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THE COMPETITION TRIBUNAL 

IN THE MATTER OF the Competition Act, R.S.C. 1985, c. C-34, as amended; 

IN THE MATTER OF an application by the Commissioner of Competition pursuant to 
section 76 of the Competition Act; 

IN THE MATTER OF certain agreements or arrangements implemented or enforced by 
Visa Canada Corporation and MasterCard International Incorporated. 

BETWEEN 

THE COMMISSIONER OF COMPETITION 

Applicant 

- and - 

VISA CANADA CORPORATION and 
MASTERCARD INTERNATIONAL INCORPORATED 

Respondents 

WITNESS STATEMENT OF WILLIAM SHEEDY 

1. I am Group President, Americas of Visa Inc. I have held that position since July 2009. 

Prior to assuming my current position, I was President, North America Region for Visa Inc. from 

September 2008 to July 2009. Before that, I was Global Head of Corporate Strategy and 

Business Development from October 2007 to September 2008, and prior to that role served as 

Executive Vice President of Interchange Strategy at Visa U.S.A. Inc. I have worked for Visa Inc. 

and its predecessor companies since 1993. As Group President, Americas, I oversee Visa's 

relationships with card issuers, merchants, merchant acquirers and third-party processors in 

North America, Central America, South America and the Caribbean, in addition to managing 

Visa's core payment product portfolio — debit, credit, prepaid and commercial Visa-branded 

           1 
PUBLIC 

chantal.fortin
Date Received

chantal.fortin
Text Box
April 27, 2012

chantal.fortin
Text Box
C. Fortin doc. no. 243

chantal.fortin
Text Box



 

payment cards. Throughout my career at Visa, my responsibilities have included the 

development of interchange strategy for Visa in the United States and direct or indirect 

supervision of individuals responsible for interch ange strategy in other countries in the 

Americas. 

2. As my responsibilities include oversight of Visa's Canadian operations, I am also 

familiar with the by-laws and operating regulations of both Visa Inc. and Visa Canada 

Corporation ("Visa Canada"). I have personal knowledge of the ma tters set forth in this witness 

statement based on my experience in my current and previous positions. 

3. Visa Inc. is a Delaware corporation with its principal place of business in San Francisco, 

California. It is the parent corporation of Visa Canada (Visa Inc. and Visa Canada are referred to 

collectively herein as "Visa"). 

4. Visa became a publicly traded corporation on March 19, 2008. Prior to this date, Visa 

functioned as a joint venture between thousands of independent financial institutions across the 

world. The financial institutions that were foimerly joint venturers are now among Visa's clients. 

5. I have worked for Visa since May 1993 and have exercised a management role in respect 

of Visa Inc.'s and Visa Canada's specific operations since 2008. I am fully familiar with Visa's 

operations, its relationships with issuers, acquirers and merchants and the operation and effect of 

the Visa operating regulations. 
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I. What Visa Does 

(a) Visa operates the Visa Network 

6. Visa operates the electronic payment system network by which transactions involving 

payment with a Visa payment card (including a credit, debit or prepaid card) are authorized and 

paid as between cardholders' and merchants' financial institutions. Visa also engages in a 

significant marketing and promotions program to suppo rt the Visa brand, and invests in product, 

platform and processing enhancements to improve the quality and security of the network. Visa 

additionally provides risk monitoring and management services to minimize the risks faced by 

Issuers and Acquirers and ultimately the amount of fraud and other losses that may occur. 

7. Worldwide, there are 1.6 billion Visa payment cards accepted by 29 million merchants 

(as reported by Visa's financial institution clients), with 16,600 financial institutions connected 

to the Visa network. Within Canada, there are 32.4 million Visa credit cards accepted by 493,300 

merchants (as repo rted by Visa's financial institution clients), with 21 financial institutions 

connected to the Visa network. 

8. Visa itself is not a financial institution. It does not issue payment cards or extend credit to 

consumers, nor does it sign up merchants to accept Visa credit cards. Rather, Visa provides an 

efficient, secure network for processing transactions among the financial institutions that do 

fulfill these roles within and across more than 170 countries and territories. 

9. In addition to Visa itself, the Visa credit card payment system involves the following 

stakeholders: (1) cardholders who use Visa credit cards to purchase goods and services; (2) 

merchants that display a Visa-owned mark denoting acceptance of Visa credit cards in exchange 

for goods and services; (3) financial institutions that issue Visa credit cards to, and contract with, 
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cardholders ("Issuers") (Issuers collect funds from cardholders on purchases and transfer funds 

to Acquirers); and (4) financial institutions that contract with merchants to enable merchants to 

accept Visa credit card transactions, with the financial institution paying the merchant for the 

goods or services provided to the cardholder ("Acquirers"). 

10. Through its by-laws and operating regulations, Visa provides the rules that enable this 

system to exist, for Visa credit card transactions to take place, and for chargebacks and other 

disputes to be resolved. 

(b) A typical Visa credit card transaction 

11. To be able to participate in the Visa payment system, a merchant must have an agreement 

with an Acquirer under which the merchant agrees to accept Visa credit cards, and the Acquirer 

agrees to provide payment to the merchant for sales transactions made on those cards. Acquirers 

compete vigorously with each other for merchant business. When a credit card customer 

purchases goods or services from the merchant using a Visa credit card, the merchant provides 

the relevant card data electronically to the Acquirer, or to a third party processing firm acting for 

the Acquirer, for verification and processing. The Acquirer presents the data to Visa through the 

Visa network, and Visa in turn contacts the Issuer that issued the credit card to the customer to 

approve the transaction (which would include, for example, evaluating the amount of funds 

available in the customer's credit line). The Issuer then advises Visa whether it is approving or 

declining the transaction. Visa relays that message to the Acquirer. This transmittal of 

transaction information from the Acquirer to the Issuer and back over the Visa network, for 

purposes of determining whether the purchase is approved, is known as "authorization" and 

typically takes less than one second. Visa charges a fee, in Canada typically to the Issuer, for this 

processing of information to authorize a transaction. 
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12. Once the Acquirer knows whether the Issuer approves the transaction, the Acquirer 

notifies the merchant through a message to the card terminal at the merchant's point of sale. If 

the transaction is authorized, the merchant provides the goods or services to the cardholder, and 

indicates to its Acquirer that the transaction has been completed. Visa's rules require the 

Acquirer to promptly credit the merchant's account. The Acquirer charges the merchant a fee for 

the Acquirer's services, typically by deducting a percentage of the transaction value before 

crediting the merchant's account. For example, if the cardholder purchased $100 in goods and 

services, the Acquirer may charge a "merchant discount fee" of 2%, and thus deposit $98 in the 

merchant's account after deducting the $2 fee. The merchant discount fee is negotiated between 

the merchant and the Acquirer. Visa is not involved in these negotiations. 

13. The Acquirer then sends a request to the Issuer for payment through the Visa network. 

The Issuer pays the Acquirer (over the Visa network) the amount of the purchase price of the 

goods or services provided by the merchant (usually within 24 to 48 hours), less a fee known as 

the "interchange fee. " In our example above, if the interchange fee is 1.5%, the Issuer will pay 

the Acquirer $98.50. Visa sets a default interchange fee that can be superseded if the Issuer and 

Acquirer agree to a different fee. The processing by Visa of information regarding amounts owed 

by Issuers and Acquirers to each other, and processing by Visa of payments from Issuers to 

Acquirers is known as "clearing and settlement." 

14. Visa does not receive any revenue from the Issuer's interchange fees. Visa receives 

network fees from both Issuers and Acquirers for its authorization, clearing and settlement 

activities. Accordingly, Visa's revenues are tied directly to the number and value of transactions 

on its system (i.e. network volume). Visa seeks to maximize transaction volume on its payments 

network in order to maximize returns to its shareholders. 

-5- 

           5 
PUBLIC 



15. Although this example traces through a single Visa credit card purchase, Issuers do not 

transfer funds to Acquirers for each separate transaction. Rather, at the end of each business day, 

Visa determines the net position of each Issuer with respect to each Acquirer. 

16. Based on a monthly billing cycle, the Issuer will send the cardholder a credit card 

statement for payment of the $100 within a grace period, atfer which interest typically accrues. 

The Issuer, which has already paid the Acquirer (which has already paid the merchant), bears the 

risk that the cardholder will not pay the $100, since cardholders do not contract with Visa, but 

rather, with the Issuer. 

(c) Visa's customers are Issuers and Acquirers, not merchants or cardholders 

17. Cardholders do not contract with Visa for cardholder services and merchants do not 

contract with Visa for acquiring services. Rather, as discussed above, cardholders contract with 

Issuers to obtain Visa credit cards, and merchants contract with Acquirers to obtain merchant 

services. This has been the case as long as Visa has existed and did not change as a result of 

Visa's initial public offering in 2008. 

18. Visa facilitates its network services by providing Issuers and Acquirers, among other 

things, with: (1) the right to use the Visa brand and logo; (2) advertising and promotional 

programs aimed at consumers and merchants; (3) the Visa operating regulations, including 

provisions with respect to interchange and dispute resolution; (4) centralized authorization, 

clearing, and settlement functions; and (5) fraud protections and controls. Through participation 

in the Visa system, Issuers provide their customers with access to a vast collection of merchants. 

Similarly, Acquirers provide their customers with access to a vast collection of cardholders with 

the ability to pay for goods safely, conveniently, and on credit, with limited risk to merchants. 
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19. Visa does not have any role in setting the prices that Issuers charge cardholders or that 

Acquirers charge merchants. Both Issuers and Acquirers remain free to set prices at their sole 

discretion and Visa does not retain information on the merchant discount fees that Acquirers 

charge. For example, nothing in Visa's rules prevent an Acquirer from charging lower merchant 

discount fees to a particular merchant based upon volume or other considerations, even if the 

Acquirer is paying the same interchange fee to the Issuer for transaction receipts from all 

merchants in that category. The interchange fee paid to Issuers and the processing fees charged 

by Visa to the Acquirer are costs to the Acquirer, but neither Visa nor the Issuer makes these fees 

a fixed percentage or any part of the merchant discount fee. Interchange fees and Acquirer fees 

are set based on the amount of the transaction or as a flat fee per trnasaction (or some 

combination of these two components), not based on the merchant discount fee charged. The 

merchant discount fee is set by the Acquirer in its own discretion, based on its own business 

strategies. The same interchange fee and Acquirer fees would apply regardless of the amount of 

the merchant discount fee. 

(i) Issuers 

20. Issuers market and issue Visa credit cards to cardholders and manage the relationship 

with cardholders, including the provision of credit, cardholder benefits and monthly statements. 

Issuer revenue comes from interchange paid by Acquirers, annual fees paid by cardholders, and 

interest payments on revolving balances from some cardholders. The arrangements between 

Issuers and cardholders also include provisions for bill payment, credit limits, a grace period, 

minimum payment amounts, the interest rate applicable to unpaid amounts, and cardholder fees 

(if any). Issuers, in competition with one another, offer cardholders different benefits, service 

levels, interest rates, promotions, fees and other features through the issuance of different types 
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of cards. Issuers of credit cards bear the cost of these benefits and bear the risk of the payment of 

credit card charges incurred by cardholders. Other key functions that Issuers provide and costs 

that they incur include the resolution of charge-backs, and protection and replacement for lost 

cards. 

(ii) Acquirers 

21. Acquirers, in competition with one another, provide an array of services to merchants 

(either directly or through agent processors), including the sale, lease, deployment and servicing 

of point-of-sale hardware and software, transaction processing, preparation of statements or 

reports, customer service, and a guarantee that the merchant will receive prompt payment in 

respect of the credit card transactions it accepts ("Merchant Services"). Acquirers also assume 

liability for chargebacks if the merchant does not provide the promised goods or services, and 

incur that liability without regard to whether the merchant is able to refund the Acquirer. For 

example, if a merchant goes out of business and does not provide the promised goods or services, 

the chargeback process allows Issuers to request reimbursement from the merchant's Acquirer. 

Acquirers charge merchants a merchant discount fee for these services. 

22. The Financial Consumer Agency of Canada ("FCAC"), a federal regulatory agency that 

oversees payment card network operators, including Visa, describes the merchant discount fee as 

follows on its website: 

The merchant who accepts the credit card payment pays a fee to 
the payment processor to process the transaction and deposit the 
money into its bank account. This fee is called the merchant fee or 
merchant discount rate and is usually a percentage of the purchase 
amount. 
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This fee is a cost to the merchant for having the right or ability to 
accept credit cards as a method of payment. In return for paying 
this fee, the merchant is guaranteed payment, avoids costs related 
to handling cash, and receives other benefits, as well. 

23. This deifnition is consistent with Visa's understanding of the purposes of merchant 

discount fees. A copy of this webpage is attached as Exhibit "A" to this witness statement. 

24. The services that Acquirers provide to merchants are separate and distinct from the 

processing services that Visa provides to Issuers and Acquirers. Visa does not concenr itself with 

the financial terms of Acquirers' agreements with merchants. 

25. Given that Visa does not clear and settle transactions between merchants and their 

Acquirers, Visa does not know the amount of merchant discount fees paid to Acquirers. 

However, my understanding from public infoimation and industry knowledge is that the terms of 

the agreements between Acquirers and merchants, including the merchant discount fee, can vary 

widely, and that the agreements and merchant discount fee may cover services unrelated to Visa 

payment cards that the Acquirer provides to its merchant accountholder on a bundled or blended 

basis. 

II. Visa's Competition 

(a) Visa's goal is to maximize network volume 

26. Visa's principal source of revenue is fees paid by Issuers and Acquirers with which it 

contracts for use of Visa trademarks, authorization, clearing and settlement of transactions over 

the Visa network and related services. 

27. Both Issuers and Acquirers pay quarterly service fees, which are calculated as a 

percentage of sales volume. Fees are also charged on a per transaction basis for authorization, 

-9- 

           9 
PUBLIC 



clearing and settlement, with the amount of the fee depending upon technological processing 

choices made by Issuers and Acquirers. Visa also charges Issuers and/or Acquirers for other 

services, including currency conversion, copies of documents, optional fraud/risk management 

services, optional emergency customer assistance services, arbitration, training and workshops, 

but the majority of Visa's revenues come from service fees and per transaction fees. 

28. Visa's revenues are thus directly tied to network volume. Accordingly, Visa's primary 

business strategy is to maximize network volume and thus maximize its revenues for the benefit 

of its shareholders. As I explain more fully below, interchange plays a key role as a balancing 

mechanism designed to maximize network volume. 

(b) Visa faces competition from different payment methods 

29. In Canada, as in all markets around the world, Visa competes with a large number of 

altenrative payment options, including not only competing credit card brands such as MasterCard 

and American Express, but also other payment networks that offer charge cards, debit cards, and 

prepaid cards, as well as cash, cheques, and mobile and electronic payments being introduced 

through rapid innovation. Specific to Canada, Interac is a very well established competitor and 

processes more transactions annually than Visa does in Canada across all of its products. 

III. Visa's Business Model 

(a) Visa serves a two-sided market 

(i) Visa must balance Issuer and Acquirer demands to compete effectively 

30. Although Visa's primary customers are Issuers and Acquirers, for any Visa transaction to 

take place (and thus for Visa to eanr revenues), the Issuer must have issued the credit card to the 
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cardholder, the cardholder must use it, the merchant must accept it, and the Acquirer must 

advance funds to the merchant to pay for the goods and services delivered to the cardholder. 

31. As I mentioned above, Visa's revenue increases as network volume increases. Network 

volume depends upon decisions made independently by Issuers, Acquirers, cardholders, and  

merchants. Accordingly, Visa's success relies on its ability to deliver tangible value to all of 

these stakeholders. To do so, Visa must balance competing interests between the issuing side of 

the network (Issuers and their customers, cardholders) and the acquiring side (Acquirers and 

their customers, merchants). As such, Visa serves a "two-sided market J "1 

32. In this two-sided market, when Visa succeeds in expanding the scope of its network, both 

the Issuing and Acquiring sides beneift. The value of the payment system increases for 

merchants as more cardholders use Visa credit cards, resulting in more sales for the merchant. 

Simply put, merchants that accept Visa credit cards will attract more customers (and thus more 

sales) than merchants that do not accept Visa credit cards, just as merchants with free parking or 

other customer benefits will generally see increased sales. Likewise the value of the payment 

system increases for cardholders as more merchants accept Visa credit cards. The same principle 

holds true in reverse: if the network loses cardholders, it becomes less wo rthwhile for merchants 

to accept Visa credit cards, and as fewer merchants accept Visa credit cards, fewer cardholders 

will seek Visa credit cards from Issuers. Therefore, in order to maximize network volume and 

accordingly its revenue Visa must balance demand on both the Issuing and Acquiring sides of 

the two-sided market. 

1 This term is not meant to suggest any particular definition of the market relevant to this application. 
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33. Visa stresses the importance of the two-sided market in discussions with merchants. For 

example, a 2008 report of a meeting with notes that executives understood that 

"[a] well balanced, effective interchange structure contributes to the growth of the network by 

balancing the interests of participants and is designed to ensure a competitive value proposition 

for Visa transactions, create efficiencies, and create incentives for innovation, improved data 

quality, and security." A copy of this report is attached as Exhibit "B" to this witness statement. 

(ii) Issuer/cardholder benefits and demands 

34. Visa credit cards provide customers with a convenient, safe and secure method to pay for 

goods and services received from merchants on a deferred basis. A credit card provides the 

customer with revolving credit and an interest-free grace period as well as accurate record 

keeping. It may also provide the customer with rewards (such as cash back, air miles, car rental 

insurance, and extended warranties) that add value for the cardholder, so he or she receives 

"more for their money" when making a purchase. Indeed, Issuers compete vigorously with each 

other and with other networks such as American Express to attract new customers through 

reward offerings and promotions. However, as I discussed above, Visa faces strong competition 

from other payment brands and methods. 

(iii) Acquirer/merchant benefits and demands 

35. The beneifts that a merchant gains by choosing to accept Visa credit cards include the 

following: 

(a) a customer whose purchasing power has been enhanced by convenient and 

immediate credit underwritten by the Issuer, giving the merchant increased sales without the 
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increased risks associated with extending the credit itself for example, through a proprietary 

credit card; 

(b) a guarantee of quick payment to the merchant's account by the Acquirer; 

(c) increased customer satisfaction, as customers can use a Visa credit card if that is 

their preferred form of payment; 

(d) the value of credit card rewards, which make the merchants' goods and services a 

better bargain than if the customer were paying the same sticker price with cash, resulting in 

increased sales for the merchant; 

(e) improved access to intenrational customers, including through on-line 

e-Commerce sales; 

(f) protection from fraud and thetf associated with other foims of payment; 

(g) a reduction in the costs associated with other founs of payment, such as personnel 

costs, counting and accounting for cash and cheques, and security costs relating to handling, 

storing and transporting cash (including armoured cars, cameras, counterfeiting losses, etc.); 

(h) the ability to complete transactions quicker and more efficiently than with other 

methods of payment, allowing fast throughput at the point of sale for merchants; 

(i) easy, accurate, and efficient record-keeping tools; and 

(j) the benefit of Visa's investment in security, reliability, and brand infrastructure. 
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36. Many of these features allow for more robust competition between merchants, including 

allowing smaller merchants to compete with larger merchants that offer their own private label or 

co-branded payment cards. 

37. At the same time, any merchant is free to steer customers towards other payment methods 

(except via surcharging or refusing to honour all Visa credit cards), to choose not to accept Visa 

credit cards, or indeed to choose not to accept credit cards at all if that merchant does not believe 

that acceptance of Visa credit cards will increase its sales and/or decrease its costs. Merchants in 

a number of industries, including grocery and fast food, have only relatively recently begun to 

accept Visa credit cards (or credit cards at all) on the basis that Visa's value proposition makes it 

commercially sensible for them to do so. 

(b) The role of interchange 

38. Interchange fees are a vital tool for Visa to balance competing demands on both sides of 

the two-sided market. To reiterate, Visa does not receive any revenue from interchange fees. 

Rather, Visa strives to set default interchange rates at the network volume-maximizing level. 

This means setting interchange rates at a level that allows both Issuers and Acquirers to 

profitably participate in the Visa network. If interchange rates are set too high, Acquirers will not 

participate because they will be unable to profitably set their merchant discount rate at a level 

low enough to attract merchants and if interchange rates are set too low, Issuers will not 

participate because they will be unable to profitably offer their current and potential new 

cardholders sufficient value to induce them to use their cards or to purchase new cards. Thus, 

interchange rates are a key part of competition among Visa and its competitors to attract 

Acquirers and Issuers and, in turn, merchants and cardholders. Visa regularly stresses this point 

in its meetings with Issuers and Acquirers. For example, in a 2010 presentation to  Visa 

- 14 - 

           14 
PUBLIC 



 

noted that interchange is "[a] mechanism to balance the economics of issuers and acquirers and 

effect the transfer of value between the participants in the payments system." A copy of this 

presentation is attached as Exhibit "C" to this witness statement. 

39. At the same time, setting interchange is not an exact science. Visa monitors its 

relationships with Issuers and Acquirers on a regular basis and adjusts the interchange rates 

where deemed necessary to respond to competitive factors and maximize network volume over 

the long term. In setting interchange rates to maximize network volume, Visa takes the following 

factors into account: (1) promoting overall system growth and growth in particular merchant 

segments in competition with other payment methods; (2) relfecting the value delivered to 

Issuers and Acquirers, and in tunr their merchant and cardholder customers; and (3) delivering 

value sufficient for merchants to accept credit cards and financial institutions to invest in the 

system and to assume risks of card issuance. 

40. Visa considers an interchange rate program to be in balance if it is connected to a 

business strategy that gives Visa the best opportunity to expand volume over the long term. 

However, this balance changes given that Visa is in a competitive and dynamic marketplace. In 

some cases, Visa has grown its payment system through reductions in interchange rates, in others 

through increases. For example, Visa makes a lower credit card interchange rate available to 

Acquirers in respect of emerging segments where consumers have not traditionally paid with 

credit cards. On the other hand, Visa sets a higher interchange rate on premium card transactions 

where Issuers need to be compensated for the cost of increased cardholder benefits. 

41. The management of interchange rates has allowed Visa to compete for merchant 

acceptance and cardholder usage more effectively against other credit card networks such as 
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MasterCard, American Express (both of which generally have higher interchange rates than 

Visa), as well as other forms of payment such as cash, cheque and debit.2 

42. Interchange rates provide revenue to Issuers, enabling them to provide greater benefits to 

consumers. In the U.S., about of Issuer revenue from credit cards is from Acquirers' 

interchange fees; the remainder is derived from cardholders. Revenues from interchange fees 

thus allow Issuers to lower costs to cardholders by reducing annual or other fees, or ifnance 

charges for credit payments, thereby reducing the costs of purchases from merchants. 

Interchange fee revenue also permits Issuers to add features and benefits to cards such as card 

rewards programs and extended warranties on products purchased with the card. As a result of 

these lowered costs and other benefits, cardholders have incentives to use their Visa credit cards 

more otfen and spend more on these cards, all to the benefit of merchants as well as Issuers, 

Acquirers and Visa itself. 

43. By providing cardholders greater utility, interchange rates benefit merchants through 

incremental sales and customer satisfaction. Interchange also benefits merchants by allowing 

Issuers to assume the risk of fraud. Absent certain limited circumstances such as proof of fraud 

by a merchant, an Issuer bears the risk for the funds it pays for the cardholder's transaction. 

