media/"mterllnk.-opereting-Jl)golations.pdf, Visa website: 
"A Merchant that was operational in the Interlink Network u of 23 SePtember 1993 and was levying a surcharge as of that date 
,nay surcl:mge until l November 2012 at its locati0118 operated. undu the Merchant's Trade Name that ~located m the original 
five-state Interlink Network market area of Arizona, California, Nevada, Oregon and Washington." 
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172. Discover eliminated its no surcharge rule in 2006, and permits all merchants in the U.S. 

and elsewhere to optionally apply surcharges to Discover credit card transactions.390 

173. Experience to date demonstrates that the ability of Australian merchants to surcharge 

credit card transactions has con1nbuted to decreases in Visa, MasterCard, American Express, and 

Diners Club Merchant Service Fees. Australian merchants' total fees for Visa and MasterCard 

acceptance have decreased 40.7% since March 2003, from 1.45% to 0.86% (a total of -0.58), 

which is 0.13% more than the RBA-mandated Visa and MasterCard interchange rate decreases 

of 0.45% (Figure 23).392 .American Express and Diners Club merchant fees have not been 

regulated in Australia, yet these companies' average total merchant fees have declined 25.9% 

(from 2.51% to 1.86%, or -0.65%) and 10.6% (from 2.36% to 2.11%, or -0.21%), respectively, 

over the period from March 2003 to December 2011. These figures suggest that merchants' 

ability to surcharge these credit card brands has contributed to declining average Merchant 

Service Fees.393 

390 See J>Dcover, Merchant Operating Regulations, "2.S Surcbarges and Disconnts" Relcaso 11.1, Octo~ 15, 2010, 
Effective Dale: April 15, 2011, p. 6, and The Green Sheet, "Discover to drop no BUICbarge ban", March 1, 2006, accessed onlinc 
Febma:ry l, 2012 at http://www.grecmshcet.com/gs_mdllve.php?issue _mnnber-060301&stcny=9. 

m See Rt:serve Bllllk of A11&1ralia website, •Common Bllll.Chmm:k. fur Setting of Credit Card Interchange Fees", Novembrr 
2005, acceucd Febmacy 16, 2012 at http:/lwww.rba.gov.au!paymcnta-system/Ieforms/cc-schemesfcc-fccs-bcnchmatk.pdf, 
"Credit Cards, September 2006 Bc:ncbmad:: calcalation", accessed online February 16, 2012 ar http://www.rba.gov.au/media­
rcleaacs/2006/pdfhm..()6.()8-bcncbmarlc-calc-credi1-card.~ and "Peyments Data, Schedule C3 - Machant Fees fur Credit and 
Charge Carda", BCCeS.1cd onlinc February 16, 2012 at http://www.rba.gov.aulpaymcnts-sy&tem.lrcsourcea/statistics/indcx.html. 

393 See ibid. 
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Figure 23: Australian Merchants' Average Total Fees for Credit Card Acceptance 

Note: Australian domestic transaction interchange fees decreased 0.400/o in October 2003 and 

another 0.05% in November 2006.394 

251 % - Ame.J: Total Merchant 
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Sec ReservoBank of Australia website, "Common Benobmark for Setting of Credit Catdlntercbange Fees", Novembez 
2005, p. 2, accessed Fcbnwy 16, 2012 at htlp:/lwww.rba.gov.au/payments-system/ICform.1/cc-schcmcslcc-fccs-beocbmark.pci( 
"Credit Cards, Scplmlbcr 2006 Benclmmk calculation", accessed onlinc February 16, 2012 at hUp://wwwJba.gav.au/mcdia­
rdcucs/2006/pcWmr-06-08-bcncbmmk-calc-crcdit-caid.pdL 
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~5 However, Discover Card has not had an honor all cards rule since 

2003.396 

175. AB shown in Figure 24, below, both the mnnber of U.S. merchant locations accepting 

Discover credit cards, and Discover's U.S. credit card purchase volumes, have increased 

markedly since 2003 (when Discover removed its Honor-All-Cards rule) and 2006 (when 

Discover amended its operating rules to permit U.S. merchants to surcharge Discover credit card 

transactions). 397 

Figure 24: Discover Card Purchase Volumes and U.S. Merchants' Accepting, 1998 -2010 
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396 Discovu- Card had an Honor-All-Cards .rule at one time but it WllS repealed in 2003. See Discover Business Services 
Mmclumt Operating Regulatiom, -Revised 05/00 - Revised 09/02, Discover Network Mcrcham Operating R.egulati011S-Rcvised 
10!04, DisOOVllr Network. Merchant OperatiDg RegulatiOllJ, Release 7.2, Oetobcr 12, 2007, Discover Networlt Merchant 
Opetating RegulatiOAS, Release 8.l, April 4, 2008, DFS Seivices LLC, Men:hant Operating Regulalians, Release 11.1, October 
15,2010. 