Because payment is guaranteed, merchants are able to avoid the risk and time consumed by non- 

payment and collection costs—collection costs they must assume for payments such as cheques 

or merchant-provided credit. 

2 American Express, as a three-par ty  system, acts as its own Issuer and Acquirer and therefore strictly 
speaking does not have an interchange rate. Instead, American Express sets and charges merchants a 
"discount." The American Express discount is significantly higher than Visa interchange rates. 
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44. Issuers and Acquirers are also free to enter into bilateral agreements providing such 

guarantees and other terms, and setting out the interchange fee that the Issuer will charge. With 

the exception of "on-us" transactions, which I describe in greater detail below, there are 

presently no such agreements in Canada, though bilateral agreements do exist elsewhere, 

including in the U.S., and Visa is equipped to support them in Canada should Issuers and 

Acquirers wish to do so. 

45. Finally, in approximately of transactions over the Visa network in Canada, the 

Issuer and the Acquirer are the same financial institution. In such instances, known as "on us" 

transactions, no interchange is paid by the Acquirer to the Issuer. Whether an Acquirer charges 

the merchant a merchant discount fee on such transactions is for the merchant and Acquirer to 

negotiate. 

IV. The Visa International Operating Regulations 

46. Issuers, Acquirers and payment processors who act as agents for Acquirers may 

participate in the Visa system by meeting the conditions outlined in the Visa Intenrational 

Operating Regulations ("VIOR"). The VIOR form a contract between Visa, on the one hand, and 

each Issuer and Acquirer that participates in the Visa system, on the other. A true copy of the 

most recent edition of the VIOR dated October 15, 2011 is attached hereto as Exhibit "D". 

47. The VIOR are intended to ensure that the Visa network operates effectively and 

efficiently. Among other things, the VIOR provide for prompt funding for the settlement of 

transactions, allocation of risk of non-payment by cardholders, and procedures for the resolution 

of transaction disputes and fraudulent transactions. The VIOR are also designed to protect the 
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value of the Visa brand by ensuring that cardholders and merchants experience a common, 

convenient, safe and reliable payment experience throughout the global Visa network. 

48. The VIOR include a rule that prohibits merchants that choose to accept Visa credit cards 

from placing a surcharge on cardholders for using a Visa credit card as their chosen method of 

payment (the "No Surcharge Rule") and a rule prohibiting such merchants from refusing to 

accept a valid Visa credit card (the "Honour All Cards Rule"). 

49. The VIOR require that, as a teim of their own contracts with merchants, Acquirers must 

require merchants to abide by the VIOR provisions regarding use of Visa-owned marks, 

including a requirement to display the mark that indicates that the merchant accepts Visa credit 

cards for payment. Acquirers must also require that merchants comply with the VIOR provisions 

regarding payment acceptance, including the "No Surcharge Rule" and the "Honour All Cards 

Rule." 

50. Visa Canada's rules allow merchants to steer customers to altenrative foums of payment 

by a number of methods, including by discounting. Only surcharging and refusing to accept Visa 

credit cards after the merchant has agreed to accept this method of payment are prohibited. 

51. Several of the Commissioner's witnesses assert that Visa Canada is unwilling to meet or 

negotiate with them to discuss their concenrs with respect to the cost of acceptance of Visa credit 

cards for payment, or other matters. This is inaccurate. Visa Canada can and does meet with 

Canadian merchants to discuss and address their business concenrs and has negotiated 

agreements with Canadian merchants pursuant to which reduced interchange rates are made 

available to the merchant's Acquirer. Such agreements are negotiated on the basis of Visa 
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Canada's assessment and recognition of the value that merchants seeking such agreements bring 

to the Visa network. 

52. Similarly, the Commissioner asserts that the No Surcharge Rule and the Honour All 

Cards Rule allow Visa to operate without regard to merchants' costs. Again, this is simply 

untrue. As I stated above, Visa operates within a two-sided market. Simply put, if Visa did not 

have to pay attention to merchants' costs, there would be no incentive for Visa to keep 

interchange as low as it is, and Visa would always meet Issuers' demands for higher interchange 

rates. In fact, Visa has greater transaction volume in Canada than MasterCard, but has lower 

default interchange rates. Similarly, American Express has lower transaction volume Canada 

than either MasterCard or Visa but generally has a higher cost of acceptance than Visa or 

MasterCard. If Visa operated without regard to merchant costs, it would not set its default 

interchange rates lower than MasterCard's. 

(a) The No Surcharge Rule 

53. The No Surcharge Rule has existed for over 30 years. This rule, which is Core Principle 

6.3 of the VIOR, states as follows: 

No Surcharging Unless Required by Law 

Charging for the Advertised Price 

Visa merchants agree to accept Visa cards for payment of goods or 
services without charging any amount over the advertised price as 
a condition of Visa card acceptance, unless local law requires that 
merchants be permitted to engage in such practice. 

(i) The No Surcharge Rule is a pro-consumer rule 

54. The No Surcharge Rule protects consumers by requiring that the price a consumer pays at 

checkout be no greater than the advertised price of the product. Merchants remain free to steer 
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customers away from using Visa credit cards, through discounting or other means. Visa's No 

Surcharge Rule also protects goodwill in the Visa brand from being damaged by negative 

consumer reaction to unexpected additional charges imposed by merchants for use of their Visa 

credit cards. The No Surcharge Rule also protects the balance of incentives in the Visa system, to 

maximize the value of the network for stakeholders in the aggregate. Each of these objectives of 

the No Surcharge Rule is discussed below. 

55. The No Surcharge Rule ensures that the cardholder has a predictable experience using his 

or her credit card at the point of sale. The cardholder can rely upon advertised prices, rather than 

being unable to determine in advance how much each merchant will charge (potentially for the 

same product). If a merchant attracts a customer into its store by an advertisement (or to the 

checkout line by a price tag) offering one price and displaying the Visa logo, and then charges a 

higher price at the cash register by adding a surcharge, it is reasonable to expect that the 

consumer might feel deceived, and in any event that he or she is being penalized for using a Visa 

credit card. 

56. Based on concerns similar to those just cited, the United Kingdom's Office of Fair 

Trading ("OFT"), in response to a complaint by a consumer group, has recommended that the 

government prohibit surcharging for use of debit cards, the standard payment mechanism used 

online in the U.K. The OFT report is attached as Exhibit "E" to this witness statement and can be 

accessed online at http://www.oft.gov.uk/shared_oft/super-complaints/OFT1349resp  .pdf. 

57. The OFT found that surcharging is more common online, where use of cash or cheques is 

not available, and that surcharges were particularly prevalent in the airline sector (an estimated 

£300 million in surcharges were paid by consumers in that sector alone in 2010). The OFT 
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concluded that surcharging was effectively a form of "drip pricing, in which a low price is 

advertised, and consumers are only advised of additional charges late in the buying process, 

making comparison of the total price charged by different merchants dif ficult. 

58. The OFT concluded that surcharging inhibits consumer choice. In a Questions and 

Answers page on its website, it states: 

We agree with Which? that payment surchar ges make price 
comparisons more dififcult for consumers, which can weaken 
competition between traders, and result in consumers making 
uninformed choices between competing  providers. We also  
consider consumer detriment is exacerbated when the lack of 
transparency is combined with a lack of practical altenratives for 
consumers to avoid payin g  the fee. [Emphasis added] 

(ii) The No Surcharge Rule protects goodwill in the Visa brand 

59. Visa has spent more than fo rty years and invested many millions of dollars to build the 

Visa brand into one that is universally known and trusted. Visa cardholders rely on the Visa 

brand for safe and convenient transactions as Visa's former ad slogan said, cardholders expect 

Visa to be "everywhere [they] want to be." Visa has promoted to cardholders that their cards will 

be broadly accepted. 

60. As discussed above, Visa's rules do not prevent merchants from attempting to influence 

customers' choice of payment method. However, once a customer makes clear that she wishes to 

pay with a Visa credit card, she should not be punished for that choice. When a cardholder 

approaches the checkout of a retailer only to find that she has to pay more to use her Visa credit 

card, the cardholder is deprived of the promise Visa has made. The hostile consumer reaction 

undermines the Visa brand. Indeed, Visa's own research shows that consumers oppose 

surcharging. Attached as Exhibit "F" to this witness statement is a repo rt  commissioned by Visa 
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in Australia, showing that of Australians oppose surcharging. Similarly, a recent 

survey by the Consumers Association of Canada, attached as Exhibit "G" to this witness 

statement, found that 75 percent of Canadians "strongly oppose" merchant surcharging. This 

hostile reaction to surcharging and its impact on Visa's brand is different from the brand effect of 

discounting. This is why Visa opposes merchant surcharging but allows discounting. It is not 

because surcharging steers customers to alternative payment methods more effectively than 

discounting. 

61. As the Visa brand mark is used by multiple stakeholders across the Visa system, all 

parties have a stake in upholding its reputation, integrity, and equity. As such, under the VIOR, 

all participants have responsibility for maintaining, protecting and enhancing its value. 

62. Visa brand marks are used to denote card acceptance around the world. The VIOR 

prohibits participants in the Visa network from infringing, diluting, denigrating, or impairing the 

goodwill and/or reputation of the brand or Visa-owned marks. 

63. Merchants recognize that the Visa brand can be a significant draw to consumers it is 

undoubtedly one of the primary reasons why millions of merchants accept Visa credit cards 

today. When a retailer disadvantages Visa credit cards by surcharging, however, it engages in 

free-riding on the value of the Visa brand in a way that serves only the interests of the retailer by 

misappropriating the value that the Visa brand has delivered. Merchants that attract customers 

into their stores (or to their websites) by promising a cardholder can pay with a Visa credit card, 

only to surcharge Visa users at the point-of-sale, are leveraging Visa's brand equity to increase 

their sales while simultaneously damaging Visa's brand. Consumer perceptions of the benefits 
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and value of using their Visa credit cards would be damaged as consumers would be penalized 

for using their Visa credit cards. 

64. As a result, the No Surcharge Rule protects both Visa's brand image and Visa's value 

proposition. Surcharging by even a small number of merchants could significantly harm the Visa 

brand and consumer expectations of what it means for a merchant to accept Visa credit cards. 

Those sorts of harms would make Visa a less competitive payment system. 

65. Visa's value proposition to its cardholders depends on broad-based acceptance. Indeed, 

Visa has spent decades and expended substantial resources building its network to maximize 

both cardholder and retailer acceptance. A key component of balancing the cardholder and 

retailer sides of the Visa system is the cardholder's expectation that a retailer who advertises 

Visa credit card acceptance will accept all Visa credit cards without surcharging. A retailer that 

advertises Visa credit card acceptance but then adds a surcharge to customers who want to pay 

with a Visa credit card is not accepting Visa credit cards in a manner consistent with customer 

expectations. This undermines the Visa brand and results in reduced consumer demand for the 

network. 

(iii) Permitting surcharging would undermine efforts by Visa and its Issuers to 
create incentives for the use of Visa credit cards 

66. Visa must compete for card issuance with other payment networks by creating cards with 

benefits that make Visa credit cards attractive to both Issuers and cardholders. Visa's Issuers use 

their revenue from interchange and other sources to operate programs and provide incentives 

including rewards and extended warranties—that make use of a Visa credit card attractive for 

consumers by in essence providing the cardholder a discount every time she uses the card. 

Surcharging undermines these incentives by requiring the cardholder to "give back" the value of 
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the benefits she has received in the form of a surcharge for use of her Visa credit card. The No 

Surcharge Rule prevents merchants who receive the benefits of Visa credit card acceptance from 

acting at cross purposes by undermining efforts of Visa and its Issuers to promote credit card 

usage. 

67. The harm from surcharging extends to all stakeholders in the Visa system, including 

merchants. Visa expects that the presence of widespread surcharging and the consumer 

uncertainty it would generate—would reduce demand on the issuing side of the two-sided 

market. With fewer Visa credit cards issued, there would be less incentive for merchants to 

accept Visa credit cards as a method for payment. This would reduce the breadth of Visa credit 

card acceptance and the use of Visa credit cards, thereby depriving consumers of choice, and all 

parties, including merchants and Acquirers, of business. 

(iv) Merchants remain free to steer customers by other methods 

68. While merchants cannot surcharge for use of a Visa credit card, Visa's rules do not 

prohibit a merchant from steering customers to other credit card brands or types, or other 

payment forms. There are many methods by which merchants steer or can steer customers to 

other forms of payment, for example: 

(a) Deciding not to accept Visa credit cards at all; 

(b) Offering the customer a discount or rebate, including an immediate discount or 

rebate at the point of sale, if the customer uses a particular brand of credit card (either a different 

general purpose card or a card that is co-branded with the merchant's name), a particular type of 

credit card, or another method of payment. The Visa rules permit two-tiered (or multi-tiered) 
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pricing by merchants, based on brand or method of payment; merchants are free to charge less 

than their advertised price for a productV  isa's rules only preclude them from charging more; 

(c) Offering a free, discounted or upgraded product if the customer uses a particular 

brand or type of general purpose card or a particular form of payment; 

(d) Offering a free, discounted or enhanced service if the customer uses a particular 

brand or type of general purpose card, or a particular form of payment; 

(e) Offering the customer an incentive, encouragement, or benefit for using a 

particular brand or type of general purpose card or a particular form of payment; 

(f) Offering a discount or other inducement if a consumer signs up for a card product 

and puts the transaction on that card; 

(g) Asking consumers whether they would like to put their transactions on a 

particular credit card brand or type, or pay by a method other than credit card; 

(h) Expressing a preference for the use of a particular brand or type of general 

purpose card or a particular form of payment. Indeed, Visa Canada has explicitly stated to the 

Canadian Federation of Independent Business, a merchant group, that nothing in the VIOR 

prohibits a promotional campaign encouraging merchants to use signage to steer consumers 

towards altenrative forms of payment. A copy of correspondence in this regard is attached as 

Exhibit "H" hereto; 

(i) Promoting a particular brand or type of general purpose card or a particular form 

or forms of payment through posted information or sequencing of payment choices (such as 
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placing preferred methods first in a pull-down menu in an online environment), or through other 

communications to a customer; or 

(j) Communicating to a customer the reasonably estimated or actual costs incurred 

by the merchant when a customer uses a pa rticular brand or type of general purpose card or a 

particular form of payment or the relative costs of using different brands or types of general 

purpose cards or different forms of payment. 

69. The Commissioner's witnesses suggest that if discounting is as effective as surcharging at 

steering customers to alternative payment methods, Visa would have no reason to oppose 

surcharging. However, while Visa accepts that merchants may wish to steer customers to 

alternative payment methods, it prefers that merchants make the experience for customers as 

positive as possible. Discounting accomplishes this goal, but surcharging does not. 

70. It is suggested in a number of the Commissioner's witness statements that the ability of 

merchants to discount is limited because so doing would require merchants to advetrise an 

"inlfated" price—that is, the price for credit card transactions and discount from that "inflated" 

price. However, merchants already build the cost of acceptance into the prices they charge 

consumers. There is no justifiable reason why merchants would have to raise prices merely to 

discount off of those same prices. 

71. There are, in fact, a number of instances where merchants have offered discounts to 

consumers in order to compete with each other. A common example is through issuing coupons. 

While this is not a costless exercise, it is done routinely. Other examples are found in perusing 

the aisles and shelves, other adve rtisements, offering loyalty rewards or special deals and other 
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promotions. It is not clear to me why discounting for using a lower cost payment method would 

be difficult to implement. 

72. The Commissioner's evidence further suggests that discounting may run contrary to some 

merchants' policies of advertising their lowest prices, rather than putting items on sale. To the 

extent that a merchant's difficulty with discounting runs counter to that merchant's intenral "no 

discount" policy, any such difficulty is a result of that merchant's own business decision rather 

than the effectiveness of discounting as a steering practice. 

73. Use of co-brand card programs by merchants is another effective means of influencing 

consumer's brand preference and managing merchant payment acceptance costs. Merchants 

commonly offer discounts and other inducements and conduct in-store and external promotions 

to market their co-branded cards. Visa permits merchants to offer discounts for using their co- 

branded card, so long as the discount is not offered or applied at the point of sale. Revenues 

generated from use of such cards is typically shared by the merchant and Issuer. 

74. Given these multiple means of incentivizing customers to use a merchant's preferred 

brand or method of payment, merchants can achieve any legitimate objectives they may have 

without harming consumers and the Visa brand. Nevertheless, few merchants choose to discount. 

The vast majority of merchants charge all customers the same price for a given product or 

service and thereby recover their costs of credit card acceptance on all payment transactions, not 

just credit card transactions. Furthermore, the benefits to merchants of credit card transactions, 

including faster customer throughput, shorter lines, and accurate and efficient record keeping, are 

distributed across all of a merchant's customers regardless of how they pay. 
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75. For example, while discounting provides consumers with an incentive to switch to a 

different form of payment, it does so positively rather than negatively from the consumer's 

perspective. The consumer is presented with a benefit for switching rather than a penalty for 

using â Visa credit card. Consumers are unlikely to react with hostility toward an offered 

discount which means less harm to the Visa brand than surcharging. From Visa's perspective, the 

fact that merchants have alternatives that are less harmful to consumers and to the Visa brand 

makes the No Surcharge Rule a particularly appropriate condition for participation in the Visa 

payment system. 

(v) The No Surcharge Rule does not impact merchant discount fees 

76. In any event, the No Surcharge Rule has nothing to do with fees that Acquirers charge 

merchants for card acceptance. The No Surcharge Rule prohibits merchants from charging 

consumers more than the advertised price for using a Visa credit card; it says nothing to 

Acquirers about the prices they charge merchants and imposes no restrictions or limitation on the 

ability of Acquirers to set their prices independently (nor do I understand the Commissioner to 

be suggesting otherwise). 

77. I understand the Commissioner's allegation to be that if merchants were permitted to 

surcharge or threaten to do so, Visa would reduce default interchange rates. I do not accept this 

to be the case. As indicated above, one of Visa's principal concerns with the abrogation of the 

No Surcharge Rule is the negative impact this would have on Visa cardholders and the potential 

negative effect this would have on Visa network volume (indeed, the Commissioner's point is 

that surcharging would steer consumers away from payment with a Visa credit card). Faced with 

disgruntled cardholders who have seen the value of their Visa credit cards diminished by 
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surcharging, Visa would be even less likely to reduce interchange rates, which would only 

exacerbate the problem. 

78. Further, I understand the Commissioner's (and merchant) principal concerns with respect 

to interchange to be focused on the higher rates associated with premium cards. In Canada, the 

default interchange rate for Infinite cards is only 20 basis points higher than the rate for non- 

Infinite cards. Where a merchant contracts with its Acquirer on a blended merchant discount rate 

basis that is the same for all cards that they accept, there is no difference in their cost of 

accepting an Infinite card. Where, however, a merchant contracts with its Acquirer on an 

"interchange plus" basis, the merchant will pay a merchant discount rate that is 20 basis points 

higher when the cardholder presents an Infinite card. In some other cases, Acquirers will set 

merchant discount fees on a "rewards credit" or "non-rewards credit" basis, with rewards credit 

merchant discount fees up to approximately 100 basis points. 

79. While it is suggested that Visa Canada would reduce its interchange rates if, for example, 

it became apparent that merchants were speciifcally surcharging Visa's premium card products, 

in fact, Visa Canada's response could actually be to raise the interchange rates on its non- 

premium credit card products (or moved to a blended rate), to remove the incentive for 

surcharging Visa's premium card products. 

80. Accordingly, although the merchant discount fee for Infinite transactions can therefore 

range between 0 and 100 basis points more than for non-Infinite transactions, surcharges are 

typically well over 1% and can be as high as 10%. As such, when a merchant is determined to 

surcharge, there is no meaningful interchange rate reduction that Visa could offer to persuade the 

merchant to do otherwise. I am not aware of any instance anywhere in the world where Visa has 
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reduced default interchange in response to actual or threatened surcharging, and I have no reason 

to believe that Visa would do so in Canada. For example, because of regulatory intervention, 

Australia has some of the lowest interchange rates in the world. Despite low interchange rates, 

however, the number of merchants surcharging is increasing, as is the average surcharge amount. 

81. Moreover, as I understand it, the Commissioner's theory is premised on Acquirers 

passing on any reduced interchange in lower merchant discount fees to merchants and fu rther on 

merchants passing on the savings in card acceptance fees to end consumers in the form of lower 

prices. Again, I do not accept that this would be the case. Visa has no control over the prices that 

Acquirers charge merchants and there is no Visa rule or policy mandating that Acquirers 

translate lower interchange rates into lower merchant discount fees. Much will depend on the 

degree of competition in the Canadian acquiring business and the relative bargaining power of 

the merchants involved; large merchants may see reductions in merchant discount fees while 

small and medium-sized merchants may not. With respect to the likelihood that merchants will 

pass on any savings to consumers, there is, for example, no evidence that the substantially 

reduced interchange rates in Australia, mandated by regulation, have resulted in any reductions 

in retail prices. 3  There have also been no visible changes in consumer prices in the U.S. as a 

result of debit interchange regulation enacted in October 2011. 

(vi) Surcharging in other jurisdictions 

82. The Commissioner relies heavily on the abrogation of the No Surcharge Rule in other 

jurisdictions. The fact remains that the inte rnational experience is mixed: surcharging is allowed 

3 See, for example, the 2008 repo rt  of the United States General Accountability Office entitled "Credit 
and Debit Cards: Federal Entities Are Taking Actions to Limit Their Interchange Fees, but Additional 
Revenue Collection Cost Savings May Exist" and a ttached as Exhibit "I" to this witness statement. 
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in some jurisdictions and in others it is not. Moreover, even in jurisdictions where surcharging is 

allowed many of the concenrs I have identiifed have arisen and have caused the authorities in 

those jurisdictions to reassess surcharging. In addition to the UK example already referenced, the 

Reserve Bank of Australia ("RBA"), Australia's central bank, has now commenced a 

consultation to consider changes to its surcharging standards ( first introduced in 2003), including 

potentially capping surcharges, due to evidence of excessive surcharging by merchants and the 

groundswell of negative consumer reaction. The RBA also found that surcharges were noticeably 

higher in circumstances in which consumers had fewer altenratives to credit cards, such as for 

online payments and within the holiday travel industry. 

83. In general, the evidence from count ries that allow surcharging is that merchants who 

surcharge do not reduce prices for consumers who pay with cash or other payment methods, and 

otfen impose surcharges that exceed their cost of accepting Visa transactions. In other words, 

where surcharging is allowed, it becomes a profit centre for merchants, not a mechanism for 

increasing payment system competition. In addition, cardholder fees have gone up as Issuers try 

to replace the revenue lost by lower interchange rates. 

84. It is notewo rthy that while Australia and the U.K. have decided to permit surcharging, 

other jurisdictions have prohibited it. Indeed, the development of Visa's No Surcharge Rule was 

influenced by U.S. legislation. In the U.S., surcharging was prohibited by federal law until 1984, 

when the relev ant legislative provision expired. (The provision had a sunset clause, which was 

renewed twice. The provision lapsed in 1984 even though a bill to extend it passed the House by 

a vote of 355 to 34.). The Senate Repo rt  on the federal bill explained the reasons for the 

prohibition as follows: 
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[P]ermitting unlimited cash discounts and prohibiting surcharges 
allows the competitive free market to operate. Merchants can 
utilize two-tier pricing systems and thereby price cash purchases 
lower than credit purchases, if they choose to do so. But, they 
cannot implement two-tier pricing systems which deceive or 
mislead the consumer. By permitting only cash discounts, the 
Committee intends to assure that consumers will be seeing at least 
the highest possible price they will have to pay when they see a 
tagged or posted price. In other words, consumers cannot be lured 
into an establishment on the basis of "low, rock-bottom price" only 
to ifnd at the cash register that the price will be higher if a credit 
card is used. 

85. The No Surcharge Rule was implemented when the U.S. federal prohibition expired, for 

reasons that included continuing the same protection for cardholders identified in the Senate 

Report. At least ten U.S. states, including many of the largest states, continue to prohibit 

surcharging of credit card transactions by merchants. 

86. In 2010, the US Department of Justice ("US DOJ") resolved with Visa Inc. and 

MasterCard Intenrational a lawsuit it brought against Visa Inc., MasterCard Intenrational and 

American Express in respect of their respective operating rules relating to merchant steering. The 

lawsuit alleged that the rules violated section 1 of the Sherman Act, 15 U.S.C. §1. However, 

despite the fact that price maintenance agreements with anticompetitive effects can violate U.S. 

antitrust law, the US DOJ made no allegations of resale price maintenance. 

87. Following an extensive investigation, although the US DOJ considered suing to seek the 

elimination of surcharging prohibitions, it ultimately limited the relief sought to the abrogation of 

Visa USA's and MasterCard Intenrational's rules that in some cases prohibited merchants from 

offering discounts not made available to the networks' cardholders (notably, rules that Visa does 

not have in Canada). The US DOJ apparently concluded that allowing merchants to offer 

customers discounts or otherwise encouraging them to use other forms of payment was sufifcient 
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to address the US DOJ's concerns and took no action with respect to the No Surcharge Rule.4 

The consent decree is attached hereto as Exhibit "J". 

(vii) Convenience fees are consistent with the rationale for the No Surcharge 
Rule 

88. The Commissioner also relies heavily on the fact that in certain jurisdictions, the VIOR 

provide for "Convenience Fees," defined as a "fee charged by a Merchant for an added 

convenience to the Cardholder" and that Visa considered permitting such fees in Canada (Visa 

does not allow convenience fees in Canada). Simply stated, Visa opposes surcharging because it 

considers that surcharging may reduce volume on the Visa network. By contrast, Visa allows 

convenience fees in the limited circumstances where they are permitted, because it believes 

convenience fees will grow volume on the Visa network. As such, there is no inconsistency 

between the prohibition of surcharging and the limited allowance of convenience fees; both are 

consistent with Visa's overall objective of permitting measures that grow volume on the Visa 

network and prohibiting measures that diminish volume. 

89. Convenience fees are permitted by Visa on altenrate payment channels where merchants 

have not traditionally accepted payment cards. For example, in the United States utilities have 

traditionally accepted payment only by mail. Under Visa's convenience fee rules, however, 

utilities are permitted to impose a flat convenience fee if the customer pays in person at the 

utility's offices or online, so long as the same lfat fee is charged for all payments in the 

alternative channel, and the payment is thus truly for the convenience of paying outside the 

4 The US DOJ notes in its Competitive Impact Statement that, under the terms of the resolution of its 
action, "there is no limitation on the United States' (or the Plaintiff States') ability to investigate and 
bring an antitrust enforcement action in the future concerning any rule of either Visa or MasterCard, 
including any rule either of them may adopt in the future." No such action has been taken to date. A copy 
of the Competitive Impact Statement is a ttached as Exhibit "K" to this witness statement. 
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merchant's no rmal payment channel. As such, the concenrs associated with surcharging are not 

present—convenience fees are permi tted where, but for the fee, the merchant would not permit 

payment by credit card and the rules around convenience fees require both proper notice to 

cardholders and  the availability of an option for cardholders to pay by credit card without 

incurring the convenience fee. For example, in the United States, with the exception of tax 

payment transactions, Acquirers may permit merchants to levy a convenience fee only when the 

fee is: 

Charged for a bona fide convenience in the foim of an altenrative payment channel 

outside the merchant's customary payment channels; 

Disclosed to the cardholder as a charge for the alte rnative payment channel convenience; 

Added only to a non-face-to-face transaction. The requirement for an altenrate payment 

channel means that mail/telephone order and electronic commerce merchants whose 

payment channels are exclusively non-face-to :face may not impose a convenience fee; 

A lfat or fixed amount, regardless of the value of the payment due; 

Applicable to all forms of payment accepted in the alternative payment channel; 

Disclosed before the completion of the transaction and the cardholder is given the 

opportunity to cancel; and 

Included as a part  of the total amount of the transaction. 
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90. Furthermore, convenience fees cannot be charged on recurring transactions and must be 

charged by the merchant that provides the goods or services to the cardholder, not by a third 

party. Although Visa has considered permitting convenience fees in Canada, it has not done so. 

(b) The Honour All Cards Rule 

91. Visa cardholders reasonably expect that their cards will be accepted at all merchants that 

display the Visa system's acceptance logo. Without an assurance of acceptance, the convenience 

of using the credit card is diminished. Core Principle 6.1 of the VIOR provides: 

Visa merchants displaying Visa acceptance marks at payment 
locations agree to accept corresponding Visa-branded products for 
payment. If the customer indicates that he or she wants to pay with 
a Visa product, a merchant must complete and process the Visa 
transaction as defined in the Visa Operating Regulations. 

92. The Honour All Cards Rule, which is Core Principle 6.2 of the VIOR, currently states as 

follows: 

Honor All Cards Properly Presented 

Honoring All Visa Cards 

Visa merchants may not refuse to accept a Visa product that is 
properly presented for payment, for example, on the basis that the 
card is foreign-issued, or co-branded with a competitor's mark. 
Merchants may steer customers to an altenrative method of 
payment, such as providing discounts for cash, but may not do so 
in a confusing manner that denies consumer choice. Merchants 
may decline to accept a Visa product that is not covered by their 
acceptance contract, and may also consider whether present 
circumstances create undue risk. 

Footnote: In the US, Canada, and Australia, merchants may decline 
to accept certain categories of Visa products for domestically 
issued cards. 

93. The Honour All Cards Rule has existed since the creation of Visa in 1976. 
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(i) The Honour All Cards Rule is a pro-consumer rule 

94. By providing for universal acceptance, the Honour All Cards Rule benefits consumers by 

assuring them that their Visa credit cards will be accepted at merchants that display the Visa 

logo, regardless of which financial institution issued the card or what type of card it is or what 

features it offers. Consumers thus avoid investing the time and effo rt  necessary to determine 

whether each merchant at which the consumer shops will accept the consumer's card for 

payment at the checkout counter. 

95. Absent the Honour All Cards Rule, cardholders would suffer in at least three ways. First, 

they would face the prospect that their Visa credit card would be declined due to the type of card 

they hold. Like the No Surcharge Rule, the Honour All Cards Rule prevents merchants from 

engaging in a bait and switch exercise, by adve rtising the Visa logo but then refusing to accept a 

valid Visa credit card. Second, consumers would face the risk of the possible loss of benefits 

associated with many Visa credit cards. Specifically, a consumer holding a Visa rewards card has 

likely paid for that card with the expectation that he or she will receive an enhanced bene fit and 

that the card will be accepted wherever the Visa mark is displayed. If that consumer's Visa credit 

card is not accepted, its value is diminished as the consumer is unable to enjoy the beneifts for 

which he or she paid. Third, like surcharging, allowing merchants to selectively refuse Visa 

credit cards would stymie cardholders' ability to determine the value of a card product when 

deciding whether to enter a contract with the Issuer. In pa rticular, a cardholder cannot determine 

the value of a Visa Infinite card if he or she cannot predict how otfen it will be accepted by 

merchants. 
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(ii) The Honour All Cards Rule does not restrict merchant discount fees 

96. The Honour All Cards Rule does not preclude merchants from providing discounts or 

other incentives if a customer uses a Visa credit card product. Merchants are prohibited only 

from refusing to accept a valid Visa credit card. 

(iii) Merchants remain free to steer customers by other methods 

97. As is the case with the No Surcharge Rule, nothing in the Honour All Cards Rule 

prevents merchants from steering customers to other payment methods through discounting, 

signage, or other methods outlined in paragraph 68 above. 

(iv) The Honour All Cards Rule protects goodwill in the Visa brand 

98. Part of the goodwill in the Visa brand is tied to acceptance of Visa credit cards by any 

merchant displaying the Visa logo. The Honour All Cards Rule, like the No Surcharge Rule, 

prevents merchants from free-riding on the value of the Visa logo, while damaging the brand by 

denying the acceptance that the logo represents. 

99. One of the hallmarks of the Visa brand is its exceptionally broad acceptance worldwide. 

For years Visa ran widespread advertisements with the motto: "Everywhere you want to be." 

Visa Canada's Canadian-registered trademarks include: "IT'S THE ONLY CARD YOU NEED" 

and similar slogans. Because of the Honour All Cards Rule, cardholders know that if they 

present a Visa credit card for payment at a merchant that displays the Visa logo, any Visa credit 

card will be accepted. The consumer can carry only a small amount of cash (or none at all) and 

have confidence that most merchants, and certainly all merchants that display the Visa logo, will 

accept their Visa credit card as payment, regardless of which Issuer and type of card the 

consumer has chosen. 
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(v) The Honour All Cards Rule enhances the efficiency of Visa's product 

100. By allowing a wide variety of banks to issue cards under the Visa brand, the Honour All 

Cards Rule creates a competing card product that the thousands of card-issuing banks could not 

offer individually. The rule likewise enhances the ef ficiency of that product by avoiding the need 

for thousands of card-issuing banks to arrange individually for acceptance at millions of 

merchants. This also permits smaller acquirers like Home Trust to offer their merchant customers 

access to all Visa cardholders despite their relatively modest share of the acquisition market. 

(vi) The Honour All Cards Rule promotes competition 

101. The Honour All Cards Rule promotes competition by preventing merchants from limiting 

card acceptance to the major Canadian banks. It prevents Acquirers from entering into 

agreements to accept only Visa credit cards from ce rtain Issuers. It ensures that a consumer 

holding a card issued by smaller Issuers such as Vancouver Savings Credit Union or Laurentian 

Bank receive the same experience and obtain the same benefit as consumers holding cards issued 

by Canada's largest financial institutions. The rule therefore facilitates competition by smaller 

financial institutions, and exp ands the Visa network to a broader range of Issuers and their 

cardholders. 

102. Moreover, the experience in other jurisdictions provides no assistance to the 

Commissioner in respect of the Honour All Cards Rule, as no jurisdiction in the world has 

abrogated the Honour All Cards Rule as it relates to credit cards alone. 

103. As outlined above in respect of the No Surcharge Rule, there is no reason to believe that 

Visa would lower default interchange rates in response to merchants selectively accepting ce rtain 

Visa credit cards or threatening to do so. One option open to Visa would simply be to raise the 
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interchange rates of its non-premium cards, rather than to lower those of its premium cards. If 

Inifnite cardholders faced the prospect that their cards would only be accepted selectively, the 

need to demonstrate to such cardholders the value of the Infinite card would only increase, not 

diminish. Lowering interchange would likely result in higher cardholder fees and fewer benefits 

associated with the Infinite card. It is, to say the least, a difficult marketing proposition to 

existing and prospective Infinite cardholders that their Infinite card may be rejected by some 

merchants, but will cost them more and confer fewer benefits. Of particular note here is that the 

Inifnite card was introduced principally to compete against American Express in the high- 

spending cardholder segment. Because American Express is not a party to this proceeding, if the 

Commissioner is successful, American Express cards will not be subject to surcharge or selective 

acceptance. Faced with the prospect of surcharges and diminished acceptance of their Infinite 

cards, it is reasonable to assume that many Infinite cardholders would switch to American 

Express rather than forgo the rewards and benefits associated with a premium credit card. 

Merchants would will then have to choose either to accept American Express and incur 

substantially higher card acceptance fees or altenratively not to accept American Express and 

risk losing high-value customers. 

WILLIAM SHEL/T^Y 

April 10, 2012 
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FREQUENTLY ASKED QUESTIONS

[ New Search ]

QUESTION:

I've heard about the credit card interchange fee in the media. What is it?

ANSWER:

When you, the consumer, use your Visa or MasterCard credit card to pay for goods or 

services, you don't pay a fee for the transaction. However

the merchant (retailer, restaurant, etc�) pays a fee to process the purchase

transaction called the merchant fee (or merchant discount rate) to its payment

processor, which may be the merchant's bank or a third party hired to process the 

credit card transaction, and

•

the payment processor pays a fee called the interchange fee to the credit card 

issuer, called the issuing bank.

•

Merchant fee

The merchant who accepts the credit card payment pays a fee to the payment processor to 

process the transaction and deposit the money into its bank account. This fee is called the

merchant fee or merchant discount rate and is usually a percentage of the purchase 

amount.

This fee is a cost to the merchant for having the right or ability to accept credit cards as a 

method of payment. In return for paying this fee, the merchant is guaranteed payment, 

avoids costs related to handling cash, and receives other benefits, as well.

Interchange fee

The payment processor pays the interchange fee to the bank that issued the credit card. 

Interchange fees are also calculated as a percentage of the transaction's purchase price.

Visa and MasterCard set the interchange fee rate but do not receive any revenue from 

interchange fees. Interchange rates vary by type of card, type of transaction and type of 

merchant.

The bank that issues the credit card receives the interchange fees as an incentive to issue 

credit cards and carry the credit cardholder's credit risk, and to pay for things such as 

customer rewards, benefits and fraud protection.

In the following example, a consumer purchases $100 worth of goods with a credit card.

Financial Consumer Agency of Canada
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Step 1: Merchant pays fee to the 
payment processor 

Step 2: Payment processorpays interchan2e 
fee to issuing bank 

Merchant fee (2%): 

$2 
I 

Interchange fee (1 S 41o): $1 S0 
i 

a 
i 

i 
--- 

t i 
v ^ 

i 

Merchant Payment 

processor 

~ ïVi,saor Issuirig 

b ank MasterCard 

netwark 
_ -  

C onsumex 

Note:

The merchant fee (2%) and interchange fee (1.5%) are examples only.

Other facts:

Unlike Visa and MasterCard, American Express (AMEX) performs all the functions necessary 

to complete the transaction, from issuing credit cards to signing up merchants. This means 

that AMEX charges the merchant directly and does not have an interchange fee when 

processing credit card transactions.

RESOURCE(S):

MasterCard Canada � Interchange Fee •

Visa Canada - Interchange Fee •

CLASSIFICATION OF THIS FAQ:

Category Sub-category

Credit cards Fees

RELATED QUESTION(S):

When can my financial institution add new fees, or increase existing fees?

Date Modified: 2011-05-18
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Visa International Operating
Regulations

Visa International Operating Regulations 

Visa International Operating Regulations
Visa International Operating Regulations 

Visa International Operating Regulations

Visa International Operating Regulations 

AP Regional Operating Regulations

Canada Regional Operating Regulations

CEMEA Regional Operating Regulations
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U.S. Regional Operating Regulations

Visa
Europe Operating Regulations. 

Visa International Operating Regulations Visa Europe
Operating Regulations.

Visa International Operating Regulations 

Core Principle 1: Visa Operating Regulations Governance 
Visa International Operating Regulations, 

Core Principle 2: Visa System Participation 
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Core Principle 3: The Visa License -

Core Principle 4: The Visa Brand - 

Core Principle 5: Visa Products and Services  - 

Core Principle 6: Visa Payment Acceptance

Core Principle 7: Transaction Processing 

Core Principle 8: Risk Management 

Core Principle 9: Dispute Resolution - 

Core Principle 10: Pricing, Fees and Interchange - 

Exhibits - 

Maximum Authorized Floor Limits - 

Defined Terms - Visa International Operating Regulations 
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Visa International Operating Regulations
Visa International Operating Regulations

Visa International Operating Regulations

Visa International Certificate of Incorporation and Bylaws

Visa U.S.A. Inc. Certificate of Incorporation and Bylaws

Interlink Network, Inc. Bylaws and Operating Regulations

Visa Cash Program Operating Regulations

Plus System, Inc. Bylaws and Operating Regulations

Visa Product Brand Standards

Visa International Operating
Regulations

"Visa International Operating Regulations" Visa International Operating
Regulations
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Visa International Certificate of Incorporation and Bylaws

Visa U.S.A. Inc. Certificate of Incorporation and Bylaws Visa Canada Operating
Regulations Visa Worldwide Supplementary Operating Regulations (for Asia-Pacific) 

Visa Canada Operating Regulations.

Visa
International Operating Regulations
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International Operating Regulations
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Regulations
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the U.S. Region.)

           712 
PUBLIC 



           713 
PUBLIC 



           714 
PUBLIC 



 (This only applies in the U.S. Region.)

           715 
PUBLIC 



           716 
PUBLIC 



           717 
PUBLIC 



 (This only applies in the U.S. Region.)
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Visa Acquirer Risk Management Guide

Visa International Operating Regulations
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Visa LAC Fee Guide .

Visa International Operating Regulations

Visa International
Operating Regulations
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Visa Debt Repayment Program Guide

Visa Debt Repayment Program Guide

Visa Debt Repayment Program Guide
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 Visa Debt
Repayment Program Guide.

Visa Debt Repayment Program Guide
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Visa Tax
Payment Program Guide.
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Visa International Operating Regulations.
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Visa Healthcare Auto-Substantiation Transactions Retrieval of SIGIS Receipt Detail
Implementation Guide
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Visa Healthcare Auto-Substantiation Transactions Service Description and Implementation
Guide
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 Visa U.S.A. Fee Guide
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Merchant Data Standards Manual

Visa International Operating Regulations
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International Automated Referral
Service (IARS) User's Guide
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Visa U.S.A. Fee Guide
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Visa International Operating Regulations
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International
Automated Referral Service (IARS) User's Guide
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 (This only applies
in the U.S. Region.)

Visa Interchange Directory
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Visa U.S.A. Fee Guide
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 (This only applies in the U.S. Region.)
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Visa International Operating Regulations
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Visa International
Operating Regulations
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Canadian National Net Settlement Policies and Procedures Guide.
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Canadian National
Net Settlement Policies and Procedures Guide Canadian National
Net Settlement Policies and Procedures Guide
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Canadian National Net Settlement Policies and Procedures
Guide,
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Visa International Operating Regulations 
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Visa International
Operating Regulations, Visa Money Transfer (VMT) Global Implementation Guide, Original
Credits Member Requirements
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Visa International
Operating Regulations Visa Money Transfer (VMT) Global Implementation Guide Original
Credits Member Requirements.

.

Visa Money Transfer (VMT) Global Implementation Guide,

Visa Money
Transfer (VMT) Implementation Guide
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U.S. Interchange Reimbursement Fee Rate Qualification Guide
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Global Visa Acquirer Fraud Control Manual Global Visa Issuer Fraud Control
Manual What To Do If Compromised,

 (This only
applies in the U.S. Region.)
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Visa International Operating
Regulations
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Visa International Operating
Regulations

Visa Global Physical Security Validation Requirements for Data Preparation,
Encryption Support and Fulfillment Card Vendors.

Visa Global Physical Security Validation Requirements for Data Preparation, Encryption Support and
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Account Information Security (AIS) Program Guide
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Exhibit AP – 1 PCI DSS Implementation Plan Report

Visa Canada Account Information Security Program Guide

Visa Account
Information Security (AIS) Program Guide

Visa International
Operating Regulations
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Visa International Operating Regulations
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Visa International Operating Regulations,

Account Information Security (AIS) Program Guide.

Visa Asia Pacific Fee Guide

           824 
PUBLIC 



Account Information Security
(AIS) Program Guide.
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Visa U.S.A. Inc. Certificate of
Incorporation and Bylaws Visa International Certificate of Incorporation and
Bylaws
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Visa Acquirer Risk Program Standards
Guide
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Acquirer Risk Program Standards Guide.
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Anti-Money Laundering/Anti-Terrorist Financing Compliance Questionnaire/
Certification
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Anti-Money Laundering/Anti-Terrorist
Financing Compliance Questionnaire/Certification 
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Visa International Operating Regulations
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Visa International
Operating Regulations

Visa International Operating
Regulations

           835 
PUBLIC 



Visa Asia Pacific
Fee Guide

 Visa International Operating Regulations
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Visa LAC Fee Guide
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Visa Global Merchant
Chargeback Monitoring Program (GMCMP) Program Guide.
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Data Standards Manual
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Visa International Operating Regulations
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Merchant Fraud Performance Program - Program Guide.

Merchant Fraud Performance Program - Program Guide.

Merchant Fraud
Performance Program - Program Guide
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Visa Acquirer Performance Monitoring Program
Guide - Asia Pacific and Central Europe, Middle East, and Africa.

Visa Acquirer Performance Monitoring Guide - Asia Pacific and Central Europe, Middle East, and
Africa

Visa International Operating Regulations
Visa Asia Pacific Merchant Fraud Performance Program Guide.

Domestic Merchant Fraud Performance User's
Manual (Canada)
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Visa International Operating
Regulations
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 Visa International Operating Regulations 
Visa Global Acquirer Risk Standards
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Visa LAC Fee Guide
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Visa International
Operating Regulations

           866 
PUBLIC 



Visa U.S.A. Fee Guide.

Visa U.S.A. High
Risk Merchant Registration and Certification 

           867 
PUBLIC 



Visa International
Operating Regulations

Visa U.S.A. Fee Guide
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Visa Global Brand Protection
Program Guide for Acquirers

Visa International Operating Regulations
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Visa International Operating
Regulations Visa Global Brand Protection Program Guide for
Acquirers Visa Global Acquirer Risk Standards

 (This only applies in the U.S. Region.)

 (This only applies in the
Canada Region.)
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Visa
International Operating Regulations 
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Visa International
Operating Regulations
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Fraud Reporting System (FRS) User's
Guide

           875 
PUBLIC 



Fraud Reporting System (FRS) User's Guide

Fraud Reporting System (FRS) User's Guide
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CoFAS Procedures for Reporting Credit Skimming
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Card Recovery Bulletin Service (CRB) User's Guide.)
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Visa International Operating Regulations

           885 
PUBLIC 



Visa International Operating Regulations
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 (This only applies
in the Asia Pacific Region.)
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Payment Card Industry Data Security Standard

PIN Security Program Guide
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Global Compromised Account Recovery (GCAR) Guide

Payment Card Industry Data Security Standard
PIN Security Program Guide 
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Visa Global
Compromised Account Recovery (GCAR) Guide

           897 
PUBLIC 



           898 
PUBLIC 



Visa International Operating Regulations
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Visa International Operating Regulations
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Visa
U.S.A. Fee Guide

           902 
PUBLIC 



           903 
PUBLIC 



Visa
U.S.A. Fee Guide
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Visa U.S.A. Fee Guide,

Visa U.S.A. Fee Guide.
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PCI PIN Security Requirements 

PCI PIN Security Requirements

PCI PIN Security Requirements
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Payment Technology Standards Manual.

Visa International Operating Regulations.
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Visa International Operating Regulations

Issuer PCI PIN Security Requirements
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Payment Technology
Standards Manual.