See The NUson Report 'IJs 689, 712, 738, 760, 784, 805, 828, 851, 874, 902, 924, 942, 965, 986. ~: Beginning m 
2006, Discover began contracting with Acquiren; to provide Diswve1 Cledit Card Network Services, includiDg merchant 
:recruitment, transaction processing, and funds scttlement. See Digital Transactions Magazine, "Discover at 25", December 1, 
201 l, accessed online Januaiy 20, 2012, at http://www.digitahzansactiOlls.net/ncws/story/3335. 
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Removal of the Honor-AD-Cards Rule 

Canada, Visa and MasterCard amended their Honor-All-Cards Rules so as not to require 

merchants to accept both their debit and credit cards. As already noted, however, Visa and 

MasterCard's respective Canadian Honor-All-Cards Rules continue to prohibit merchants from 

selectively accepting their respective credit card products. 

177. Visa and MasterCard claim that the Honor-All-Cards Rule is an important foundation for 

their e.cceptance strategies and generates revenues for themselves, Issuers, and Acquirers. 

178. Similarly, a December 1997 Visa document produced by Visa in the Visa 

Check/MasterMoney Antitrust Litigation in the United States, which was made public in 2002, 

states that the Visa Honor-All-Cards rule is a "cornerstone to the success of Visa", providing 

"ubiquitous merchant acceptance for all Visa products", and the "ability of members to leverage 

strong Visa brand equity for all Member Visa products" .400 This document also states that the 

elimination of the Honor-All-Cards rule would "break down significant entry barriers for new 

players", "weaken Visa's superior brand position", "decreaseO profitability for members" and 

400 Sec Andersen Consol1ing. Report Pn:pared for Visa R.ega!'ding the HAC Rnles, at 10, Ex. 820 to Deel. G. Schnell Supp. 
Pis.' Opp'n De&.' Mat. Smmn. J., In re VI.Sii Check, 297 F. Sopp. 2d 503 (E.D.N.Y. 2003) (No. 96-CV·5238). 
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179. However, the modification or removal of Visa and MasterCard's Honor-All-Cards Rules 

in Canada would not mean that Canadian merchants would be required to refuse to accept 

specific credit card types or credit cards from specific Issuers in order to reduce their Merchant 

Service Fees. Most merchants are unlikely to simply refuse to accept the Respondents' branded 

credit cards, as merchants acceptance decisions are commonly made relative to their competitors, 

and most merchants would be hesitant to adopt payment acceptance policies that could lead to a 

shift in volume to competitors (which continued to accept all of the Respondents' credit cards).403 

A more likely outcome is that Canadian merchants would negotiate lower credit card interchange 

and/or network fees with Acquirers, networks and/or Issuers in exchange for agreeing to accept 

all credit card types when presented for payment This predicted outcome is supported by the 

experience of Discover in the U.S. where merchant acceptance has grown since its Hon.or-All­

Cards Rule was eliminated in 2003. It is also supported by what occurred after Visa and 

MasterCard revised their respective Honor-All-Cards Rules in 1he U.S. in 2003 as a result of the 

settlement with merchant plaintiffs in the "Visa Check" litigation. 404 

Feasibility of Respondents and Acquirers Providing Merchants with the Capability to 
Electronically Determine Card Product Types and Merchant Service Fees at the Point of 
Sale 

180. In order to perm.it merchants to effectively encourage their customers to use lower-cost 

payment methods, including lower-cost credit cards, by (among other things) applying a 

surcharge to credit card transactions or declining acceptance of higher-cost credit cards, 

merchants must be able to determine (in a timely and efficient manner at the point of sale) the 

4111 See ibid. 

See Vjsa, "Business Practices StrategyRtview I April2010" (VISA00049336 at9337). 

See United States Oovemmcnt kcoUDtability Office, Report OA0-1045 "Credit Cards", November 2009, pag~ 29, 
accessed CDline October 1, 2011, at http://www.po.gov/ncw.items/dl045.pdf. 