Payment Technology
Standards Manual

Card Verification Value Specifications Guide Payment Technology
Standards Manual.
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Visa U.S.A. Contactless Payment Program Technical
Implementation Guid

Card Verification Value Specifications Guide

Payment Technology Standards Manual

Visa Product Brand Standards
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Payment Technology Standards Manual
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Visa Asia Pacific Fee Guide

PCI PIN Security Requirements,
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” Visa Merchant Trace System Participation
Requirements

Visa Merchant Trace System Service Participation
Requirements

Visa Merchant Trace System Participation
Requirements

Visa Merchant Trace System Service Participation
Requirements

Visa Merchant Trace System Participation
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 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America & Caribbean Region.)
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 (This only applies in the Latin America & Caribbean Region.)
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 (This only applies in the Latin America & Caribbean Region.)
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(This only applies in the U.S. Region.)

 (This only applies in the Canada Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Latin America &
Caribbean Region.)

 (This only applies in the Latin America &
Caribbean Region.)

 (This only applies in the Latin
America & Caribbean Region.)

 (This only
applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the
Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)
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PUBLIC 



 (This only applies in the U.S. Region.)

Visa Healthcare Auto-Substantiation Transactions
Retrieval of SIGIS Receipt Detail Implementation Guide

 (This only applies in the U.S. Region.)

 (This only
applies in the Latin America & Caribbean Region.)
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 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

(This only applies in the U.S. Region.)
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 (This only applies in the U.S. Region.)
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 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

(This only applies in the U.S. Region.)
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PUBLIC 



Visa Europe Operating Regulations

Visa Europe Operating Regulations
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PUBLIC 



 (This only applies in the U.S.
Region.)

 (This only applies in the
U.S. Region.)

 (This only applies in the U.S.
Region.)
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PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)
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PUBLIC 
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PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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only applies in the Latin America & Caribbean Region.)

           948 
PUBLIC 



 (This only applies in the Latin America & Caribbean Region.)
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PUBLIC 



 (This only applies in the Canada
Region.)
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 (This only applies in the U.S. Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin
America & Caribbean Region.)

(This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America &
Caribbean Region.)
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PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only
applies in the U.S. Region.)
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 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America &
Caribbean Region.) 

 (This only applies in the Latin America & Caribbean Region.)

(This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America
& Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)
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PUBLIC 



 (This only
applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

(This only applies in the U.S. Region.)

           954 
PUBLIC 



 (This only applies in the Canada Region., This only applies in
the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region., This only
applies in the Canada Region.)

 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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 (This only
applies in Visa Europe.)

 (This only applies
in the U.S. Region.)

(This only applies in the U.S. Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

(This only applies in the U.S. Region.)

 (This only applies in the
Canada Region., This only applies in the U.S. Region.)

(This only applies in the Canada Region., This only applies in the U.S. Region.)
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 (This only
applies in the Canada Region., This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region., This only applies in the Canada Region.)

           957 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region., This only applies in
the Canada Region.)

 (This only applies in Visa Europe.)

 (This only applies in the Latin America & Caribbean Region.)
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 (This only applies in the U.S. Region.) 

 (This only applies in the U.S. Region.)
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 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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 (This only applies in the U.S. Region.)
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 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the
Latin America & Caribbean Region.)
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 (This only applies in the U.S. Region.)
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PUBLIC 
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Visa International Operating Regulations

 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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Plus System Inc. Operating
Regulations

 (This only applies in Visa Europe.)
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 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in Visa Europe.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in Visa Europe.)
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 (This only applies in the Latin America & Caribbean Region.)

           970 
PUBLIC 



           971 
PUBLIC 



           972 
PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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only applies in the Latin America & Caribbean Region.)
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PUBLIC 
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PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the
U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America
& Caribbean Region.)
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 (This only applies
in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the
U.S. Region.)

 (This only applies
in the U.S. Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)  (This
only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the
U.S. Region.)

(This only applies in the U.S. Region.)
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Certification of Authorization Representment Amount for Public and
Private Hospitals (This only applies in the Latin America & Caribbean Region.)
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 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S. Region.)

(This provision
does not apply to Transactions involving Issuers and Acquirers in Visa Europe.)
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 (This only applies in the U.S. Region.)
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PUBLIC 



 (This only applies in
the Latin America & Caribbean Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies
in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)
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 (This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in
the U.S. Region.)

 (This only applies
in the U.S. Region.)

(This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

(This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)
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 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in Visa Europe.)
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PUBLIC 



(This provision does
not apply to Transactions involving Issuers and Acquirers in Visa Europe.)

 (This only applies in the
U.S. Region.)

           986 
PUBLIC 



(This provision does
not apply to Transactions involving Issuers and Acquirers in Visa Europe.)

,
 (This only applies in the U.S.

Region.)
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 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America & Caribbean Region.)
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PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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 (This only applies in
the Latin America & Caribbean Region.)

 (This only applies in the U.S. Region.)
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 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S.
Region.)
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 (This only applies in
the U.S. Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies
in the U.S. Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in
the Asia Pacific Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           993 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.) 

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)
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 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)  (This only applies in the
U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)
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 (This only applies in the U.S. Region.)

 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)
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 (This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin
America & Caribbean Region.)

           997 
PUBLIC 



 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Canada Region.)

 (This only applies
in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

(This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           998 
PUBLIC 



 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

(This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           999 
PUBLIC 



 (This only applies in
the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America & Caribbean Region.)

           1000 
PUBLIC 



 (This only applies in Visa Europe.)

           1001 
PUBLIC 



(This only applies in the Latin America & Caribbean Region.)

           1002 
PUBLIC 



(This only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           1003 
PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

           1004 
PUBLIC 



 (This only
applies in the U.S. Region.)

           1005 
PUBLIC 



 (This only applies in Visa Europe.)

 (This only applies in Visa Europe.)

 (This only applies in Visa Europe.)

           1006 
PUBLIC 



           1007 
PUBLIC 



           1008 
PUBLIC 



 (This only applies in the
Asia Pacific Region.)

 (This only applies in the Canada Region.)

 (This only applies in the Canada
Region.)

 (This only
applies in the Asia Pacific Region.)

           1009 
PUBLIC 



           1010 
PUBLIC 



(This only applies in the U.S. Region.)

           1011 
PUBLIC 



 (This only applies in the Canada Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

           1012 
PUBLIC 



 (This only
applies in Visa Europe.)

           1013 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the
U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the
U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Canada Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

           1014 
PUBLIC 



 (This
only applies in the Latin America & Caribbean Region.)

(This only applies in the U.S. Region.)

           1015 
PUBLIC 



 (This only applies in Visa Europe.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in Visa
Europe.)

 (This only applies in the U.S. Region.)

           1016 
PUBLIC 



 (This only applies in the U.S.
Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           1017 
PUBLIC 



 (This only applies in the Canada Region.)

           1018 
PUBLIC 



 (This only applies in the Canada Region.)

 (This only applies in the Canada Region.)

 (This only applies in the Canada
Region.)

 (This only applies in the
U.S. Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S. Region.)

           1019 
PUBLIC 



           1020 
PUBLIC 



(This only applies in the Asia Pacific Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           1021 
PUBLIC 



 (This only applies in the U.S. Region.) 

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.) 

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

           1022 
PUBLIC 



 (This only applies in Visa Europe.)

 (This only applies in the Latin America & Caribbean Region.)

           1023 
PUBLIC 



 (This only applies in Visa Europe.)

 (This only applies in the Latin America & Caribbean Region.)

           1024 
PUBLIC 



 (This only applies
in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.) 

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America & Caribbean Region.)

           1025 
PUBLIC 



           1026 
PUBLIC 



           1027 
PUBLIC 



 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

           1028 
PUBLIC 



 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S. Region.)

           1029 
PUBLIC 



           1030 
PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

           1031 
PUBLIC 



 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S.
Region.)

 (This only applies
in the U.S. Region.)

 (This only applies in the Asia Pacific Region.)

           1032 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America &
Caribbean Region.)

 (This only applies in the Latin
America & Caribbean Region.)

 (This only applies in the Asia Pacific Region.)

 (This only
applies in the Asia Pacific Region.)

 (This only applies in the Asia Pacific Region.)

(This only applies in the Asia Pacific Region.)

 (This only applies in the Asia Pacific Region.)

           1033 
PUBLIC 



 (This only applies in the CEMEA Region.)

(This only applies in the CEMEA Region.)

 (This only applies in the CEMEA Region.)

 (This only applies in the Canada Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the
U.S. Region.)

 (This only applies in the
U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This
only applies in the U.S. Region.)

           1034 
PUBLIC 



 (This only applies in the U.S.
Region.)

(This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

(This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

           1035 
PUBLIC 



 (This only applies in the U.S.
Region.)

(This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

           1036 
PUBLIC 



 (This only applies in Visa Europe.)

 (This only applies in the Latin America & Caribbean Region.)

           1037 
PUBLIC 



Transaction Receipt Fulfillment Documents - Data
Requirements

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the CEMEA Region.)

           1038 
PUBLIC 



 (This only applies in the
CEMEA Region.)

           1039 
PUBLIC 



 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the CEMEA Region.)

 (This only applies in the U.S.
Region.)

 (This only
applies in the U.S. Region.)

 (This
only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

           1040 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in
the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Latin
America & Caribbean Region.)

 (This only applies in the Latin America &
Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only
applies in the Latin America & Caribbean Region.)

(This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin
America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This only applies in the Latin America & Caribbean
Region.)

           1041 
PUBLIC 



 (This only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

(This only applies in the Latin America & Caribbean Region.)

           1042 
PUBLIC 



 (This only applies in the U.S.
Region.)

(This only applies in the U.S. Region.)

           1043 
PUBLIC 



 (This
only applies in the Canada Region.)

 (This
only applies in the Canada Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the Latin America & Caribbean Region.)

           1044 
PUBLIC 



           1045 
PUBLIC 



 (This only applies
in Visa Europe.)

(This only applies in the U.S. Region.)

           1046 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the
U.S. Region.)

           1047 
PUBLIC 



           1048 
PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

           1049 
PUBLIC 



           1050 
PUBLIC 



 (This only applies in the Latin America & Caribbean Region.)

           1051 
PUBLIC 



 (This only applies in the
Canada Region.)

 (This only applies in the
Latin America & Caribbean Region.)

           1052 
PUBLIC 



           1053 
PUBLIC 



 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the Asia
Pacific Region.)

 (This
only applies in the Asia Pacific Region.)

 (This only applies in the Asia Pacific
Region.)

           1054 
PUBLIC 



 (This only applies in the Asia Pacific Region.)

 (This only applies in the Asia Pacific Region.)

 (This only applies in the Asia Pacific
Region.)

(This only applies in the Asia Pacific Region.)

 (This only applies in the Asia
Pacific Region.)

           1055 
PUBLIC 



 (This only applies in the Asia Pacific Region.) 

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S.
Region.)

           1056 
PUBLIC 



 (This only applies
in the U.S. Region.)

 (This only applies in the Canada
Region.)

 (This only applies in the Canada
Region.)

 (This only applies in the Canada Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This
only applies in the Latin America & Caribbean Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           1057 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

 (This only applies in the Asia
Pacific Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

 (This only applies in the U.S.
Region.)

           1058 
PUBLIC 



 (This only
applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           1059 
PUBLIC 



           1060 
PUBLIC 



           1061 
PUBLIC 



           1062 
PUBLIC 



           1063 
PUBLIC 



           1064 
PUBLIC 



           1065 
PUBLIC 



 (This only applies in the U.S. Region.)

           1066 
PUBLIC 



Visa International Operating
Regulations

           1067 
PUBLIC 



Visa International Operating Regulations

Visa International Operating Regulations

Visa International Operating Regulations

           1068 
PUBLIC 



           1069 
PUBLIC 



PIN Security Program Guide

Visa
International Operating Regulations,

.

Visa International
Operating Regulations

           1070 
PUBLIC 



 (This only applies in the U.S. Region.)

           1071 
PUBLIC 



 (This only applies in the U.S.
Region.)

           1072 
PUBLIC 



 (This only applies in the U.S. Region.)

           1073 
PUBLIC 



 (This only applies in the U.S. Region.)

 (This only applies in the U.S. Region.)

           1074 
PUBLIC 



           1075 
PUBLIC 



           1076 
PUBLIC 



           1077 
PUBLIC 



Visa International
Operating Regulations

           1078 
PUBLIC 



 (This only applies in the U.S. Region.)

           1079 
PUBLIC 



Visa
International Operating Regulations

           1080 
PUBLIC 



Visa International Operating Regulations

Visa International Operating Regulation

           1081 
PUBLIC 



Visa International Operating Regulations

           1082 
PUBLIC 



           1083 
PUBLIC 



           1084 
PUBLIC 



           1085 
PUBLIC 



           1086 
PUBLIC 



           1087 
PUBLIC 



 (This only applies in the U.S. Region.)

           1088 
PUBLIC 



           1089 
PUBLIC 



Visa
International Operating Regulations

           1090 
PUBLIC 



Visa International Operating Regulations

           1091 
PUBLIC 



Visa International Operating
Regulations

Visa
International Operating Regulations

           1092 
PUBLIC 



           1093 
PUBLIC 



           1094 
PUBLIC 



Visa International Operating Regulations Visa Europe Operating Regulations

           1095 
PUBLIC 



           1096 
PUBLIC 



           1097 
PUBLIC 



           1098 
PUBLIC 



Visa International Operating Regulations 

           1099 
PUBLIC 



Visa International Operating Regulations

Original Credits Member Requirements

U.S. Interchange Reimbursement Fee Rate Qualification Guide

Visa Money Transfer (VMT) Global Implementation Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide

 Visa International
Operating Regulations U.S. Interchange Reimbursement Fee Rate Qualification Guide

           1100 
PUBLIC 



Visa U.S.A.
Interchange Reimbursement Fees.

           1101 
PUBLIC 



           1102 
PUBLIC 



           1103 
PUBLIC 



           1104 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification Guide

Visa International Operating Regulations

U.S. Interchange Reimbursement Fee Rate Qualification
Guide

           1105 
PUBLIC 



           1106 
PUBLIC 



           1107 
PUBLIC 



           1108 
PUBLIC 



           1109 
PUBLIC 



           1110 
PUBLIC 



U.S. Interchange
Reimbursement Fee Rate Qualification Guide 

           1111 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification Guide

           1112 
PUBLIC 



           1113 
PUBLIC 



           1114 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate
Qualification Guide,

U.S. Interchange Reimbursement Fee Rate Qualification
Guide

           1115 
PUBLIC 



           1116 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification Guide

           1117 
PUBLIC 



           1118 
PUBLIC 



           1119 
PUBLIC 



U.S. Interchange Reimbursement
Fee Rate Qualification Guide Visa Utility Interchange Reimbursement Fee Program Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide Visa Utility Interchange
Reimbursement Fee Program Guide

Visa Utility
Interchange Reimbursement Fee Program Guide

           1120 
PUBLIC 



Visa Debt Repayment Program Guide U.S.
Interchange Reimbursement Fee Rate Qualification Guide

Visa Debt Repayment Program Guide

Visa Tax Payment Program Guide U.S. Interchange Reimbursement Fee
Rate Qualification Guide

Visa Tax
Payment Program Guide

           1121 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate
Qualification Guide Visa Purchasing Card Large Ticket Program Implementation Guide

Visa Government-to-Government (G2G) Program Guide.

           1122 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification
Guide.

U.S. Interchange Reimbursement Fee Rate Qualification Guide

           1123 
PUBLIC 



Visa U.S.A. Interchange Reimbursement Fees,

Visa U.S.A. Interchange
Reimbursement Fees

           1124 
PUBLIC 



           1125 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification Guide 

           1126 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification Guide

           1127 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification Guide.

U.S. Interchange Reimbursement Fee Rate Qualification Guide

U.S. Interchange
Reimbursement Fee Rate Qualification Guide

           1128 
PUBLIC 



U.S.
Interchange Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide

Visa Merchant Data Standards Manual

U.S. Interchange
Reimbursement Fee Rate Qualification Guide Visa Utility Interchange Reimbursement Fee
Program Guide

           1129 
PUBLIC 



U.S. Interchange Reimbursement
Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification
Guide

U.S. Interchange
Reimbursement Fee Rate Qualification Guide

           1130 
PUBLIC 



U.S.
Interchange Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement
Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate
Qualification Guide

U.S. Interchange
Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement
Fee Rate Qualification Guide

           1131 
PUBLIC 



U.S.
Interchange Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate
Qualification Guide

U.S.
Interchange Reimbursement Fee Rate Qualification Guide

Visa Merchant Data
Standards Manual

Visa Purchasing
Card Large Ticket Program Implementation Guide

           1132 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate
Qualification Guide Visa Purchasing Card Large Ticket Program Implementation Guide

           1133 
PUBLIC 



           1134 
PUBLIC 



           1135 
PUBLIC 



           1136 
PUBLIC 



           1137 
PUBLIC 



           1138 
PUBLIC 



           1139 
PUBLIC 



           1140 
PUBLIC 



           1141 
PUBLIC 



Visa U.S.A. Inc.
Certificate of Incorporation and Bylaws

           1142 
PUBLIC 



           1143 
PUBLIC 



           1144 
PUBLIC 



           1145 
PUBLIC 



3-D Secure Protocol Specification Core Functions

3-D Secure Functional Requirements Access Control Server

3-D Secure Functional Requirements Merchant Server Plug-in

3-D Secure Security Requirements Enrollment and Access Control Servers

3-D Secure U.S. Region Supplemental Functional Requirements Access
Control Servers

           1146 
PUBLIC 



 3-D Secure Issuer Implementation Guide.

           1147 
PUBLIC 



           1148 
PUBLIC 



           1149 
PUBLIC 



           1150 
PUBLIC 



           1151 
PUBLIC 



           1152 
PUBLIC 



           1153 
PUBLIC 



           1154 
PUBLIC 



Federal Bank Holding Company Act of 1956

           1155 
PUBLIC 



           1156 
PUBLIC 



           1157 
PUBLIC 



           1158 
PUBLIC 



Visa International Operating Regulations

           1159 
PUBLIC 



Visa U.S.A. Inc. Certificate of Incorporation and Bylaws,

           1160 
PUBLIC 



           1161 
PUBLIC 



3-D Secure
Issuer Implementation Guide.

Verified by Visa Issuer Implementation Guide.

           1162 
PUBLIC 



           1163 
PUBLIC 



           1164 
PUBLIC 



           1165 
PUBLIC 



Visa International Operating Regulations 

Visa
U.S.A. Inc. Certificate of Incorporation and Bylaws,

           1166 
PUBLIC 



           1167 
PUBLIC 



           1168 
PUBLIC 



           1169 
PUBLIC 



Visa International Operating Regulations

Visa International
Operating Regulations

           1170 
PUBLIC 



           1171 
PUBLIC 



           1172 
PUBLIC 



           1173 
PUBLIC 



           1174 
PUBLIC 



Payment Technology Standards Manual

Payment
Technology Standards Manual

           1175 
PUBLIC 



           1176 
PUBLIC 



Visa Incentive Network Member
Implementation Guide

Visa International Operating Regulations

           1177 
PUBLIC 



           1178 
PUBLIC 



           1179 
PUBLIC 



           1180 
PUBLIC 



           1181 
PUBLIC 



           1182 
PUBLIC 
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PUBLIC 



           1184 
PUBLIC 



           1185 
PUBLIC 



           1186 
PUBLIC 



Visa
International Operating Regulations

           1187 
PUBLIC 



           1188 
PUBLIC 



           1189 
PUBLIC 



           1190 
PUBLIC 



           1191 
PUBLIC 



           1192 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification
Guide

U.S. Interchange
Reimbursement Fee Rate Qualification Guide

U.S. Interchange
Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide

           1193 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate Qualification
Guide

U.S. Interchange Reimbursement Fee Rate
Qualification Guide

           1194 
PUBLIC 



U.S. Interchange
Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate
Qualification Guide.

U.S. Interchange Reimbursement Fee Rate Qualification Guide

U.S.
Interchange Reimbursement Fee Rate Qualification Guide.

           1195 
PUBLIC 



U.S. Interchange
Reimbursement Fee Rate Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification Guide.

           1196 
PUBLIC 



U.S. Interchange Reimbursement Fee Rate
Qualification Guide

U.S. Interchange Reimbursement Fee Rate Qualification
Guide.

           1197 
PUBLIC 



           1198 
PUBLIC 



           1199 
PUBLIC 



           1200 
PUBLIC 



Visa Debt
Repayment Program Guide.

           1201 
PUBLIC 



           1202 
PUBLIC 



           1203 
PUBLIC 



           1204 
PUBLIC 



Visa Multinational Program Guide.

           1205 
PUBLIC 



           1206 
PUBLIC 



           1207 
PUBLIC 



           1208 
PUBLIC 



           1209 
PUBLIC 



           1210 
PUBLIC 



EMV Integrated Circuit Card Specifications for Payment Systems

EMV Integrated
Circuit Card Specifications for Payment Systems

           1211 
PUBLIC 



           1212 
PUBLIC 



           1213 
PUBLIC 



Visa International Operating
Regulations

           1214 
PUBLIC 



 (This only applies in the U.S. Region.)

           1215 
PUBLIC 



Visa International
Operating Regulations Visa International Certificate of Incorporation and Bylaws

           1216 
PUBLIC 



Visa International Operating
Regulations

           1217 
PUBLIC 



           1218 
PUBLIC 



           1219 
PUBLIC 



Visa Global Brand Protection
Program Guide for Acquirers

Visa Global Brand Protection
Program Guide for Acquirers

           1220 
PUBLIC 



           1221 
PUBLIC 



Visa International Certificate of Incorporation and Bylaws,

           1222 
PUBLIC 



           1223 
PUBLIC 



           1224 
PUBLIC 



           1225 
PUBLIC 



Visa International
Operating Regulations

           1226 
PUBLIC 



           1227 
PUBLIC 



           1228 
PUBLIC 



           1229 
PUBLIC 



Visa International Operating Regulations

           1230 
PUBLIC 



Visa
International Operating Regulations 

           1231 
PUBLIC 



Visa International Operating Regulations Visa Europe
Operating Regulations

Interlink Network, Inc. Bylaws and Operating Regulations Visa International Operating
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1 EXECUTIVE SUMMARY 

1.1 The growth of online trade has brought many benefits. Retailers are able 
to reach a much wider audience to sell their products and consumers 
have access to a wider range of retailers.  

1.2 However, online trade also creates some new concerns. One issue that 
has become increasingly prevalent is that some retailers are adding extra 
fees (or surcharges) to the price of a purchase based on a consumer's 
choice of payment mechanism, such as a debit or credit card. In effect, 
consumers are 'paying to pay'. These 'payment surcharges' are more 
common when making online transactions, where consumers are unable 
to pay by cash or cheque, than they are for face-to-face transactions.  

1.3 Payment surcharges are particularly common in the airline sector – but 
are also imposed by some retailers in other sectors, including rail, ferries, 
taxis, event tickets, cinemas, car dealerships and hotels.  