See In Re: Visa Check/MastctMoney Antitrust Litigation, 297 F. Supp. 2d 503 (E.D.N. Y. 2003). aff d, 396 F .3d 96 (2d 
Cir.2005). 
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product type of the Respondents' branded credit cards. By determining the product type, 

merchants may determine the Merchant Service Fees associated with each of the Respondents' 

branded credit cards and, in particular, which of those cards cany higher Merchant Service Fees. 

182. MasterCard, Visa and Canadian Issuers and Acquirers could provide Canadian merchants 

with the ability to access or receive product type and payment cost information for credit card 

transactions electronically through their POS systems. Such facilities could be made available 

and designed in such a fashion so as to have a negligible effect on the speed of credit card 

transactions. Many large merchants in the U.S., Canada, and elsewhere currently use payment 

card account information to determine whether a card is a credit or debit card, whether to prompt 

the customer to enter a PIN on the merchanfs POS system,, or to accept a network or service fee, 

and how the transaction should be routed from the merchant to a network for authorization and 

clearing. 

r. 
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184. A Visa declaration filed in support ofa settlement of litigation between Visa and the U.S. 

Depar1ment of Justice in 2011, concerning Visa's Operating Rules, states that Visa has made a 

service optionally available to Acquirers in the U.S. since 2006 called the ''Product Eligfbility 

Inquiry Service. 11409 According to the declaration. Visa's product inquiry service can be used to 

determine a credit card's specific Visa assigned product type.410 Based on my experience, 

disclosure of Visa's assigned product types should permit a merchant to determine at the POS the 

cost of accepting different Visa credit cards, given certain reasonable hardware and/or software 

upgrades. 

185. Visa and MasterCard could also require their respective Issuers to add conspicuous and 

uniform product identifiers to the fronts of their credit cards to enable merchants to visually 

identify higher-cost cards. These changes could be made, and revised cards issued through 

Issuer's nonnal re-issuance cycles. As an example, in the 2003 Visa Check litigation 

settlements, both Visa and MasterCard agreed to require their U.S. debit card issuers to re-brand 

and re-issue over a three year period the more than 200 million Visa or M~erCard branded 

debit cards then in circulation to add "Debit" identifiers to the fronts of cards, so as to permit 

~-

"°' See U.S. Department of .Justice website, U.S. and PJ.aintiff States v. American Express Company, et al., "Declaration of 
Judson Reed", accessed Fcbmary 1, 2012 at hUp:l/www.justice.gov/atr/cascs/americanexpress.html. 

See ibid. 

;:, 
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U.S. merchants to visually identify Visa and M~i:erCard debit cards and differentiate them from 

the Respondents' credit cards. 41 i The Respondents also agreed to require their issuers to enS1Jre 

ea~l;l re-i~ed debit card have a distinct standai:dized electronk identity the~by allowing 

merobants \\rith point of sale card tenninals to electronically distinguish debit card and credit 

card transactions.412 

Conclusion 

186. Based on my experience in the payment card industry and my knowledge of other 

jurisdictions that have removed or modified the Honor-All-Cards and No-Surcharge Rules, I 

believe that modification Qr removal of Visa and MasterCard's Honor-AJI-Cards and No­

Surcharge Rules in Canada would likely result in negotiation between various Canadian 

merchants, Visa, MasterCard, Issuers and Acquirers, leading to lower interchange and network 

fees. The result would be to increase competition in respect of Merchant Service Fe.es and 

reduce the Merchant Service Fees paid by merehants in Canada. Further, modification or 

removal of these rules would be u+tHkely to result in a loss of levels of Canadian merchant 

acceptance of the Respondi:::nt's credit cards or a decline in aggregate credit card purchase 

transaction volumes on such cards. These outcomes are supported by experience jn other 

jurisdictions where Visa, MasterCard and other general purpose credit card network's Honor­

All-Cards and/or No-Surcharge Rules have been removed or modified. The Respondents and 

Canadian Ac.quirers can feasjbJy provide merchlilllts with the c.wahility to electronically 

determine card product types and Merchant Service Fees at the point of sale. The Respondents 

can require Canadian .Issuers to brand cacls in a standardized fashion to clearly distinguish the 

product type, and enable m~hants to visually determine the Merchant Service F-ee applicable to 

the card. 

Date: March 14, 2012 

Mike M<:Connack 

411 See N<iti<!IW R,~J F~on website, Constantine & Partners I.LP "Mcrcliant Advi8ocy'', January 3, 2004, accessed 
February 22, 2012 at hllp:l/www.nrf.~m7lllOl;!uJ~.php?n,ame=Docume$&op:=viewlive&.sp_id=ol29, The Nilson ~rt #796, 
"Visa.Debit Card Design", pp.l, 4. 

~12 See ibid. 
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Schedule A- Curriculum Y-uae of Mike McCormack 

Michael "Mike" H. McCormack 

P.O. Box 460579 
Fort Lauderdale, Florida 33346 

Telephone (954) 448-4661 
Fax: (954) 761-8860 
E-Mail: mik:e.mccormack@palmaadvisors.com 

BUSINESS EXPERIENCE 

Managing Director, Palma Advisors 1999 -Present 
A Consultancy, Fort. Lauderdale, Florida (*) 

Pahna Advisors is a consultancy specializing in the payments transaction industry. The firm's 
customers include :financial institutions, government agencies, law firms, merchants, transaction 
processing companies, and technology companies, both domestic and international. The group 
speciafu.es in advisory services and managing new payments projects, products, techniques, and 
technologies. 

Notable Consulting Projects ofM:ike McCormack 

•:• Led 2011 profitability analysis study and merchant accounting system analysis for 5th 
largest merchant acquirer in Middle East I Africa I South Asia region. 

•> Conducted payment audit study for multi-national cruise-line merchant with 6o+ ships 
where card processing fees are the third largest company variable expenses after fuel and 
personnel. Provided an action plan for merchant to realize 10-200/o annual savings in 
card processing expense. Previously undertook similar studies for a large national 
petroleum merchant and several other retailers. 

e) Led forensic accounting analysis and identification effort for a small regional bank with a 
$3.5 million loss/out-of-balance condition which occurred over a 5 year period .from a 
merchant acquiring business the bank had divested. The sources of the outage were 
identified and the bank successfully recovered its funds from the purchasers of the 
merchant business. 

•!• Working as payment card industry and merchant acquiring expert witness in U.S. 
Payment Card Interchange Fee and Merchant-Discount Antitrust Litigation (MDL 1720). 

(*) From 1999 - 2008, I was ciffiliated with the firm Noblett & Associates, which closed 
in2008. 
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•!• Retained by the New Zealand's competition regulatory agency, the Commerce 
Commission, as a payment card industry expert witness for their regulatory action 
concerning domestic credit and debit card interchange fees. Settlements in the 
proceedings were announced with Visa and MasterCard in August 2009 and with bank 
defendants in September 2009. 

•:+ Worked as merchant acquiring and payment network services expert for plaintiff 
Discover Financial Services in its damages lawsuit against Visa and MasterCard. 
Settlements in the case were annOllllced in October 2008. 

•> Served as plaintiff consulting and testifying expert in currency conversion fee disclosure 
litigations in the State of California and in U.S. Federal Court (MDL 1409). A settlement 
of the case was reached for $336 million in 2007. 

•) Worked as consulting and testifying expert on transaction processing to New Zealand's 
Commerce Commission in its investigation of rune bank credit card issuers for non­
disclosure of currency conversion fees to cardholders. All nine issuers entered guilty 
pleadings to the charges, reached settlements with the government, and have paid multi­
million dollar restitution amounts to several million cardholders. 

•> Served for 8 years as the acquiring industry expert for the Constantine-Cannon settlement 
distnbution to millions of merchant class members in the Visa-MasterCard signature 
debit card litigation settlement. Functioned as liaison with several hundred U.S. 
merchants for complex claims analysis and issue resolution. 

•) Work with merchant card ISO clients in acquisition or sales of merchant card portfolio 
businesses. I have helped manage four completed acquisition transactions since 2006, 
including successful sales of two ISO businesses in the vezy challenging years of 2008 
and2009. 

•) Led design, implementation, and enhancement of a new multi-currency merchant card 
acquiring accounting, processing and interchange system for Planet Payment Led 
requirements definition, product design, and major implementation efforts, including 
development of authorix.ation, clearing, and settlement interfaces with Visa and 
MasterCard, and integration with several large banks, and TSYS. The system is now 
supporting processing for 7o+ Banks in the United States, Canada, Hong Kong, 
Malaysia, Singapore, the Philippines, China, the U.K, South Africa, United Arab 
Emirates, and other countries. Planet Payment made an $18 million equity placement on 
the London Stock Exchange in 2008. 