1.4 The amount that consumers spend on payment surcharges is high. For 
example, we estimate that UK consumers spent around £300 million1 on 
payment surcharges in 20102 in the airline sector alone  

1.5 The evidence provided by Which? indicates that consumers strongly 
object to 'paying for paying' – this is supported by the OFT's own 
consumer research conducted in 2010, which found that 87 per cent of 
consumers objected to extra charges for credit cards and 91 per cent 
objected to extra charges for debit cards.3  

                                      

1 Based on per journey surcharges and UK passenger numbers of 10 airlines operating in the UK  

2 UK airlines total operating revenue 2009 was £17.8bn (CAA data).  

3 See OFT 2010 'Advertising of Prices Market Study www.oft.gov.uk/OFTwork/markets-
work/completed/advertising-prices/ 
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The super-complaint 

1.6 On 30 March 2011, Which? submitted a super-complaint to the OFT 
about retailers in passenger transport markets imposing surcharges on 
consumers for paying by debit or credit cards where consumers have no 
practical alternative ways of paying.  

1.7 Which? identified three features which it thought resulted in consumer 
detriment:  

a. lack of transparency. Surcharges are often only revealed towards the 
end of a lengthy transaction process and so it can be difficult to 
compare prices across competing retailers 

b. lack of a reasonable, practical alternative to avoid the fee, and  

c. surcharges often appear to exceed reasonable estimates of retailers' 
costs of processing payments.  

1.8 In line with the Which? super-complaint, our report focuses on the 
passenger transport sector, namely airlines, ferry operators and rail ticket 
resellers. However, we believe that the principles established within this 
report apply equally to all UK commercial traders.  

Lack of transparency and reasonable alternatives 

1.9 The practice of presenting a headline price and then adding extra 
charges as the consumer goes through the purchasing process, known 
as 'drip pricing', was highlighted in the OFT's Advertising of Prices 
Market Study. The report established, with a compelling range of 
evidence, that drip pricing is influential in changing consumers' shopping 
behaviour. In particular drip pricing: 

• reduces the extent to which consumers shop around because 
searching and comparing between full price offers is more difficult 

• can affect consumer choices as by the time surcharges are revealed 
they have invested time in the transaction and feel committed to it. 
Consumers are then less likely to be willing to invest more time in 
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comparing offers, particularly if they expect to encounter similar 
practices elsewhere, and  

• can affect consumers' purchasing decisions as they focus (or 
'anchor') on the headline price and then fail to adjust their 
assessment of the total value of the offer sufficiently as additional 
charges are revealed, therefore overestimating the total value.  

1.10 The OFT recognises that there may be some consumer benefits from 
separating optional charges from the headline price as it allows 
consumers to tailor products to include the options they want or need, 
but the study concluded that it is misleading to separate compulsory 
charges from the headline prices.  

1.11 With the benefit of this previous research and evidence gathered as part 
of the research for the super-complaint, the OFT therefore considers that 
consumer detriment is most likely to arise where features a) and b) of 
the Which? super-complaint are both present. With respect to payment 
surcharges, the OFT has concluded that:  

• payment surcharges are often presented as drip prices. Charges are 
only added to the total price late in the buying process, often after 
customers have gone through numerous web pages tailoring the 
product or service to their needs and providing personal information, 
and  

• when the headline price is unachievable for the majority of 
consumers, because the payment mechanism which incurs no 
surcharge is only available to a small minority of consumers, paying 
some form of surcharge is, in effect, compulsory.  

1.12 The OFT has found considerable evidence of practices which include 
both of these features in the passenger transport markets and, in 
particular, in the airline sector.  

Level of charges 

1.13 With respect to the level of surcharges, initial estimates suggest that in 
some cases the costs retailers incur to process payments may actually 
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be higher than indicated in the Which? super-complaint. However, 
getting a true picture would involve a detailed allocation of fixed costs 
which has not been possible within the super-complaint 90-day 
timetable.  

1.14 The OFT does not consider that such a detailed analysis of costs is 
necessary at this stage. Consumer detriment occurs because the lack of 
transparency of surcharges and the lack of a practical alternative to 
avoid the surcharge reduce the extent to which consumers shop around 
and compare full price offers. This weakens the competitive pressure 
between retailers and can result in consumers not getting the best deal. 
We believe that making information on surcharges clearer and more 
timely would help consumers avoid them and encourage competition 
between retailers, driving down the price of genuinely optional 
surcharges.  

Conclusions 

1.15 The OFT accepts that where retailers charge different prices for different 
payment mechanisms, reflecting their underlying costs, this may benefit 
consumers by creating a signal to help them make efficient choices 
between payment mechanisms. However the OFT believes that headline 
prices need to be presented in a way that gives consumers a proper 
ability to shop around.  

1.16 The OFT's view is that retailers should make headline prices meaningful 
for comparison purposes by not imposing surcharges for debit cards, 
which we consider are currently the standard online payment 
mechanism. Any costs the retailer incurs for processing debit card 
payments should be treated as part of the cost of doing business and 
should be included in the headline price. 

1.17 Debit cards are the most commonly held payment card in the UK – over 
85 per cent4 of consumers have access to a debit card – and therefore 
not surcharging consumers for using a debit card would make the 

                                      

4 UK Card Association. Percentage of adult UK population who own a debit card 2009  
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headline price achievable for the majority of consumers enabling them to 
shop around and compare prices more easily. As technological advances, 
and in particular the growth of online retailing, move consumers away 
from using cash, we believe they would benefit from a new standard 
payment mechanism and not surcharging for debit cards would establish 
this. 

1.18 Retailers should still be able to impose transparent surcharges to 
consumers who choose to use payment mechanisms which cost more to 
process and offer discounts to consumers who choose to use payment 
mechanisms that cost less to process.  

1.19 We are also aware that whilst a high proportion of consumers have 
access to debit cards, many consumers often choose to pay by different 
payment mechanisms, for example, because they offer consumers the 
convenience of a credit facility.  

1.20 For these consumers it is important that they are aware of, and are 
easily able to access clear information on, the surcharges that may apply 
when they choose to pay by a mechanism other than debit card. This 
will allow the consumer to find out more easily what the product will 
cost them and mean easier price comparisons between traders, 
increasing the incentives for firms to compete vigorously for consumers.  

1.21 We consider information on how much the consumer would have to pay 
to use mechanisms other than a debit card is necessary price information 
which consumers need to know in order to shop around effectively and 
make purchasing decisions and this information should therefore be 
easily available.  

1.22 The OFT's view is that retailers should therefore:  

• provide clear information on the surcharges/discounts that apply to 
different payment mechanisms, when first displaying prices on a 
website. For example a clear link ('1 click') to a list of payment 
surcharges, where it is clear to consumers that they need to click on 
the link to obtain information on additional charges 
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• on all subsequent web pages, in close proximity to the total price, 
provide clear information on the surcharges/discounts that apply to 
different payment mechanisms or a clear link ('1 click') to a list of 
surcharges/discounts that apply to different payment mechanisms 

• provide clear information on the existence of payment surcharges 
which apply to other payment mechanisms within any adverts 
(including print, television, outdoor or other media channels) which 
refer to prices, and  

• ensure that consumers purchasing products by telephone or in-store 
are provided, in a clear and timely manner, with information on how 
their total cost will vary according to which payment mechanism 
they choose to use. 

Implementation 

1.23 In order to remove the detriment caused by drip pricing of what are, in 
effect, compulsory surcharges, the OFT: 

• Recommends that the Government introduces measures to prohibit 
retailers from imposing surcharges for payments made by debit card. 
We consider that there are a number of options open to Government 
to implement this recommendation, for example prohibiting 
surcharges is permitted through the Payment Services Directive 
(PSD). However, the Consumer Rights Directive (CRD), which is in 
the process of being adopted,5 may also address our concerns. The 
CRD states that payment surcharges should be limited to retailers' 
processing costs, which we consider, when implemented in the UK, 
could significantly reduce consumer detriment. Regulation will ensure 
that a standard is achieved across the economy and we will work 
with the Government to ensure that our recommendation is 
progressed in the most effective and efficient way. 

                                      

5 In June 2011 the CRD was adopted by the European Parliament plenary and is expected to be 
adopted by the Council of Ministers in due course.  
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• In the short-term, seeks to improve the transparency and overall 
presentation of payment surcharges in the transport sectors, through 
action to ensure compliance with the Consumer Protection from 
Unfair Trading Regulations 2008 (CPRs). Some retailers have already 
indicated that they are willing to change their practices in line with 
the OFT's recommendations and we will continue to work with these 
retailers to ensure the changes are made. For those retailers who are 
unwilling to make voluntary changes, or where commitments are not 
implemented within a reasonable timeframe, we will consider 
enforcement action. In due course we will also consider whether 
further enforcement action in other sectors is necessary.  

1.24 The OFT considers it is necessary to recommend both a regulatory 
solution and enforcement action under the CPRs. This is to ensure a 
meaningful and consistent solution to the cross-economy issue of 
payment surcharges and to tackle individual retailers whose practices we 
consider are resulting in significant consumer detriment.  

Thank you 

1.25 As part of this study, we have consulted with consumer groups, trade 
associations, a large number of businesses from different sectors, other 
regulators and Government departments. We are grateful for all 
contributions and willingness to assist the OFT's team in its work. 

           1362 
PUBLIC 



OFT1349resp I 11 

  

  

  

 

2 INTRODUCTION 

The super-complaint process 

2.1 The right to submit a super-complaint was created by section 11 of the 
Enterprise Act 2002 (EA02). A super-complaint is defined under section 
11(1) EA02 as a complaint submitted by a designated consumer body 
that 'any feature or combination of features, of a market in the UK for 
goods or services is or appears to be significantly harming the interests 
of consumers'. Which? is a designated consumer body for the purposes 
of the EA02.  

2.2 Section 11(2) EA02 requires the OFT, within 90 days after the day on 
which it receives the super-complaint, to publish a response saying 
whether it has decided to take any action, or take no action, in respect 
of the complaint and, if it has decided to take action, what action it 
proposes to take. The response must state the reasons for the OFT's 
proposal (section 11(3) EA02). 

2.3 This report sets out the OFT's reasoned response to the super-complaint 
from Which? 

Issues raised in the super-complaint 

2.4 On 30 March 2011, Which? submitted a super-complaint to the OFT 
about retailers in the passenger transport market – defined by Which? as 
airlines, ferry operators and rail intermediaries – surcharging consumers 
for paying by debit or credit cards (and in some instances other payment 
mechanisms) where consumers have no practical alternative ways of 
paying.6  

2.5 Payment surcharges are additional charges which are presented to the 
consumer separately from the headline price. The OFT considers that 
payment surcharges are any charges which vary depending on the 

                                      

6 For further detail on the super-complaint see: www.which.co.uk/documents/pdf/payment-
method-surcharges---which---super-complaint-249225.pdf 
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payment mechanism the consumer chooses to use and/or which are only 
added to the total price when a consumer selects which payment 
mechanism they intend to use. As such they differ from booking fees or 
administration charges where all consumers pay the same fee.  

2.6 Which? identified three features that they considered individually or in 
combination significantly harm consumers: 

a. lack of transparency. Surcharges are often only revealed towards the 
end of a lengthy transaction process and so it can be difficult to 
compare prices across competing retailers 

b. lack of a reasonable, practical alternative to avoid the fee, and  

c. surcharges often appear to exceed reasonable estimates of retailers' 
costs of processing payments.  

2.7 Which? considered that these features made price comparisons more 
difficult therefore weakening the competitive pressure between retailers, 
and resulting in consumers making poor choices between competing 
providers. Furthermore Which? considered that consumers are often 
frustrated at being asked to 'pay for paying'.  

2.8 In line with the Which? super-complaint the OFT has focused its 
assessment of payment surcharges in the passenger transport markets 
where these charges are most prevalent. However, as highlighted by 
Which?, there are examples of surcharging in other sectors and the 
principles established in this report apply equally to all UK commercial 
traders.   

Information gathering 

2.9 We have gathered evidence from a wide range of sources and sought 
the views of a variety of stakeholders.  

2.10 Interested parties were invited to comment on the super-complaint and 
specific information requests were made to traders in the passenger 
transport markets and payment card issuers. We held meetings with HM 
Treasury (HMT), the Financial Services Authority (FSA), the Civil 
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Aviation Authority (CAA), the Office of the Rail Regulator (ORR), and the 
UK Card Association.  

2.11 In addition we held two roundtable discussions, one with airlines and 
travel companies and one with ferry companies and rail ticket 
intermediaries to hear their views and discuss practical solutions to our 
concerns. 

2.12 We have also reviewed the existing legislative framework that affects 
the practice of payment surcharges particularly in the passenger 
transport markets.  

2.13 We have conducted our own in-house research into the practice of 
payment card surcharging in the passenger transport markets, reviewed 
the previous consumer research, behavioural psychology literature and 
experimental evidence conducted by the OFT as part of the Advertising 
of Prices Market Study7 published in December 2010, and drawn on 
existing data on payment card ownership within the UK.  

Framework for assessment 

2.14 The Which? super-complaint is framed as both a competition and a 
consumer protection issue. Which? is concerned that the lack of 
transparency around surcharges may result from the market power of 
some retailers and/or may distort competition by making consumer 
search and comparison more difficult. Which? also believes that some 
retailers can surcharge excessively either because they have market 
power or because surcharges are not transparent.  

2.15 The OFT considers that effective competition and consumer protection 
are linked. Well-functioning markets depend both on competition working 
well and on consumers making good choices. Vigorous competition 
spurs traders to deliver what consumers want as efficiently and 
innovatively as possible, whilst well-informed, confident consumers who 

                                      

7 See OFT 2010 'Advertising of Prices Market Study www.oft.gov.uk/OFTwork/markets-
work/completed/advertising-prices/ 
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shop around effectively play a key role in driving that competition. If 
consumers do not select the best deal for themselves, either because 
they cannot discern which offers are better or are provided with 
insufficient information to make an informed choice, traders are likely to 
be less motivated to deliver them.8  

2.16 As discussed further in Chapter 5 it is not clear that market power is a 
significant driver of whether payment surcharges are either adopted or 
sustained within an industry. Travel markets are often competitive and 
may work well for consumers in a broader sense. Nonetheless, 
surcharging has settled as a standard practice by many providers, in part 
because competition seems to have focused on headline prices. As some 
providers try to lower headline prices to attract consumers, they have 
increased other charges including payment surcharges, which face less 
competitive constraint due to a lack of transparency.  

2.17 The OFT therefore considers that consumer detriment from payment 
surcharges is driven by the lack of transparency and that how 
consumers understand and respond to surcharges, in particular the effect 
on their search behaviour, is key to identifying potential detriment. The 
OFT has therefore focused its investigation on these aspects.  

2.18 We anticipate that addressing the transparency of surcharges will put 
pressure on retailers to reduce these surcharges and in response some 
retailers may choose to increase either headline prices or the prices of 
other options. Generally, retailers are free to make their own commercial 
decisions on pricing, provided that charges are transparent (so they are 
subject to competitive pressures), are clearly and accurately presented in 
a timely manner so as to avoid unfairly distorting consumers' decisions, 
and do not result in compulsory charges being presented separately from 
the headline price.   

                                      

8 For more detail on the interaction between effective competition and consumer protection, see 
'The future of the competition regime: increasing consumer welfare and economic growth' John 
Fingleton, May 2011. www.oft.gov.uk/shared_oft/speeches/2011/1011.pdf 
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Structure of the report 

2.19 Chapter 3 provides an introduction to the relevant UK and EU legislation 
which may affect the use of payment surcharges in the passenger 
transport markets.  

2.20 Chapter 4 briefly considers the payment mechanism market. 

2.21 Chapter 5 summarises the use of payment surcharges and the features 
which may affect the adoption of payment surcharges within an 
industry.  

2.22 Chapter 6 considers the issues around the presentation of payment 
surcharges as a drip price and the availability of practical alternatives for 
consumers.  

2.23 Chapter 7 briefly considers the issue of whether payment surcharges 
exceed reasonable expectations of costs incurred to process payments.  

2.24 Chapter 8 sets out our response to the super-complaint and next steps.  
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3 THE REGULATORY FRAMEWORK 

3.1 This chapter briefly describes the regulatory framework, within which it 
is necessary to consider the practice of payment card surcharging.  

3.2 Both the OFT and the Civil Aviation Authority (CAA) have previously 
taken enforcement action to address misleading pricing in the airline 
sector. In 2007, thirteen airlines signed undertakings with the OFT under 
The Control of Misleading Advertisements Regulations 1988 (CMARs)9 
to include taxes and fuel surcharges in headline prices. The CAA has 
also been working with airlines to ensure fixed compulsory charges are 
included in all headline prices, as required by the Air Services Regulation 
(ASR).10 

Consumer Protection from Unfair Trading Regulations 2008 (CPRs) 

3.3 The Consumer Protection from Unfair Trading Regulations 2008 (CPRs)11 
came into force on 26 May 2008 and implemented the Unfair 
Commercial Practices Directive (UCPD) into UK law. The CPRs contain:  

• a general prohibition of unfair commercial practices (regulation 3) 

• prohibitions of misleading practices, whether by action (regulation 5) 
or omission (regulation 6) 

• a prohibition of aggressive practices (regulation 7), and  

• an outright prohibition of 31 specified practices that are prohibited in 
all circumstances (Schedule 1).  

                                      

9 The CMARs were superseded by the Consumer Protection from Unfair Trading Regulations 
2008 (CPRs) and (in respect of business to business advertising practices and comparative 
advertising) by the Business Protection from Misleading Marketing Regulations 2008 (BPRs). 

10www.caa.co.uk/application.aspx?catid=14&pagetype=65&appid=7&newstype=n&mode=d
etail&nid=1968 

11 www.legislation.gov.uk/ukdsi/2008/9780110811574/contents. OFT guidance on CPRs can 
be found at: www.oft.gov.uk/shared_oft/business_leaflets/cpregs/oft1008.pdf  
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3.4 The CPRs apply to 'commercial practices', that is any act, omission or 
other conduct by businesses directly connected to the promotion, sale or 
supply of a product to or from consumers (whether before, during or 
after a commercial transaction). 

3.5 A commercial practice is unfair, in terms of the general prohibition (Reg 
3), if (essentially) it is unacceptable according to an objective standard 
of what is professionally diligent.  

3.6 A commercial practice is a 'misleading action' if it contains false 
information or information presented in any way that deceives or is likely 
to deceive the average consumer in relation to a range of matters, 
including the 'main characteristics of the product' (regulation 5(4)(b)) 
and/or the 'price or manner in which the price is calculated' (regulation 
5(4)(g)).  

3.7 A commercial practice is a 'misleading omission' if it omits or hides 
material information or provides such information in a manner which is 
unclear, unintelligible, ambiguous or untimely (regulation 6(c)). Material 
information is considered to be information that the average consumer 
needs to take an informed transactional decision.  

3.8 For a practice to constitute a breach of regulation 3 (the general 
prohibition), regulation 5 (prohibition of misleading actions), regulation 6 
(prohibition of misleading omissions) or regulation 7 (prohibition of 
aggressive practices) it must also cause, or be likely to cause, the 
average consumer12 to take a transactional decision he would not 
otherwise have taken. 

3.9 Whether or not a particular practice breaches the regulations will depend 
on all the circumstances of the individual case, and a full assessment of 
the practice will, therefore, always be required. The OFT, Local Authority 
Trading Standards Services and the sectoral regulators can take 

                                      

12 The 'average consumer' is considered to be reasonably well informed, observant and 
circumspect. 
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enforcement action under the CPRs in line with their enforcement 
policies. 

Credit Card (Price Discrimination) Order (1990)  

3.10 The Credit Card (Price Discrimination) Order 1991 came into force on 28 
February 1991,13 and made it unlawful for any person to make or carry 
out any agreement relating to credit cards to the extent that it imposes 
or requires the imposition of a 'no discrimination' or 'no surcharging' 
rule.  

3.11 A 'no discrimination' rule prohibits merchants from charging different 
prices to those who pay by credit card rather than by another means of 
payment. The Order does not require merchants to charge different 
prices for credit card transactions, but it does allow them to surcharge if 
they choose to. 

Payment Services Directive 2007/64/EC (PSD) 

3.12 Article 52(3) of the Payment Services Directive essentially gives Member 
States the option to forbid or limit surcharges:  

'the payment service provider shall not prevent the payee from 
requesting from the payer a charge or from offering him a reduction for 
the use of a given payment instrument. However, Member States may 
forbid or limit the right to request charges taking into account the need 
to encourage competition and promote the use of efficient payment 
instruments.' 

3.13 In December 2007 HM Treasury (HMT) consulted on transposing the 
Directive into UK law. Its conclusions were published in June 2008.14 On 
the issue of surcharging HMT stated that 'there was broad support for 
the Government not legislating to prohibit or limit the right of payees to 

                                      

13 Credit Cards (Price Discrimination) Order 1990 (SI 1990/2159).  

14 http://webarchive.nationalarchives.gov.uk/20100407010852/http://www.hm-
treasury.gov.uk/fin_payment_services_directive.htm 
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request charges when payers chose to use a certain payment 
instrument'. HMT therefore did not transpose the restrictions of Article 
52(3) into UK law via the Payment Services Regulations 2009 (PSRs). 

Air Services Regulation (ASR) 

3.14 The Air Services Regulation No 1008/2008 came into force on 1 
November 2008. Although as an EU regulation it is directly applicable in 
the UK, there are some aspects which require UK secondary legislation 
to give effect to it. Currently there is no UK statutory instrument that 
creates penalties for infringement under the ASR.  

3.15 In March 2010, the Department for Transport (DfT) consulted on the 
draft regulations which will permit the CAA and the OFT to take action 
to ensure compliance with the ASR on the transparency and non-
discrimination of air fares.15 The draft secondary legislation proposed by 
the DfT was modelled closely on the regime in Enterprise Act 2002 and 
proposed that both the CAA and the OFT are enforcers for the purposes 
of enforcing article 23.16 

3.16 Article 23 of the ASR essentially states that all charges which are 
unavoidable and foreseeable at the time the headline price is displayed, 
should be included in that price. It states that:  

'The final price to be paid shall at all times be indicated and shall include 
the applicable air fare or air rate as well as all applicable taxes, and 
charges, surcharges and fees which are unavoidable and foreseeable at 
the time of publication. In addition to the indication of the final price, at 
least the following shall be specified:  
 
(a) air fare or air rate 

                                      

15 www2.dft.gov.uk/consultations/closed/2010-16/index.html 

16 Note it is not currently possible to enforce Article 23 of the ASR under the Enterprise Act 
2002 (EA 02), as a breach of Article 23 does not meet the criteria of either a 'community 
infringement' or a 'domestic infringement' as set out in EA02 
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(b) taxes 
(c) airport charges and 
(d) other charges, surcharges or fees, such as those related to security 
or fuel 

where the items listed under (b), (c) and (d) have been added to the air 
fare or air rate. Optional price supplements shall be communicated in a 
clear, transparent and unambiguous way at the start of any booking 
process and their acceptance by the customer shall be on an 'opt-in' 
basis.' 

3.17 The European Commission has provided the CAA with an information 
note on the ASR which includes a section on price transparency. This 
note is not an official interpretation of the Regulation and the views 
expressed do not bind Member States or other interested parties. 
However it does provide guidance. Paragraph 9.2.2 states:  

'The final price to be paid shall at all times be indicated: this means that 
the final or 'all-inclusive' price needs to be indicated whenever there is a 
price quote, and this in all types of information, for example, 
advertisements or information given by the travel agent or a website. 
With regard to the booking process, the final price to be paid should be 
provided right from the beginning of the booking process. For example, 
websites should show the final price right from the first page and not 
add other unavoidable elements at a later stage of the booking process.' 