•) Presently serve on editorial board of the weekly payments industry publication ISO & 
Agent Weekly, published by Source Media. 
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CONCENTRIC NETWORK CORPORATION 1996-2001 
Network Services Provider, Cupertino and San Jose, California 

Senior National Sales Engineer (Employee, 1996-1999, Consultant, 1999-2001) 

• Managed development and implementation of Internet access services for Intuit, Microsoft, 
Pacific Bell, and other enteiprise customers. AccolDlts comprised approximately 50% of 
Concen1ric's 1999 revenue of$140 million. 

• Subject matter expert at Concentric for managing its merchant card processing services with 
Chase Merchant Services (then First USA Paymentech). 

WELLS FARGO BANK 
Walnut Creek, California 

Assistant Vice President & Senior Project Manager 
Merchant Card Services, Business Banking Group 

1989-1996 

• Acquiring business subject matter expert on association and debit network interfaces, rules, 
and settlement operations. Managed Visa and MasterCard bankcard and debit POS network 
association affairs and rules compliance. Managed all initiatives and projects involving card 
associations and networks, including (twice a year) interchange fee and merchant pricing 
projects. 

• Managed the all payment network settlement and general ledger functions for Wells Fargo's 
merchant business. Designed and implemented the settlement processes used by Wells Fargo 
since its 1994 joint-venture alliance vvith First Data. 

• Represented Wells Fargo as Member of MasterCa.rd's Maestro and Visa's Interlink 
Operations Committees from 1994 - 1996. 

• Designed and led approval for innovative electronic capture bank branch cash advance 
product that resulted in a $2 million dollar net gain in additional revenue and expense savings 
for Wells Fargo in 1996. The product is the one used by WFB branches across the U.S. 
today (2010). 

• Assistant Leader in project to form alliance joint venture with First Data and convert 48,000 
merchant accmmts, which resulted in Wells Fargo's merchant division profitability increasing 
130% in 1995. This was the largest conveISion ever undertaken in the industry at the time, 
and Wells Fargo continues i1s First Data alliance structure today. The joint venture merchant 
card processing structure was subsequently replicated by First Data and several dozen banks 
in the U.S., Latin America and Asia over the past 16 years. 

• Responsible for merchant acquiring component of Mondex stored value "chip11 card product 
initiative. Recruited and implemented 22 merchants for San Francisco pilot, including 
Starbucks and Walgreens' locations. 

r.-= 
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WELLS FARGO BANK 
Project & Operations Manager 

1989-1991 

Item Processing Division, Customer Information Services Group 

• Core member of project team which implemented of IBM's check processing control system 
(CPCS) in Wells Fargo's two check processing centers and replacement of several in-house 
check processing systems. The system is in use at Wells Fargo today (2007) and is the basis 
for Wells' image-check services. 

• Managed operations unit in Wells Fargo's check processing division, and exception item 
processing group staff of 14. 

EDUCATION 

Stanford Univenity 

Palo Alto, California 

M.A., Ford Doney Program in International Policy Studies 
Conferred June 1991 

California Polytechnic State University 

San Luis, Obispo, California 

B.A., Cum Laude, Political Science 
Conferred June 1988 

PUBLICATIONS & SPEECHES 

"Places You Will Go With Cross-Border Acquiring" 
Given at Electronic Transaction Association Show, March 5, 2000 

Payment Card Industry Data Security Standard (PCI DSS) 
Briefing for National Restaurant Association Members, July 20, 2007, with Steve Cannon, Esq. 

Located at 
www .restaurantorg/pdfs/events/business/20070720 _ webinar_pci _ mcconnack.pdf 

"The Currency Of Progress?" 
With Steve Cannon, Esq. 

Located at www.hospitalitylawyer.com/Newsletters!PaymentSecurity _ Nov09.pdf 

"Critical Issues in Payment Card/Merchant Relations" 
Hospitality Law Conference, Houston Texas Feb. 4 and 5, 2010 
With Steve Cannon, Esq. 

Agenda at www.hospitalitylawyer.com/index.php?id=53#Gen1Session 8 
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PATENTS 

Co-Inventor of patent "Time-of-Transaction Foreign Currency Conversion", granted U.S. Patent 
Number 7,660,768 in February 2010, and filed and granted in many other countries including 
Singapore, Australia, New Zealand, Canada, and the Philippines 

PERSONAL 

Married, two sons 

,·. 
, .. 