Consumer Rights Directive (CRD) 

3.18 The CRD proposal was issued by the European Commission in October 
2008 with the aim of increasing consumer confidence when making 
cross border purchases, through a reform of some of the existing 
consumer protection directives. The original proposal merged four 
existing directives on Unfair Contract Terms, Sale of Goods and 
Guarantees, Doorstep Selling and Distance Selling, although this was 
reduced to the latter two directives as the proposal went through the 
European legislative procedures.  
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3.19 Other provisions on consumer rights in the Consumer Rights Directive 
include Article 1917 which states that: 

'Member States shall prohibit traders from charging consumers, in 
respect of the use of a given means of payment, fees that exceed the 
cost borne by the trader for the use of such means'. 

3.20 In June 2011 the proposed CRD was adopted by the European 
Parliament plenary and is expected to be adopted as it stands by the 
Council of Ministers in due course. It will then become binding on 
member states, with a requirement that they should transpose it into 
national law within a maximum of two years. 

Committee of Advertising Practice (CAP Code) and Broadcasting 
Committee of Advertising Practice (BCAP Code)  

3.21 The CAP code and BCAP code are advertising rules set down by the 
Advertising Standards Authority (ASA). The advertising codes contain 
wide-ranging rules designed to ensure that advertising does not mislead, 
harm or offend. Adverts must also be socially responsible and prepared 
in line with the principles of fair competition.  

3.22 The Codes of Practice are a self-regulatory system recognised as one of 
the 'established means'18 of consumer protection. If certain types of 
adverts, including those that are misleading or contain an impermissible 
comparison, continue to appear after the ASA Council has ruled against 
them, the ASA can, where appropriate, refer the matter to the OFT for 
action under the CPRs.  

3.23 Of particular relevance to drip pricing are the following rules 

                                      

17 Article 19 within the text adopted by the European Parliament on 23 June 2011.  

18'Established means' is a term used in the CPRs which refers to those systems and 
mechanisms outside the OFT and other regulators which have the effect of encouraging the 
control of unfair commercial practices under the Regulations. 
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• quoted prices must include non-optional taxes, duties, fees and 
charges that apply to all or most buyers. (3.18 of CAP code and 
3.19 of BCAP code), and 

• if a tax, duty, fee or charge cannot be calculated in advance, for 
example, because it depends on the consumer's circumstances, the 
advertisement must make clear that it is excluded from the 
advertised price and state how it is calculated. (3.19 of CAP code 
and 3.20 of BCAP code). 

Payment scheme rules 

3.24 Scheme rules are not regulations, but rules imposed by the payment card 
networks. Some schemes that issue multiple types of cards (for 
example, debit and credit cards for consumers, or consumer and 
corporate cards) apply rules, sometimes known as 'honour all cards' 
rules, requiring retailers to accept all card types if they accept any. Other 
schemes sometimes permit retailers, if they so choose, to accept only 
debit cards. However, typically retailers that accept other card types, 
such as credit cards, have to accept all card types.  

3.25 Previously scheme rules included a 'no discrimination' or 'no surcharge' 
rule which prohibited merchants from surcharging for credit card 
payments, or from allowing a discount for cash payments. However, 
merchants, in the UK, have been permitted to impose payment 
surcharges on credit card transactions since 7 March 1991 when the 
Credit Cards (Price Discrimination) Order 1990 came into effect.  
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4 PAYMENT MECHANISMS 

4.1 In this chapter, we briefly discuss how card networks in the UK operate 
and the potential benefits of allowing retailers to surcharge for accepting 
payments.  

4.2 Payment mechanisms cover any method of payment consumers can use 
to purchase goods or services. They include cash, cheques, cards such 
as debit and credit cards, and more recent innovations like PayPal, which 
have been driven by the growth in online retailing.  

4.3 All payment mechanisms incur costs for retailers to process. Payment 
cards and PayPal are subject to network operators' fees for processing 
transactions and in order to accept cash retailers bear their own costs 
such as security costs.  

Card networks 

4.4 The two major card networks in the UK, each offering both debit and 
credit cards, are VISA and MasterCard. Both operate a four-party system 
consisting of: 

• the consumer who owns the card 

• the retailer providing the goods or services 

• the bank that issued the card to the consumer ('issuer'), and  

• the body (often a bank) that deals with the retailer ('acquirer').  

4.5 When a retailer accepts a card payment, it incurs charges from its 
acquirer. The acquirer requests funds from the consumer's card issuer 
and charges the retailer a merchant service charge (MSCs) for 
processing the transaction. Sometimes acquirers also charge retailers 
separately for additional services, such as charge-backs where the 
transaction is reversed and funds returned (refunded) to the consumer.  
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4.6 In addition, retailers may incur fixed or variable charges if they choose to 
use intermediaries19 or choose to buy their own point-of-sale equipment, 
carry out their own fraud management or develop payment functions on 
websites. For more information on retailers' costs see Annexe C. 

The role of surcharging in payment networks  

4.7 The OFT considers there are potentially benefits to both consumers and 
retailers if retailers are able to impose differential charges for different 
payment mechanisms. Surcharging or discounting different payment 
mechanisms can signal the costs of accepting each mechanism and 
therefore can help consumers make efficient choices between them. 
Consumers are then able to decide whether the benefits to them of 
paying by, for example, credit card (such as the credit facility, protection 
against the effect of fraud20 and Section 75 protection21) exceed the 
cost of paying by credit card. However, to achieve these signalling 
benefits, surcharges must be broadly in line with efficiently incurred 
costs.  

4.8 Transparent differential pricing can restore the connection between the 
consumer, who makes the choice on what payment mechanism to use, 
and the retailer who pays for that choice and so counteract the market 
power of card networks. If retailers charge consumers the true cost of 
processing the payment mechanism, this puts direct pressure on 
payment card providers to compete to ensure that customers use their 
payment mechanism rather than their competitors'. This may in turn 
apply pressure on card networks to reduce their MSCs.  

                                      

19 Intermediaries assist some retailers in accepting secure payments online or in other 'cardholder 
not present' contexts such as call centres or mail order. Many also provide fraud detection and 
management services to help retailers comply with Payment Card Industry Data Security 
Standards (PCI DSS). 

20 Consumers are better able to dispute fraudulent transactions 

21 Section 75 of the Consumer Credit Act. If consumers pay for items between £100 and 
£30,000 on a credit card the card issuer is equally liable if something goes wrong with the 
transaction.  
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4.9 Whilst all payment mechanisms incur some processing costs, consumers 
have not historically incurred surcharges for paying by cash, that is, 
retailers have traditionally included the cost of accepting cash in the 
headline price. Furthermore, whilst the proportion of card payments 
remained relatively small the cost of surcharging card payments may 
have outweighed the additional revenue from surcharging, particularly 
where consumers could freely switch to paying by cash.  

4.10 However, as card payments increasingly take the place of cash, 
particularly with the growth of online retailing where consumers do not 
have the option to switch to cash, consumers no longer benefit from 
having a standardised payment mechanism that is not surcharged. The 
OFT considers there are important benefits to consumers in having a 
realistic payment option that does not incur a surcharge both in terms of 
constraining retailers' ability to impose surcharges that significantly 
exceed efficiently incurred costs and easing consumers' comparison of 
offers between retailers.  

4.11 The OFT believes there are also wider benefits, in terms of facilitating e-
commerce, from establishing a standard payment mechanism that does 
not incur a surcharge for online retailing. The OFT's e-consumer 
protection strategy aims to empower consumers by improving 
transparency of transactions.22 The strategy sets out key priorities to 
help prevent misleading selling, deceptive online advertising and 
malicious practices. These measures include providing clarity on 
consumer law in relation to online shopping – the OFT prioritises 
investigations that will either have a high deterrent effect or lead to 
significant behaviour change across online markets, or that will provide 
clarity on emerging issues. 

                                      

22 www.oft.gov.uk/shared_oft/consultations/eprotection/OFT1252.pdf 
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5 PAYMENT MECHANISM SURCHARGES 

5.1 This chapter considers the use of payment mechanism surcharges and 
discusses features of the markets where payment surcharges are used.  

Use of payment card surcharges 

5.2 The OFT considers that payment surcharges are any charges which vary 
depending on which payment mechanism the consumer chooses to use 
and/or are only added to the total price when a consumer selects which 
payment mechanism they intend to use.  

5.3 We note that consumer expectations are particularly important for 
identifying potential consumer detriment. In assessing consumer 
detriment, we consider those charges where the presentation of the 
charge is likely to lead a reasonably informed consumer to interpret it as 
a payment surcharge and not solely those charges which are referred to 
by retailers as payment surcharges.  

5.4 The evidence in the Which? super-complaint showed that the use of 
payment surcharges is variable both across and within industries. 
However, it suggests that outside the passenger transport markets 
surcharging is less common, particularly for debit cards.  

5.5 In 2007, the OFT conducted a survey of businesses23 and found 81 per 
cent of businesses applied no surcharges at all, only 14 per cent of 
businesses applied surcharges to credit cards, nine per cent to charge 
cards, and six per cent to debit cards. The survey also found credit card 
surcharges ranged from less than one per cent of transaction value to 
over three per cent, whilst charges for debit card surcharges tended to 
be lower.  

                                      

23 Conducted as part of a Competition Act investigation into the charges that credit card 
networks levy on retailers, see: www.oft.gov.uk/OFTwork/competition-act-and-cartels/ca98-
current/interchange-fees  
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5.6 Comparing the results of this survey to the data in the super-complaint 
we found that the list of sectors referred to in the super-complaint 
covers a similar, but not significantly wider, range of markets as reported 
in the 2007 study and that the average level of surcharges had not 
changed significantly for most retailers.  

5.7 However, in some markets, such as airlines, payment mechanism 
surcharges are widely used across retailers and have persisted for 
several years, despite evidence of customer dissatisfaction.24  

5.8 Furthermore, there is considerable variation in the way payment 
surcharges are calculated and imposed. Some traders only impose 
surcharges for credit cards, some set a fixed surcharge per transaction, 
some set surcharges as a proportion of the transaction value and some 
impose a fee per ticket or item purchased. A summary of payment card 
surcharges in the passenger transport markets is at Annexe B.  

Online transactions 

5.9 Surcharging appears to be more prevalent in industries where products 
are particularly complex, for example where they have several 
dimensions (such as time, quality and add-ons) along which the product 
can be tailored. Surcharging is also more prevalent online than offline. 
These factors are connected. Products which require significant tailoring 
or which have more complex pricing tariffs which need to be seen and 
understood by consumers often lend themselves to being sold online. 
The OFT considers that surcharging is more likely where these factors 
are present. 

5.10 Further, online retailers may be more likely to surcharge simply because 
consumers do not have the option to pay with cash. If in-store retailers 
attempt to surcharge, consumers are often able to switch to paying with 
cash. Online, the lack of choice (without incurring the time or financial 
costs of applying for niche payment mechanisms) means consumers 

                                      

24 www.which.co.uk/documents/pdf/rip-off-card-surcharges-consumers-speak-out---which---
super-complaint-dossier-249652.pdf  
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often have no choice but to pay the surcharge particularly if they 
consider all online retailers have similar practices and/or if they have to 
invest significant time tailoring products on a number of websites in 
order to discover the surcharges.  

Market structure and surcharging  

5.11 In general, the OFT considers that the ability for a firm to impose 
payment surcharges is driven by a lack of competitive constraint on the 
retailers' pricing structure, which is caused by a lack of price 
transparency and perceived scarcity rather than by market power.25  

5.12 However, in competitive markets, some of the profit from payment 
surcharges may be competed away as retailers compete to offer the 
lowest headline price to consumers.26 In contrast, retailers with 
significant market power would not face the competitive pressure to 
reduce their headline price. 

Lack of price transparency 

5.13 Surcharging makes the total price the consumer pays less transparent – 
and can be used as a deliberate strategy to do so. The OFT considers 
that surcharging may persist in competitive markets, even where 
consumers have some awareness that they may incur surcharges, when 
charges are not easily discoverable. This may be the case when:  

• consumers make infrequent purchases, limiting the opportunity for 
consumers to learn to avoid or fully assess these charges 

                                      

25 Surcharging may also persist if there are sufficient unaware (naïve) consumers. Firms will not 
advertise the surcharge, instead choosing to hide the price of the surcharge. Firms will then 
choose to offer low prices for the basic good and charge inflated prices for the surcharge. 
Competition will lower the base price since all consumers compare sellers according to the base 
prices, but competition will not affect the surcharge price, which only the naïve consumer 
purchases. The market has reached a 'bad equilibrium' due to the number of unaware 
consumers.  

26 More competition results in a higher 'waterbed effect'. 
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• consumers incur search costs to discover the surcharge, which 
reduce their incentives to compare prices when surcharges are 
revealed, and/or 

• the product and/or transaction processes are complex, tailored or not 
standardised between retailers, making comparisons and learning 
more difficult.  

5.14 This lack of transparency reduces shopping around and therefore 
reduces competition between retailers. Lack of transparency is 
exacerbated where individual retailers frequently alter the surcharges 
they impose and where retailers across and between industries impose 
surcharges set at different levels or calculated in different ways, for 
example per item or per transaction charges. If surcharges vary over 
time or between retailers, consumers are unable to learn to take these 
charges into consideration when comparing headline prices, even where 
products are purchased relatively frequently.   

Perceived scarcity 

5.15 Some retailers may be able to drip surcharges to consumers, as the 
nature of the product or the way in which it is presented creates feelings 
of scarcity. Where consumers think an offer may not be available for 
long, they are more likely to check out the offer and more likely to 
purchase from the first retailer they visit, rather than comparing it with 
other offers, because they are concerned that they may miss out on the 
'deal'.27  

5.16 This can be seen with airline prices where availability can change 
extremely quickly due to the yield management systems the airlines have 
in place and the limited number of seats for each destination. As such 
consumers may be more willing to pay surcharges, without comparing 
full offer prices with other retailers, as they are concerned that the offer 

                                      

27 See OFT 2010 Advertising of Prices Market Study. www.oft.gov.uk/OFTwork/markets-
work/completed/advertising-prices/ - Chapter 8 'Time Limited Offers'. 
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will no longer be available. Retailers may therefore be able to increase 
surcharges above the competitive level.  

Market power 

5.17 As discussed, we do not consider market power is required for retailers 
to be able to surcharge. For example, in the airline industry the OFT and 
European Commission have previously considered that relevant markets 
should be defined narrowly either on a point-to-point or city-to-city basis. 
As such airlines may have some market power on some routes but not 
all and, given the wide use of surcharging across the industry and the 
fact that it is not route specific, it seems unlikely this has been driven by 
actual market power.  

5.18 Indeed, retailers that have market power may be able to extract profits 
from consumers by increasing any charges, including the headline price. 
However, retailers with market power who wished to further increase 
demand by making the price less transparent may choose to impose 
surcharges. 

Conclusion  

5.19 The OFT considers that actual market power is not the primary driver of 
whether surcharging is introduced or persists within a market. Instead 
surcharging is more likely to persist where products or services have the 
following characteristics: 

• consumers make infrequent purchases 

• consumers incur search costs to discover the surcharge 

• the product and/or transaction processes are complex, tailored or not 
standardised between retailers, and/or  

• the product is time limited or quantity limited. 
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6 LACK OF TRANSPARENCY AND REASONABLE 
ALTERNATIVES 

6.1 The Which? super-complaint considers that the practice of advertising 
incomplete or partial prices, by omitting surcharges until a later stage of 
the purchasing process means that consumers are unable to effectively 
and efficiently shop around and make like-for-like comparisons. Which? 
also considered that the lack of reasonable or practical alternative 
payment methods to avoid or mitigate charges exacerbates the 
consumer detriment.  

6.2 In this chapter we first explain why we consider only revealing 
effectively compulsory charges at a late stage of the purchasing process 
– drip pricing – results in consumer detriment, and then go on to set out 
the circumstances under which we would consider payment card 
surcharges should be considered as compulsory charges. Finally we set 
out the measures we consider necessary to address the consumer 
detriment. 

Drip pricing 

Impact on consumer behaviour 

6.3 Drip pricing refers to the practice of displaying a price for a basic product 
or service and then adding further charges during the transaction 
process. Drip pricing can offer significant benefits to consumers when it 
allows retailers to genuinely tailor their product or service to their 
customers' needs. However these benefits only arise when the additional 
charges are optional for consumers.  

6.4 Where compulsory charges are presented as drip prices, it is likely to 
result in consumer detriment since drip pricing is effective at changing 
the way consumers shop and at reducing their ability to compare full 
price offers across retailers. These effects mean that consumers may 
miss out on better deals and weakens competition between retailers, 
potentially allowing retailers to increase overall prices.  
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6.5 In December 2010 the OFT published a market study on the Advertising 
of Prices.28 The study looked at the impact on consumer decision making 
of six pricing practices. Drip pricing was found to be the most likely to 
result in consumer detriment.  

6.6 The study found that consumers may be less willing to shop around and 
compare prices when additional costs are revealed, because of the time 
and effort they have already invested in getting to that point in the 
transaction and the knowledge that they will incur further search costs 
to obtain full price offers from other retailers.  

6.7 Furthermore, a review of the relevant behavioural psychology literature29, 
conducted as part of the study, found that by revealing prices at a late 
stage of the transaction process and separating them from the headline 
price a number of behavioural biases are engaged which also make 
consumers less willing to shop around for the best price and more likely 
to underestimate the total price paid, in particular: 

• people have a desire to be consistent with their previous actions 
(known as the 'commitment and consistency' principle) which means 
that even when the price starts to increase they tend to remain 
committed to the retailer, and 

• people seem to value a product more once they own or feel like they 
own it, such that they demand more to give up an object than they 
would be willing to pay to acquire it (known as 'endowment effect 
and loss aversion'). As consumers go through the transaction 
process, their feelings of ownership increase and therefore so too 
does their willingness to pay.30 

                                      

28 See: www.oft.gov.uk/OFTwork/markets-work/completed/advertising-prices/ 

29 Section 3.2 of Ahmetoglu et al, 2010, Pricing practices: their effects on consumer behaviour 
and welfare  

30 The way information is presented to consumers has increased their valuation of the offer and 
therefore the amount they are willing to pay for it.  
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6.8 Drip pricing was also found to increase sales as consumers focus (or 
'anchor') on the piece of information they consider most important, 
often the advertised price, and do not fully adjust their calculation of the 
total price, as additional charges are revealed, thereby overestimating 
the total value of the deal. The lower up-front price therefore attracts 
consumers and the first shop (or website) that they visit benefits from 
higher sales, as some consumers choose not to shop around even when 
additional charges are revealed. Consumers may therefore miss out on 
better offers elsewhere.  

6.9 Of particular importance to the assessment of the Which? super-
complaint is the behavioural psychology literature which also showed 
that simply separating a price into a base price and additional charge, 
even where they are displayed together, known as 'partitioned pricing', 
leads to higher demand and perceived value amongst consumers, as well 
as a lower recalled price, lower price estimation and lower search 
(shopping around) intentions.  

Learning 

6.10 It is not clear whether consumers are able to learn to avoid or to fully 
assess drip prices. Only four per cent of the consumers surveyed in the 
2010 study were purchasing the product for the first time, and yet three 
quarters only became aware that there were going to be price rises 
during the purchasing process and only 26 per cent felt that the offer 
made it clear what was included in the headline price.  

6.11 The evidence suggested that whilst some consumers learn to assess or 
avoid drip or partitioned pricing, learning effects decrease as the time 
between purchases increases and does not completely eradicate the 
detriment. The research strongly suggested that consumers are aware of 
the ways in which they can shop more efficiently and the different 
behaviours they could adopt next time, but there was little evidence of 
consumers actually modifying their behaviour as a result of previous 
experience.  
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6.12 Furthermore, where products are purchased infrequently, are 'low 
involvement',31 or where different traders use different ways to calculate 
and present charges, learning is more difficult to take forward into the 
next purchase.  

Emotional reaction 

6.13 To the extent that drip pricing makes it harder to compare prices it is 
also likely to cause frustration, wasted time and a belief that one could 
have got a better deal elsewhere. Indeed 75 per cent of consumers 
surveyed objected to drip pricing.  

6.14 We also note that whilst 70 per cent of people surveyed thought that all 
compulsory charges should be included in the advertised price, when 
asked specifically about credit and debit card charges, 87 per cent of 
respondents objected to paying extra to use a credit card and 91 per 
cent objected to extra charges for paying by debit card. 

Conclusion of previous research 

6.15 The Advertising of Prices study concluded that not including in the 
headline price all compulsory charges that the consumer has to pay is 
likely to result in consumer detriment.  

6.16 The OFT considers that an additional charge presented to the consumer 
is only truly optional where a reasonable proportion of consumers can 
choose, regardless of whether in reality they do choose, to pay the 
headline price without incurring a non-negligible time or financial cost to 
do so. Where it is not an option for a reasonable proportion of 
consumers to pay the headline price we consider the charge is 
effectively compulsory.  

                                      

31 Products where consumers are less emotionally involved in the purchase, either because it is a 
frequent, low value purchase, such as milk or bread, or because consumers consider it to be 
necessities for which they do not gain direct enjoyment, such as gas or electricity.  
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6.17 Which? identified both drip pricing and the lack of a reasonable 
alternative as potential sources of consumer detriment with respect to 
payment surcharges in the passenger transport markets. The OFT 
considers that consumer detriment is more likely where both of these 
features are present. Specifically, where the payment surcharge is 
presented to the consumer as a drip price and where the consumer does 
not have a reasonable alternative payment mechanism to avoid the fee.  

6.18 The OFT considers that a failure to provide upfront information on 
effectively compulsory charges can constitute a breach of the CPRs 
contrary to either or both of Regulations 5 and 6 of the CPRs (and could 
also constitute a breach of Regulation 3 of the CPRs), depending on the 
particular circumstances of the case.  

6.19 In particular:  

• regulation 5 of the CPRs states that a commercial practice by a 
trader is a 'misleading action' where the overall presentation in any 
way deceives or is likely to deceive the average consumer in relation 
to the price or the manner in which it is calculated, and/or 

• regulation 6(c) of the CPRs states that a commercial practice by a 
trader is a 'misleading omission' where material information is 
provided to the consumer in an unclear, unintelligible, ambiguous or 
untimely manner [emphasis added].  

6.20 We now go on to consider whether and in what circumstances payment 
surcharges constitute dripped compulsory charges and therefore may be 
expected to result in consumer detriment.  

Drip pricing of compulsory surcharges in the passenger transport 
markets  

6.21 Payment mechanism surcharges are a form of drip or partitioned pricing, 
the surcharges are by definition not included in the headline price. 
Across the passenger transport markets the majority of retailers do not 
add the payment surcharge that the individual consumer selects to pay 
until the consumer has gone through four to six web pages, where 
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numerous decisions have to be made to tailor the product and where 
personal information often has to be provided (See Table 6.1). This can 
impose a significant time cost on consumers and deter them from 
spending similar amounts of time assessing other offers. This is 
particularly the case with airlines, where prices can change in 'real time', 
heightening consumers' concerns about investing additional time in 
comparing offers. The lengthy transaction process can increase a 
consumer's commitment to the purchase, giving them a greater sense of 
ownership of the product and making them less likely to 'walk away' 
and consider other offers once the surcharge is revealed.32  

Table 6.1 Number of web pages before the surcharge which applies 
to the individual consumer is added to the headline price 

Trader Number of 
pages 

Trader Number of 
pages  

DFDS Seaways 8 Qjump 7 
The Trainline 7 British Airways 6 

Brittany Ferries 6 BMI Baby 6 
Easyjet 6 Iberia  6 
Stena Line 6 Jet2 5 
LD Lines/Transmanche  5 My Train Ticket 5 
Rail Europe 5 Thomas Cook  5 
TUI Group Airlines 5 Air Berlin 4 

Britain Express 4 Flybe 4 
IOM Steam Packet 4 Irish Ferries 4 
Monarch  4 Rail Easy 4 
Rail Saver  4 Ryanair 4 
Virgin Atlantic 4 Eurostar 3 
P&O Ferries 3 Norfolkline Irish Sea Ferries 1 

Source: OFT web research – conducted April – May 2011. List is not exhaustive.  

6.22 It has been argued that the publicity around payment card surcharges 
within the airline sector means that airline customers have a better 

                                      

32 'Commitment and consistency' principle and 'endowment effect and loss aversion'.  
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understanding of the additional charges they face and are therefore less 
likely to be misled. However, the results of the 2010 consumer survey 
do not support this. Of the 794 consumers who answered questions on 
drip pricing, 176 specifically answered questions on their experience in 
the airline sector.33 Of these consumers 78 per cent only became aware 
that there were going to be price rises during the purchasing process and 
only 18 per cent felt the offer made it clear what was included in the 
headline price, compared to 75 per cent and 26 per cent respectively 
across all respondents.  

6.23 Furthermore, analysis of the websites of over 30 retailers in the 
passenger transport sector demonstrates that a range of different 
business models are employed by retailers affecting the level of 
surcharges and the way in which surcharges are calculated (for example, 
which payment mechanisms are surcharged, whether charges are per 
transaction or per ticket and whether charges are set as a percentage or 
as a fixed fee). We consider that in addition to the lack of transparency 
of surcharges, this variation in surcharges makes it considerably more 
difficult for consumers to compare full price offers from different 
retailers and reduces the opportunity for learning, thereby further 
reducing competition between retailers and the competitive constraint on 
surcharges.  

6.24 A range of examples of the different types of charges imposed in the 
passenger transport markets is provided in Table 6.2. Further details on 
the range of surcharges imposed by retailers in the passenger transport 
markets are provided in Tables B.1-B.3 (Annexe B).  

                                      

33 Respondents were asked to answer questions based on a specific recent experience of 'drip' 
pricing. Respondent were free to choose an experience from any sector.  
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Table 6.2 Examples of surcharges in the passenger transport 
markets.  

Trader Credit card surcharge Debit card surcharge 

British Airways £4.50 per passenger £0 

BMI Baby £4.50 per journey (min) £6.50) £3 per journey (min £4) 

EasyJet £8 + 2.5% per transaction £8 per transaction 

Jet2 7% per transaction (min 
£4.99) 

3.5% per transaction (min 
£4.99) 

Ryanair £6 per journey £6 per journey 

DFDS 
Seaways 

2.5% per transaction (min £4) £0 

Irish Ferries £5 per transaction £5 per transaction 

The Trainline £3.50 per transaction £0 

Rail Easy 4.5% per transaction 75p per transaction 

Source: OFT web research – conducted April – May 2011. List is not exhaustive.  

Compulsory charges 

6.25 We have established that payment surcharges in the passenger transport 
markets are often presented to consumers as drip prices. However, 
clearly where a sufficient proportion of consumers can easily switch to 
paying using a method which does not incur a payment surcharge the 
charge may be considered optional and the consumer detriment may be 
lower.  

6.26 In the case of payment surcharges, we would consider the charges to be 
effectively compulsory if a reasonable proportion of consumers could not 
opt to pay the headline price without incurring additional 
costs/significant time. Costs may include: 
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• having to apply for a new payment mechanism which incurs a 
financial cost, and/or 

• having to apply for a new payment mechanism where the application 
process is complex or lengthy, particularly where that may mean the 
product or service is no longer available either at all or at the current 
price.  

6.27 The payment mechanisms for which retailers in the passenger transport 
markets do not impose a surcharge varies between providers. Different 
retailers do not impose a surcharge, either individually or in combination, 
on the following cards: credit cards, debit cards, VISA electron, Solo and 
Pre-paid Mastercard.  

6.28 Current ownership levels of these cards varies. Sixty-two per cent of the 
UK adult population own a credit card, whereas over 85 per cent own a 
debit card34 (See Table 6.3). Consumers frequently own more than one 
payment card and often more than one debit card. 

Table 6.3 Card ownership in the UK, 2009 

Card Proportion of UK adult population who own card 

Credit cards 62% 

All Debit cards35 86% 

 - VISA Electron 11% 

 - Solo 4% 

Pre-paid MasterCard36 <5% 

Source: UK Card Association  

                                      

34 UK Card Association 2009.  

35 There are four types of debit card in the UK – VISA debit, Maestro, VISA electron and Solo 

36 A maximum (assuming no multiple card ownership) of five per cent of UK adult population 
own a Pre-paid MasterCard or a Pre-paid VISA card. The proportion of consumers who own a 
Pre-paid MasterCard will therefore be less than five per cent.  
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6.29 Furthermore it is relatively difficult for UK consumers to gain access to a 
VISA electron or Solo card. VISA electron cards offer limited 
functionality, for example no overdraft facility, and tend to be aimed at 
young people, aged under 16. Of the major UK banks only HBOS still 
issues VISA electron cards. HBOS offer three accounts with VISA 
electron cards, two of which are aimed at under-17s. The Solo card 
scheme was decommissioned in March 2011 and no further cards will 
be issued.  

6.30 Approximately five per cent of the UK population currently own a 
prepaid card and a significant proportion of these may be Pre-paid 
MasterCards. Anyone can obtain a Pre-paid MasterCard – there are no 
credit checks – however consumers do incur additional fees to obtain 
and/or use Pre-paid cards, for example card application fees and card 
loading fees. In addition, consumers cannot access Pre-paid MasterCards 
immediately, often having to wait up to 10 working days before the card 
is received.  

6.31 The OFT considers that the current ownership levels of VISA electron, 
Solo and Pre-paid MasterCard mean that where these cards are the only 
payment mechanisms which do not incur a surcharge, the headline price 
is unachievable for a reasonable proportion of consumers. In addition, 
these cards are not sufficiently widely and freely available that 
consumers could switch to these payment mechanisms without incurring 
non-negligible time or financial costs.  

6.32 The OFT therefore considers that where the only payment mechanisms 
retailers do not surcharge for are VISA electron, Solo and/or Pre-paid 
MasterCard, a reasonable proportion of consumers would have to pay 
some form of surcharge and in turn these surcharges should therefore be 
deemed as 'effectively' compulsory. Presenting payment surcharges as a 
drip price in these circumstances may be expected to result in consumer 
detriment.  

6.33 Conversely, where retailers do not impose a surcharge for debit cards, 
the majority of consumers can achieve the headline price and the 
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surcharges that relate to other payment mechanisms may be considered 
as 'optional'.37 Where information on the surcharges that relate to other 
payment mechanisms is clearly accessible to consumers, we do not 
consider separating these charges from the headline price will result in 
significant consumer detriment.  

Non-debit card charges 

6.34 It is important to note that even though debit cards are available to a 
significant proportion of UK consumers, that is not to say that 
consumers will choose to use debit cards in the majority of cases when 
purchasing passenger transport tickets. The OFT therefore considers that 
the charges that relate to other payment mechanisms are also likely to 
be important to consumers in making transactional decisions.  

Table 6.4 Proportion of consumers paying by debit cards  

Sector Proportion of sales using debit card 

Airlines 26%-60% 

Ferries 25%-57% 

Rail intermediaries 32%-78% 

Source: based on figures provided by those firms who responded to the OFT information request 

Conclusion 

6.35 Where payment surcharges are presented to consumers as drip prices 
and are effectively compulsory for a reasonable proportion of consumers 
(as the payment mechanisms that do not incur a surcharge are not 
readily available to a reasonable proportion of consumers) we consider 
they are likely to result in consumer detriment by affecting consumers' 

                                      

37 We note that in some sectors consumers can pay by cash or cheque and that in these 
circumstances, provided there was no separate charge for paying by these mechanisms, these 
may be considered a reasonable alternative for the majority of consumers. However, non-card 
payments are rare in the passenger transport market, particularly online and it would need to be 
a plausible alternative payment mechanism for consumers.  
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ability to efficiently and effectively shop around and compare full price 
offers. This lack of transparency can therefore result in consumers not 
getting the best deal and can weaken the competitive constraint on 
payment surcharges as consumers do not efficiently compare offers.  

6.36 The OFT maintains that there may be some signalling benefits from 
retailers being able to charge differential prices for different payment 
mechanisms and as such there may not be a single surcharge which can 
be easily factored into the headline price.  

6.37 The OFT therefore proposes that retailers make headline prices 
achievable for a reasonable proportion of consumers by not surcharging 
for debit card payments, that is including in the headline price the 
processing costs that relate to debit cards.  

6.38 The OFT considers that debit cards are currently the standard online 
payment mechanism. Debit cards are the most commonly owned 
payment card in the UK and as card payments increasingly take the 
place of cash, particularly with the growth of online retailing where 
consumers do not have the option to switch to cash, the OFT believes 
consumers would benefit from having a genuine option to avoid 'paying 
for paying' in terms of ensuring prices are transparent and consumers 
can shop around effectively.  

6.39 Retailers would still be able to obtain the benefits of differential pricing, 
by offering discounts to consumers who opt to pay with mechanisms 
which cost less to process and imposing surcharges on consumers who 
choose to pay with mechanisms that cost more to process. By including 
the charge for using a debit card in the headline price this will impose a 
competitive constraint on the level of surcharges which apply to other 
payment mechanisms as the majority of consumers are able to avoid 
these surcharges and achieve the headline price.38 39  

                                      

38 Only one per cent of the UK adult population has access to a credit card but not a debit card 
therefore credit card surcharges would only be effectively compulsory for a small minority of 
consumers.  
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6.40 The OFT therefore also proposes that sufficient, clear and timely 
information on the surcharges or discounts that consumers may incur if 
they choose to pay by other mechanisms is essential.  

6.41 Whilst over 85 per cent40 of consumers could choose to pay by debit 
card, in reality the proportion that do is much lower and the costs for 
paying by other payment mechanisms, such as credit card, can vary 
significantly between retailers.  

6.42 The OFT therefore also proposes that retailers should:  

• provide clear information on the surcharges/discounts that apply to 
different payment mechanisms, when first displaying prices on a 
website. For example a clear link ('1 click') to a list of payment 
surcharges, where it is clear to consumers that they need to click on 
the link to obtain information on additional charges 

• on all subsequent web pages, in close proximity to the total price, 
provide clear information on the surcharges/discounts that apply to 
different payment mechanisms or a clear link ('1 click') to a list of 
surcharges/discounts that apply to different payment mechanisms 

• provide clear information on the existence of payment surcharges 
which apply to other payment mechanisms within any adverts 
(including print, television, outdoor or other media channels), which 
refer to a price, and 

                                                                                                                   

39 We note that credit cards provide a greater level of protection for consumers (Section 75 of 
the Consumer Credit Act), but do not believe that stopping surcharges for debit cards would 
necessarily move consumers away from using credit cards. It is already the case that a 
significant proportion of those retailers that do surcharge only surcharge for credit cards and of 
those which do surcharge for both credit and debit cards the majority charge a higher surcharge 
for credit cards. In these circumstances consumers already make a decision on whether to pay 
more for the additional benefits of credit cards and a significant proportion choose to do so.  

40 UK Card Association. Percentage of adult UK population who own a debit card 2009  
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• ensure that consumers purchasing products by telephone or in-store 
are provided with information on payment surcharges that apply to 
other payment mechanisms in a clear and timely manner. 

Actions to be taken and other options considered 

Drip pricing of compulsory surcharges 

6.43 In order to address the consumer detriment resulting from retailers only 
adding surcharges which are effectively compulsory to the total price at 
a late stage of the booking process, the OFT considers that retailers 
need to make headline prices more comparable, by including in the 
headline price the costs of paying by debit card – that is not imposing a 
surcharge to consumers who pay by debit card.  

6.44 We have considered a number of options to achieve this, including the 
possibility of enforcement action under the CPRs and a recommendation 
to Government to amend or implement UK legislation. 

6.45 In considering enforcement action under the CPRs we have undertaken a 
preliminary assessment of the specific practices of the individual retailers 
in the passenger transport markets and have identified a number of 
retailers where we believe there is a case to be made that the retailer is 
engaged in commercial practices which may be in breach of the CPRs.  

6.46 However, a CPRs case will only specifically clarify the issues of that 
individual case and as such may not provide long-term clarity and 
certainty with regard to other industries and/or practices. Furthermore it 
may not provide a wider solution as airlines continue to develop their 
payment structures.  

6.47 We consider a legislative solution to be the optimal route in the long 
term. It would provide greater clarity for both businesses and consumers 
and could result in wider restrictions on businesses presenting prices in a 
way which unduly distorts consumers' decisions.  

6.48 In addition, a legislative approach to prohibit retailers from surcharging 
for debit cards would create a standard payment mechanism that does 
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not incur a surcharge for online retailing, which we consider would 
facilitate price comparisons and therefore trade.  

6.49 We therefore:  

• Recommend that the Government introduces measures to prohibit 
retailers from imposing surcharges for payments made by debit card.  

6.50 The OFT will work with Government to find an effective and efficient 
way to achieve this recommendation across the economy, which 
minimises the burden on business. We consider there are a number of 
ways that this could be attained, including through the UK 
implementation of the Payment Services Directive (PSD) or the 
Consumer Rights Directive (CRD).  

6.51 Article 52(3) of the PSD gives member states the right to forbid or limit 
surcharges.41  

'…Member States may forbid or limit the right to request charges taking 
into account the need to encourage competition and promote the use of 
efficient payment instruments.' 

6.52 However, the issue of payment surcharges is currently being considered 
at the European level as part of the CRD proposals. A European initiative 
is likely to be more effective than national legislation as it will apply to 
firms operating across European borders.  

6.53 Article 19 within the CRD text adopted by the European Parliament on 
23 June 2011, requires member states to limit payment surcharges to 
cost. 

Article 19 – Fees for use of means of payment  

'Member States shall prohibit traders from charging consumers, in 
respect of the use of a given means of payment, fees that exceed the 
cost borne by the trader for the use of such means'.  

                                      

41 See Chapter 3 for more information on the PSD.  
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6.54 The OFT considers that a cost-reflective solution may not fully address 
our concerns, as surcharges can legitimately vary between retailers and 
would still be dripped to consumers through the purchasing process. 
However, it may sufficiently reduce detriment if the 'cost borne by the 
trader' is restricted to the marginal cost the retailer incurs for processing 
each payment, as the additional surcharges will be minimal and the 
variation in surcharges between retailers will be reduced.   

6.55 The CRD has been adopted by the European Parliament's plenary and is 
expected to be adopted by the Council of Ministers in due course. We 
will work with the relevant Government department to ensure the UK 
implementation of the CRD effectively addresses our concerns.  

General transparency and presentation of surcharges 

6.56 However, achieving regulatory change may take a number of years and 
in the meantime we believe that consumer detriment, particularly in the 
airline sector where the practice of payment surcharging is most 
common, could be reduced by improving transparency. In particular, in 
the course of our investigation we have conducted a preliminary 
assessment of the presentation of payment surcharges on over 30 
websites and identified a number of retailers where we consider the 
transparency levels of effectively compulsory surcharges is likely to 
breach the CPRs. We therefore propose to: 

• Seek to improve the transparency and overall presentation of 
payment surcharges in the transport sector, through action to ensure 
compliance with the Consumer Protection from Unfair Trading 
Regulations 2008 (CPRs).  

6.57 Some traders have indicated that they are willing to change their 
practices in line with the OFT's recommendations, by not imposing a 
surcharge for debit cards and by improving the transparency of the 
payment surcharges which apply to other payment mechanisms. We will 
continue to work with these traders to ensure these changes are made.  

6.58 For those traders who are unwilling to make voluntary changes or where 
commitments to change practices have not been implemented within a 
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reasonable timeframe, and where there is scope for such action to be 
effective and consistent with our prioritisation criteria, we will consider 
enforcement action. In line with the OFT's general prioritisation 
principles,42 we will consider in due course whether enforcement action 
in other sectors is necessary. 

6.59 We believe that improved transparency will help consumers avoid 
surcharges that they do not wish to pay and by enabling consumers to 
compare full price offers more easily will increase the competitive 
pressure on retailers to reduce the level of surcharges over time.  

                                      

42 OFTs Prioritisation Principles: www.oft.gov.uk/shared_oft/about_oft/oft953.pdf 
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7 EXCESSIVE CHARGES 

7.1 The Which? super-complaint argues that payment card surcharges in the 
passenger transport markets, and potentially elsewhere, exceed 
reasonable estimates of retailers' costs of processing card transactions.  

7.2 The OFT considers that consumer detriment arises because payment 
surcharges lack transparency and/or because the headline price is not 
achievable for the majority of consumers as the payment mechanism 
which does not incur a surcharge is not readily available. The lack of 
transparency of effectively compulsory surcharges may allow retailers to 
increase the level of surcharges, as by the time the charges are revealed 
consumers have invested time in the purchase and are therefore deterred 
from shopping around and comparing offers, weakening competition 
between retailers.   

7.3 As discussed in chapter 6, the OFT considers that these concerns can be 
best addressed by making the headline price achievable for the majority 
of consumers by prohibiting surcharging for debit cards and improving 
the overall presentation and transparency of the surcharges that may 
apply to other payment mechanisms. This will make it easier for 
consumers to shop around and compare prices and therefore encourage 
competition between retailers. We consider that if surcharges for other 
payment mechanisms are sufficiently transparent this will put pressure 
on traders, acquirer banks and card networks to reduce charges, by 
opening up the surcharges to competitive pressures.43 

7.4 However, if the level of effectively compulsory surcharges truly reflects 
the marginal costs incurred by the retailer in processing the payment, the 
impact on the consumer of dripping the surcharge may be reduced, as 
the charge is likely to be minimal. Although the impact of the drip price 
effect may not be fully eliminated, as payment processing costs can 

                                      

43 Transparency will increase the exposure of surcharges to competitive pressures; however 
given the partitioned nature of the charges we consider the competitive pressure will remain less 
than on the headline price.  
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legitimately vary between retailers and consumers would still have to 
engage in lengthy purchasing processes to obtain total prices. 

7.5 In response to the super-complaint we have not considered it necessary 
to reach a conclusion on the marginal cost of processing different 
payment mechanisms, as we consider establishing a standard free 
payment mechanism and improving transparency to be more appropriate.  

7.6 However, in considering the options open to the Government to prohibit 
retailers from surcharging for debit cards we are mindful of the 
Consumer Rights Directive (CRD),44 which would prohibit retailers from 
imposing payment surcharges that exceed cost.  

7.7 Cost regulation can be relatively burdensome on both retailers and the 
taxpayer in that it can be difficult and expensive to assess and enforce. 
It would also require tight definition of the costs which retailers could 
recover, in order to limit the opportunity for retailers to interpret 'cost' 
more widely.  

7.8 However, the CRD may provide a framework to address much of the 
consumer detriment arising from payment surcharges and we will work 
with the Government to ensure the UK implementation of the CRD – 
which may take up to two years – effectively addresses our concerns.  

7.9 For completeness Annexe C sets out some background and data on the 
costs of processing card transactions collated as part of this study. We 
note that the costs incurred by retailers appear to be higher than 
indicated in the evidence submitted in the Which? super-complaint. 

                                      

44 See paragraph 6.53  
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8 OUTCOMES OF THE SUPER-COMPLAINT 

8.1 The possible outcomes of a super-complaint include: 

• taking action to improve compliance with the existing law, including 
enforcement action under the OFT's competition or consumer 
powers 

• making recommendations to Government 

• launching a market study into the issue or issues raised in the super-
complaint 

• making a market investigation reference (MIR) to the Competition 
Commission (CC) 

• accepting undertakings in lieu of a MIR to the CC 

• encouraging firms to take voluntary action, or 

• a finding that the complaint requires no further action. 

8.2 In Chapter 6, we set out the OFT's recommendations in response to the 
Which? super-complaint, specifically the OFT: 

• recommends that the Government introduces measures to prohibit 
retailers from imposing surcharges for payments made by debit card, 
and 

• seeks to improve the transparency and overall presentation of 
payment surcharges in the transport sector, through action to ensure 
compliance with the Consumer Protection from Unfair Trading 
Regulations 2008 (CPRs). 

8.3 The OFT considers it is necessary to recommend both a regulatory 
solution and enforcement action under the CPRs. This is to ensure a 
meaningful and consistent solution to the cross-economy issue of 
payment surcharges and to tackle individual retailers whose practices we 
consider are resulting in significant consumer detriment.  
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Market Study 

8.4 We consider that the consumer detriment resulting from the practices 
identified in the Which? super-complaint can be best addressed through 
the measures set out above and launching a market study is not 
merited.45 

Making a Market Investigation Reference (MIR) to the Competition 
Commission (CC) 

8.5 A possible outcome from a super-complaint is a MIR to the CC. In order 
to do so the OFT must have reasonable grounds for suspecting that any 
feature, or combination of features, of a market in the UK for goods or 
services prevents, restricts or distorts competition in connection with the 
supply or acquisition of any goods or services in the UK, or part of the 
UK.46  

8.6 If this test is met, the decision on whether to make a reference rests on 
the exercise of the OFT's discretion. The OFT guidance47 on MIRs sets 
out four criteria that must, in our view, be met before we decide to 
make a reference:  

• alternative powers – whether it would not be more appropriate to 
deal with the competition issues identified by applying CA98 or using 
powers available to the OFT or, where appropriate, to sectoral 
regulators 

• proportionality – whether the scale of the suspected problem, in 
terms of its adverse effect on competition or customer detriment 

                                      

45 In prioritising its work, the OFT takes into account a range of factors, including the impact on 
consumers of our work, as set out in our published guidance: OFT 953 'OFT Prioritisation 
Principles', October 2008. 

46 Section 131 of the Enterprise Act 2002. 

47 OFT guidance: 'Market Investigation References', March 2006. 
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arising from it, is such that a reference would be an appropriate 
response to it 

• availability of remedies – whether there is a reasonable chance that 
appropriate remedies will be available, and 

• undertakings in lieu – whether it would not be more appropriate to 
address the problem identified by means of undertakings in lieu of a 
reference.  

8.7 In this case, the OFT considers that, even if the reference test is met, 
the consumer detriment resulting from payment surcharges can be better 
remedied through a combination of action under the OFT's consumer 
protection powers and a recommendation to the Government to prohibit 
surcharging for debit card payments. The OFT has not therefore reached 
a firm conclusion as to whether the reference test has been met, nor in 
respect of which relevant markets. 

8.8 If a satisfactory resolution is not obtained, however, the OFT may 
choose to reconsider whether the reference test is met in relation to 
particular goods or services, and therefore whether a MIR would be an 
appropriate response.  