121

PUBLIC 

-117. 

Schedule B - Previous Experience as Testifying and Consulting Expert 

(a) Adam A. Schwartz v. Visa International Corp., Visa International Service Association, 
Inc., Visa U.S.A., Inc., and MasterCard International Incorporated, Superior Court of 
California, County of Alameda- testified in 2002 & 2003 

Erpert witness for plaintiff. 

(b) Mayor Pharmaceutical Laboratories v. Compass Bank Inc. et al., Superior Court of the 
State of Arizona, In And For The County Of Maricopa, No. CV02-1642 Phx.(Az. Sup. 
Ct.) - testified in 2004 

Expert witness for plaintiff. 

(c) Ross v. Visa USA etal. 'MDL Docket Number 1409 (S.D.N.Y.)-testified in2005 

Expert witness for plaintiff. 

(d) Ross v. American Express Co., et al. No. CV-05723 (S.D.N.Y.) (related to MDL 1409 In 
re Cmrency Conversion Fee Antitrust Litigation)- testified in 2005 

Expert witness for plaintiff. 

(e) Briefs of Evidence, in New Zealand Commerce Commission v. ANZ National Bank 
Limited, Westpac Banking Coiporation, and American Express International (NZ) 
Incorporated, Disclosure of CmTency Conversion Fees, Fair Trading Act 1986, CRI 
2004-004-022528 and CRl 2005--499-006805 

Expert wi'/ness for New ?.ealand Commerce Commission. 

(f) Discover Financial Services, DFS Services LLC, and Discover Bank v. Visa U.S.A., Inc., 
Visa International Services Association, MasteICard Incorporated, and MasterCard · 
International Incorporated, Civ Action No. 04-CV-7844 (BSJ) -testified in 2008 

Expert witness for plaintiff. 

(g) Montrenes Financial Services Inc. v. Calvin Lim. Jerry Vigil, Kirk Moore, Michael Little, 
Superior Bankcard Services, Inc,. Superior Court of California, County of Orange, Case 
No. 04CC08276 - testified in 2008 

Expert witness for plaintiff. 

(h) Tim Deemick et al. v. Save Mart Supennarkets, a Cali:fomia Corporation, dba S-Mart, 
SaveMart Foods, and Food Maxx, Superior Court of California, County of San Joaquin, 
Case No. CV024368 - testified in 2008 

Expert witness for plaintiff. 
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The Marcus Cmporation, on behalf of itself and all similarly situated persons v. 
American Express Company and, American Express Travel Related Services Company, 
Inc., Civ Action No. Civ. Action No. 04 Civ. 05432 (GBD). Southern District of New 
York - Declaration filed, June 2008 

Declaration Filed June 2008. 

G) U.S. Bank National Association, as successor in interest to Multi Service Corporation, 
and Multi Service Corporation, Claimants, v. PerfectStop Partners, L.P.; Perfect Stop, 
Inc. et al., American Arbitration Association, Case Management Center, Houston, Texas, 
Case No. 70 180 Y 00849 05 - testified in 2008 

Expert witness for counter-claim defendant (Perfect Stop). 

(k) Brief of Evidence, in New Zealand Commerce Commission v. Cards NZ Limited and 
Others, October 2008 

0) 

Expert witness for New Zealand Commerce Commission. 

Amended Brief of Evidence, in New Zealand Commerce Commission v. Cards NZ 
Limited and Others, May 2009 

Expert witness for New Zealand Commerce Commission. 

(m) American Arbitration Association, Atlanta Office, MerchantServices.Com, Inc., claimant, 
v. Nova Information Systems Inc., NIK/A Elavon, Inc., respondent, Case No. 30 181 
00599 08-testifi.ed in June 2010 

Expert witness for plaintiff. 

(n) In RE Payment Card Interchange Fee and Merchant-Discount Anti.trust Litigation, MDL 
Docket Number 1720 (E.D.N.Y.)- testified in August 2010 

Expert witness for plaintiff. 

( o) Montrenes Financial Services, Inc. dba US Merchant Services, a California Corporation, 
RST Ventures, Inc., a California Corporation, and Dan Montrenes, and Individual v. 
Paul, Hastings, Janofsky & WaJker LLP, and Michael Hood, an individua.1, Superior 
Court of California, County of Orange, Case No: 30-2009 00119750 - testified in April 
2011 

Expert witness for plaintiff. 

~ ': 
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Schedule C -Adroowledg¢mcntofExpc11 Witness 

I, Mike.McCormack, acknowledge that I wiH comply with the Competition Tribunal's code of 
conduct for expert witnesses which is described below: 

l. $ ex;p:ert witness who provides a report for use as evidence has :a duty to assist the Tribunal 
impartially on matteys rel~1111t to his or her area of expertise. 

2. This duty overrides any duty to a party to the pr.oi;eeding, including tlte pers.on retaining the 
~pertwitn~. An expert is to be independent and objective. An e~pert is not an advocate for a 
party. 

Date Mike McCormack 

····--·· .. __ ,_,, .. __________ -- ---·-------··-·- -·--·------ - .... ·····-----··- ----····-·····- ·-······--··-·-·--·---------------· -·-- . 
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Schedule D - Materials Relied Upon 

Adam J. Levitin, Priceless'?: The Economic Cos1s of Credit Card Merchant Restraints, 55 UCLA 
L.REV. 1321 (2008) . 

Amended and Restate Bylaws of Visa Inc., as Amended Effective 27 January 2011 (Public 
Version) 

Amended and Restated Bylaws of MasterCard International Incorporated, Effective as of 31 
August2009 

American Express Australia website, "RBA Card Reforms Questions & Answers", accessed 
February 1, 2012 at 
http://www212.americanexpress.com/dsmlive/dsm/int/australia/enlmercbants/everydayresources/ 
RBAcardreform.do?vgnextoid=d06e0188cbc8e01 OV gn VCMI 00000cef4ad94RCRD 

American Express Reference Guide Canada, August 2010, p. 2, accessed online January 15, 
~u ~ 

https://secure.cmax.americanexpress.com/Intemet/lnternational/lac/CA_en/Mercbant/Files/Ref_ 
Guide_ Canada.pdf 

American Express Canada website, "About American Express", accessed online January 19, 
2012 at 
https://www212.americanexpress.com/dsmlive/dsm/int/ca/en/personal/aboutamericanexpress.do? 
vgnextoid=3de2d2666bb45l1 OV gn VCMl 00000cef4ad94RCRD 

American Express Canada website, News Releases. "Major Canadian Payment Processors 
Support American Express Chip Cards", July 2, 2010, accessed online February 28, 2012 at 
www.newswire.ca/en/srory/636231/major-canadian-payment-processors-support-american­
express-chip-cards 

Ann Kjos, Federal Reserve Bank of Philadelphia, "The Merchant-Acquiring Side of the Payment 
Card Industry: Structure, Operations, and Challenges", October 2007, accessed online October 
15, 2011 at http://www.philadelphiafed.orglconsumer-credit-and-payments/payment-cards­
center/publica1ions/discu~ion-papers/2007 /D20070ctoberMercbantAcquiring.pdf 

Andersen Consulting, Report Prepared for Visa Regarding the HAC Rules, at 10, Ex. 820 to 
Deel. G. Schnell Supp. Pis.' Opp'n Defs.' Mot Summ. J., In re Visa Check, 297 F. Supp. 2d 503 
(E.D.N.Y. 2003) (No. 96-CV-5238) 

Bank for International Settlements, Committee on Payment and Settlement Systems, Statistics on 
payment and settleinent systems in the CPSS countries, Figures for 2009, March 2011 

Bank for International Settlements, Committee on Payment and Settlement Systems, A glossary 
oftenns used in payments and settlement systems, March 2003, accessed online March 13, 2012 
at http://www.bis.org{pubVcpssOOb.htm 
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Bank of Canada Review, winter 2008-2009 "Merchants' Costs of Accepting Means of Payment: 
Is Cash the Least Cost]y?" Carlos Arango and Varya Taylor 

Bank of Canada, "Merchant Acceptance, Costs, and Perceptions of Retail Payment Systems: A 
Canadian Smvey", Bank of Canada Discussion Paper 2008-12, August 2008 

Bloomberg Businessweek website, "Discover to expand card acceptance in Canada", October 26, 
2010, accessed online January 19, 2012 at 
www.businessweek.com/ap/financialnews/D9J3GLB80.htm 

Canada Post webpage "Visa prepaid card", accessed online March 6, 2012 at 
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