8.9 We invite views on our proposed decision not to make a MIR to the CC. 
Interested parties are invited to submit responses to this consultation by 
5pm on Tuesday 6 September 2011, either by email to 
surcharge.supercomplaint@oft.gsi.gov.uk, or in writing to: 

Surcharge Super-complaint (6th Floor) 
Office of Fair Trading 
Fleetbank House 
2-6 Salisbury Square 
London 
EC4Y 8JX 

 
8.10 We will consider any responses received and will publish our final 

decision on a market investigation reference in due course.  

           1404 
PUBLIC 



OFT1349resp I 53 

  

  

  

 

 
Further investigation under CA98 

8.11 We consider that the consumer detriment resulting from the practices 
identified in the Which? super-complaint can be best addressed through 
the measures set out above. There is no evidence that the threshold for 
a CA98 investigation has been met. There is no evidence that the 
imposition of payment surcharges results from agreements between 
firms. There is also no evidence that the practice amounts to an abuse of 
a dominant position by firms within a UK market either individually or 
together.  
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A PARTIES CONSULTED 

AIB Merchant Services 

Air Berlin PLC 

Air France 

American Express Services Europe LTD 

Assertis LTD 

BAI (UK) LTD 

Barclays Merchant Services 

Britain Express LTD 

British Airways PLC 

British Midland International LTD 

British Retail Consortium 

Chamber of Shipping 

Cheapflight.com LTD 

Citizens Advice  

Civil Aviation Authority  

Condor Ferries LTD 

Consumer Council for Northern Ireland 

Consumer Focus 

Deutsche Lufthansa AG 

DFDS Seaways PLC 

Diners Club UK LTD 

Easyjet PLC 

Elavon Merchant Services 

Eurostar International LTD 

Expedia INC 

Ferries Trains Plains LTD 

Flybe Group PLC 

HSBC Merchant Services 

Iberia Group 

Irish Ferries LTD 

Isle of Man Steam Packet Company LTD 
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Jet2 LTD 

Kelkoo.com (UK) LTD 

Lastminute.com LTD 

LD Lines 

Lloyds Banking Group 

Monarch Airlines 

Office of Rail Regulator 

Opodo LTD 

P&O Ferries LTD 

Passenger Shipping Association 

Rail Europe LTD 

Royal Bank of Scotland PLC 

Ryanair Holdings PLC 

SAS Scandinavian Airlines 

SeaFrance LTD 

Silverrail Technologies 

Skyscanner LTD 

Stagecoach Group PLC 

Stena Line LTD 

The Trainline LTD 

Thomas Cook Group PLC 

Trailfinders LTD 

Travelbag LTD 

Travelsupermarket.com LTD 

TUI Travel PLC 

Turkish Airlines PLC 

Virgin Atlantic Airways LTD 

Which? 
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B USE OF SURCHARGES IN THE UK 

Surcharging across the economy  

B.1 The evidence provided in the Which? super-complaint indicates that 
surcharging outside travel markets is fairly limited. Surcharging in the 
non-travel sectors mentioned in the super-complaint is sporadic, with not 
all relevant retailers surcharging and those that do often do not 
surcharge debit cards. 

B.2 Other evidence also indicates that surcharging is not widespread outside 
travel markets and has not grown strongly in recent years. In 2007, the 
OFT conducted a survey48 of 1052 businesses across the UK that accept 
card payments, including retailers, wholesalers and public sector bodies. 
The survey included businesses in the travel sector. It found that:  

• Overall only 19 per cent of businesses that accepted card payments 
surcharged at least one card type. 81 per cent of businesses applied 
no surcharges at all.  

• Fourteen per cent of businesses applied surcharges to credit cards, 
nine per cent to charge cards, and six per cent to debit cards. Across 
all card types, around a quarter of businesses that surcharged only 
did so on transactions below a certain level.  

• Credit card surcharges ranged from less than one per cent of 
transaction value to over three per cent, with roughly equal numbers 
of businesses setting surcharges at each level. Around a tenth 
required a flat fee (usually between 50 pence and £1.30).  

• Debit card surcharges tended to be lower if charged as a proportion 
of transaction value, with more businesses charging a flat fee 
(usually between 10 pence and £1.00).  

                                      

48 Conducted as part of a Competition Act investigation into the charges that credit card 
networks levy on retailers.  
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• Businesses gave various reasons for not surcharging. For example, 
18 per cent saw surcharges as unfair, 17 per cent saw them as bad 
customer service, 16 per cent were afraid to lose custom, whilst 14 
per cent had simply never thought about surcharging.  

B.3 Comparing the results of this survey to data in the super-complaint we 
find:  

• the markets referred to in the super-complaint cover a similar, but 
not significantly wider, range of markets as was seen in the 2007 
study 

• the average level of surcharges – for example, generally not 
exceeding 3 per cent for credit cards, and lower or often waived for 
debit cards – does not seem to have changed significantly.  

B.4 The British Retail Consortium (BRC) told the OFT that their members 
largely reject payment surcharging. They believe their members consider 
surcharging to be: 

• impractical – as competition within the retail sector would put any 
retailer who imposed a payment surcharge at a competitive 
disadvantage, and 

• unworkable – as it may be difficult for retailers to distinguish card 
types at the point of sale in store. BRC note that there are currently 
over 270 levels of interchange fee in the UK and complex hardware, 
software and staff training would be required to implement an 
accurate surcharging mechanism and process at the point of sale. 

Surcharging in the passenger transport market 

B.5 The Which? super-complaint identified just over 30 firms in the 
passenger transport market. The OFT has corroborated the data provided 
by Which? in light of recent changes in some firms' surcharges. Tables 
B.1- B.3 summarise the surcharges of these firms. The firms identified 
provide a good cross section of the practices used in each sector, but 
should not be treated as an exhaustive list of suppliers.  
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Table B.1 Surcharging49 of firms in the airlines sector 

Trader Credit card surcharge Debit card surcharge Other 

Air Berlin €10 per passenger (Mastercard),  
€17 per passenger (other credit cards) 

€10 per passenger  

British Airways £4.50 per passenger £0 Paypal £4.50,  
All other cards £0 

BMI Baby £4.50 per journey            
(min £6.50) 

£3 per journey    
(min £4) 

VISA electron £0 

Easyjet £8 plus 2.5% per transaction  
(min £12.95) 

£8 per transaction VISA electron £0 

Flybe £5 per journey              
(min £6.50) 

£4.50 per journey (min 
£5.50) 

VISA electron £0 

Iberia £4.50 per passenger £0 All other cards £0 

                                      

49 This table relates to charges which the OFT consider to be payment surcharges. This includes any charges which vary depending on the payment 
mechanism the consumer chooses to use and/or which are only added to the total price the consumer has to pay once they select which payment 
mechanism they are going to use.  
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Jet2 7% per transaction         
(min £4.99) 

3.5% per transaction             
(min £4.99) 

Paypal 5% (min £4.99)  
VISA electron &Solo £0 

Monarch50  £10 per transaction £0 VISA electron £0 

Thomas Cook  £4 per journey £3 per journey VISA electron & Pre-paid MasterCard £0 

TUI Group Airlines 
(Thomson) 

2.5% per transaction £2.95 per transaction VISA electron £0 

Ryanair £6 per journey £6 per journey Pre-paid MasterCard £0 

Virgin Atlantic 1.5% per transaction £0 All other cards £0 

Source: OFT analysis of websites April-May 2011. List not exhaustive. 

                                      

50 Surcharges for Monarch have been updated following changes to their charging structure introduced on 1 June 2011.  
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Table B.2 Surcharging of firms in the ferry sector 

Trader Credit card surcharge Debit card surcharge Other 

Brittany Ferries £5 per transaction £0 All other cards £0 

Condor Ferries  £0 £0 All other cards £0 

DFDS Seaways 2.5% per transaction  (Min £4, Max 
£25) 

£0 All other cards £0 

IOM Steam Packet £3 per transaction £0 All other cards £0 

Irish Ferries £5 per transaction £5 per transaction Visa Electron £0 

LD 
Lines/Transmanche  

2% per transaction £0 All other cards £0  

Norfolkline Irish Sea 
Ferries 

£4.50 (Visa), £6 (AMEX), £4 (MC) per 
transaction 

£1 per transaction Visa Electron £0 

P&O Ferries £4 per transaction £0 All other cards £0 

Stena Line £5 per transaction £0 All other cards £0 

Source: OFT analysis of websites April-May 2011. List not exhaustive. 
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Table B.3 Surcharging of rail ticket re-sellers 

Trader Credit card surcharge Debit card surcharge Other 

Britain Express (powered by Rail Easy) 4.5% per transaction £0.75 per transaction No Free Mechanism 

Eurostar £4 per transaction £0 All other cards £0 

Megatrain/Megabus  £0 £0 All other cards £0 

My Train Ticket 2.25% per transaction  £0 All other cards £0 

Qjump £3.50 per transaction £0 All other cards £0 

Quno  £2.50 per transaction £0.50 per transaction No Free Mechanism 

Rail Easy 4.5% per transaction £0.75 per transaction No Free Mechanism 

Rail Europe 2.5% per transaction £0 All other cards £0 

Rail Saver (powered by Rail Easy) 4.5% per transaction £0.75 per transaction No Free Mechanism 

Red Spotted Hanky  £0 £0 All other cards £0 

The Trainline £3.50 per transaction £0 All other cards £0 

Source: OFT analysis of websites April-May 2011. List not exhaustive. 
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C COST ASSESSMENT 

C.1 Retailers incur different costs of accepting cash, cards and other 
payment mechanisms. In this Annexe we identify what costs retailers 
may incur, and provide estimates of retailers' costs based on the 
information received from retailers and banks as part of the super-
complaint.  

C.2 We note that the OFT is investigating, under the Competition Act 1998, 
the multilateral interchange fees (MIFs) charged by MasterCard and VISA 
to banks each time a card transaction is processed at a merchants 
outlet. 51 The European Commission recently found that MasterCard's 
MIF arrangements contravene competition rules and MasterCard has 
subsequently appealed this decision. The UK Government has intervened 
in support of the Commission and it is expected that the judgement of 
the General Court will inform the OFT's ongoing investigation.  

The cost of accepting card payments  

C.3 Retailers' external costs of accepting card payments are generally paid to 
acquirers (often banks) operating within payment card networks.52 Some 
retailers use payment services intermediaries alongside or instead of 
traditional acquirers. Retailers may also incur their own costs in 
connection with processing card payments.  

                                      

51 See: www.oft.gov.uk/OFTwork/competition-act-and-cartels/ca98-current/interchange-fees/  

52 Six major acquirers, including the largest high-street banks, acquire transactions within the 
VISA and MasterCard networks. Charge card networks like American Express and Diner's Club 
tend to deal with retailers directly, acting as their own acquirers. Extensive detail on the 
structure of payment card networks is available on the OFT's website in connection with 
Competition Act cases against some card networks. See: 
www.oft.gov.uk/OFTwork/competition-act-and-cartels/ca98-current/interchange-fees/  
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Fees to acquirer banks 

C.4 Fees paid to acquirers are often the largest, and for some retailers are 
the only, costs of accepting payment cards. They include:  

• merchant service charges (MSCs) paid for processing each 
transaction. For credit cards, MSCs are usually a percentage of 
transaction value, whilst for debit cards they are usually a flat fee 
and significantly lower for all but the smallest transactions 

• other per-transaction fees. Some acquirers charge separate fees for 
services that others cover in MSCs. The most common separate fees 
are for charge-backs: returning funds to a consumer when a 
transaction is reversed, for example when goods are returned, and  

• overhead (often monthly) fees, such as fees for terminals or chip-
and-pin devices.  

C.5 MSCs are usually the largest component of fees that retailers pay to 
acquirers. When a consumer makes a purchase from a retailer and the 
transaction is processed, the retailer pays an MSC in part to cover its 
acquirer's costs of requesting and processing funds from the consumer's 
card issuer. However, MSCs also tend to include a range of other costs 
that acquirers pass on to retailers.  

C.6 In general, around 70 per cent of the MSC is made up of the multilateral 
interchange fee (MIF) that the acquirer pays to the card issuer. MIFs 
cover issuers' costs including costs of providing payment guarantees 
and, for credit cards, may cover some costs of providing other benefits 
to cardholders.53  

                                      

53 Through MIFs issuers pass on to acquirers and thence retailers some of the broader costs of 
running card networks. In return, retailers receive benefits including payment security, avoidance 
of any need to check consumers' creditworthiness and increased demand from consumers who 
favour cards.  
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C.7 Costs of accepting cards payment methods can vary widely between 
retailers, as larger retailers often have greater negotiating power with the 
card networks.  

Fees to intermediaries 

C.8 Payment services intermediaries54 assist some retailers in accepting 
secure payments online or in other 'cardholder not present' situations 
such as through call centres or mail order. Intermediaries may charge for:  

• providing equipment and services needed to accept online and other 
distance payments, such as payment functionality for retailers' 
websites,  

• providing fraud detection and management services (in which some 
intermediaries specialise), or  

• providing some or all of the merchant services usually provided by 
acquirers, up to full transaction processing. In these cases the 
intermediary typically deals with an acquirer but acts as a point of 
contact for retailers, charging a mark-up on the acquirer's relevant 
fees.  

C.9 Some intermediaries that process transactions for retailers require 
retailers to put up cash deposits in readiness to refund cancelled 
purchases. A retailer may receive interest but could still forego higher 
savings rates or investment returns.  

                                      

54 Including Retail Decisions, Netbanx, Nochex, Paypoint.net, Payxpert and Sage Pay. Some 
acquirers also provide payment services such as functionality for retailers' websites or fraud 
management. Examples include Elavon and RBS-Worldpay. PayPal also helps some retailers 
accept cards and provides merchant accounts, as well as handling payments through the PayPal 
system.  

           1416 
PUBLIC 



OFT1349resp I 65 

  

  

  

 

 

Retailers' own costs 

C.10 Retailers' own costs of processing card payments vary significantly. All 
elements needed to accept card payments can be provided by acquirers 
or payment service intermediaries and are often included in their fees. 
However, some retailers prefer to self-source, for example when 
acquirers offer less comprehensive services or when the retailer can 
manage its payment website more cheaply than an intermediary might. 
Retailers' own costs may therefore include:  

• buying and maintaining point-of-sale equipment like chip-and-pin 
devices 

• fraud monitoring and maintaining compliance with Payment Card 
Industry Data Security Standards (PCI DSS) to help prevent fraud, 
required by all the major card networks 

• developing and running infrastructure to handle card payments, such 
as payment functionality for websites or call centres, and  

• staff training.  

C.11 Retailers' own costs are more varied than acquirers' or intermediaries' 
fees. Some retailers face no direct costs because all elements above are 
included in fees. When retailers do incur their own costs those may not 
be separable from general overheads of staying in business. For example, 
there may not be a significant extra marginal cost from adding payment 
functionality to a website which is necessary for being in business.  

C.12 We note that retailers' costs of accepting cash include the costs of 
security and often, compared to card payments, greater time spent 
processing transactions at tills.  

Which?'s estimates of retailers' costs  

C.13 In the super-complaint Which? provides estimates of the lowest, average 
and highest fees that retailers may be charged by acquirers for 
processing card transactions, reproduced below:  
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Table C.1 Which?'s estimates of acquirers' fees  

Card type 
 

Lowest  Highest  Average  

Debit card £0.08  £0.16 £0.11 

Credit card  0.88%  1.8%  1.34% 

Source: Which? super-complaint 30 March 2011 

C.14 These estimates are built up from data on multilateral interchange fees 
(MIFs) published by VISA and MasterCard. As mentioned above, MIFs 
can be around 70 per cent of MSCs. Which?'s estimate of lowest fees 
assumes a typical medium-sized retailer and, in particular, that MIFs may 
decrease in line with recent reductions in Europe, and with them MSCs. 
Which?'s estimates of average and high total fees include assumptions 
about other costs beyond MSCs (like charges for renting chip-and-pin 
devices) and assume smaller retailers may fail to obtain the cheapest 
rates on total fees from acquirers.  

Data on retailers' costs  

C.15 The OFT has obtained data directly from acquirers on fees for processing 
card transactions. We also requested information from the passenger 
transport providers mentioned in the super-complaint on their total costs 
of accepting card payments, including information on intermediaries' 
fees and providers' own costs. Since providers' responses varied in 
format and comprehensiveness the estimates of processing costs 
provided below are indicative.  

Fees to acquirer banks 

C.16 From acquirers, we obtained data on fees charged to all retailers and to 
the travel sector in particular.55 We also received information on a range 

                                      

55 For some acquirers, average MSCs in travel markets are higher than averages elsewhere. But 
the highest MSCs can be found in other markets (up to six per cent). Average MSCs to travel 
providers may be relatively high to cover the insurance liabilities of card issuers, passed on to 
acquirers in MIFs and then to retailers in MSCs, since credit card legislation requires issuers to 
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of factors that cause fees to vary. For example, MSCs are often higher 
for online and other 'cardholder not present' transactions than for face-
to-face transactions. MSCs may also vary according by retailer size, 
reflecting the greater bargaining power of larger retailers.  

C.17 Table C.2 below shows, in summary and anonymised form, acquirers' 
fees to travel providers including airlines for processing online 
transactions. We have omitted data where there were overriding 
confidentiality concerns.56  

Table C.2 Acquirers' fees to retailers in the travel sector for 
processing card transactions  

Charge 
 

Minimum Maximum Average57 

Merchant service charges  
Debit cards and prepay £0.01 £1.50 £0.30 
Credit cards 0.12% 4.70% 1.80%  
Charge cards  - - - 
Other per-transaction fees 
Charge-backs  £0  £15 Applicable 

MSC58 
Periodic (usually monthly) fees  
Terminal rental (chip-and-
pin, for example) per 
terminal per month  

£20 £25 £20 

General service fees  £0 £ 
hundreds 

£0 for larger 
retailers 

                                                                                                                   

cover risks to purchases made by credit card. Travel purchases can be high-value and subject to 
disruption.  

56 We have omitted fees for charge cards because commercial confidentiality may be breached 
by showing even summary anonymised data, since there are only two main networks.  

57 Average MSCs are the (un-weighted) means of averages provided by acquirers. Acquirers' 
other fees are more variable in structure. Averages are OFT estimates 

58 The MSC charged to process the original transaction.  
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Source: Responses to OFT information request (April- May 2011)  

C.18 It is important to note that this table does not capture certain sources of 
variation in acquirers' fees. Merchant service charges can be blended, 
that is, offered at uniform rates across different card types and 
networks. Unblended rates can vary over time for the same retailer, for 
example if an acquirer offers premiums and discounts contingent on 
volumes of card payments, volumes of business in other areas or activity 
by the retailer to promote the card network.  

C.19 Nonetheless, the table provides a good indication of travel providers' 
average variable costs. It can be seen that the estimates for processing 
card payments provided to the OFT by the acquiring banks are 
somewhat greater than the estimates provided by Which?, although 
minimum MSCs are lower than Which?'s estimates.  

Fees to intermediaries 

C.20 Intermediaries' fees are more varied than acquirers'. Some retailers pay 
for inclusive off-the-shelf services where the intermediary handles all 
aspects of online payments through its website. The smallest retailers 
(taking only a few hundred payments per month) can pay low monthly 
overheads for comprehensive services, avoiding dealing with acquirers 
directly or paying any per-transaction fees. Larger retailers usually pay 
confidential negotiated rates for anything from fraud management up to 
full web hosting and transaction processing. The travel providers 
mentioned in the super-complaint mostly have traditional acquirer 
relationships but some incur extra overheads from using intermediaries.  

C.21 From information provided to us, we have estimated that typical 
additional costs of using an intermediary for a provider with a traditional 
acquirer relationship include:  

• charges to maintain online payment functionality (particularly for 
smaller providers), and 

• charges for fraud prevention and monitoring.  
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C.22 The sum of such overhead costs appeared to equate to no more than 20 
pence per transaction for any travel provider.59  

Retailers' own costs 

C.23 Retailers' own costs of processing payments, as mentioned above, are 
highly varied, and some travel providers reported no additional costs of 
card processing. This is unsurprising given the range of services offered 
by acquirers and intermediaries, leaving few remaining elements for 
some providers to cover independently. Other providers reported costs, 
for example relating to website development and management time, that 
may at least in part belong to general overheads or one-time investments 
rather than to ongoing direct costs of accepting card payments. Without 
greater access to confidential business information it is difficult to 
estimate relevant per-transaction costs.  

Total costs 

C.24 Table C.3 below illustrates travel providers' typical costs of processing 
common-sized transactions. It applies the average MSCs for each card 
type and typical charge-back costs.60 Though overheads charged by 
acquirers may be irrelevant to online transactions (for example terminal 
rental) and general service fees may be zero for some acquirers, we have 
assumed an average overhead of a penny per transaction, given the high 
number of transactions processed on average each month, to capture 
the costs borne by some retailers. We assumed monthly intermediaries' 
fees to be 10 pence per transaction (half of the maximum in returns to 
us, given the proportion who reported zero intermediary costs). We also 

                                      

59 Based on returns of varying formats and comprehensiveness. A small number of retailers using 
intermediaries for full payment processing also reported costs of putting up cash deposits to 
refund cancelled purchases.  

60 For charge-backs a fraction was added to the total per-transaction fee to reflect the probability 
of application. We assumed that five per cent of transactions are reversed and incur a charge-
back fee, so added a probability-weighted (0.05 x applicable MSC) to MSCs.  
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allowed 10 pence per transaction for providers' own costs, which may 
be an overestimate on average since some travel providers process tens 
of thousands of transactions per month.  

Table C.3 Illustrative costs of processing card transactions  

Transaction size Card type 
£50 

 
£100 £250 £500 

Credit card  £1.16 
(2.3%)  

£2.10 
(2.1%)  

£4.94 
(2.0%)  

£9.66 
(1.9%)  

Charge card  £1.52 
(3.0%)  

£2.84 
(2.8%)  

£6.77 
(2.7%)  

£13.34 
(2.7%)  

Debit card  £0.53 
(1.1%)  

£0.53 
(0.5%)  

£0.53 
(0.2%)  

£0.53 
(0.1%)  

Source: OFT analysis 

C.25 It is important to emphasise that this table may underestimate some 
travel providers' costs, despite making relatively generous assumptions 
about providers' own direct costs. The table is based on average fees for 
any card network so does not reflect the higher MSCs likely to be paid 
by some smaller providers. We have also omitted occasional costs 
quoted by some providers but not others, such as costs due to failures 
by acquirers, card networks or intermediaries.  

C.26 The overall estimates of travel providers' costs of processing card 
payments appear to be higher that those provided by Which? in the 
super-complaint. However we would require more detailed data from a 
greater number of retailers in order to reach a more accurate estimate of 
actual costs.  
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D CARDHOLDING AND USAGE IN THE UK  

D.1 In 2009, debit, credit, charge and prepaid cards were used to make more 
than eight billion purchases worth £396 billion in the UK.61 Nearly 93 per 
cent of UK adults held at least one plastic card (not including store 
cards):  

• 86 per cent of adults held at least one debit card 

• 62 per cent held at least one credit or charge card, and  

• five to eight per cent are estimated to have held at least one prepaid 
card (with less than five per cent owning a Pre-paid MasterCard or 
Pre-paid VISA).62  

D.2 Debit and credit cards are almost entirely branded VISA or MasterCard. 
Charge cards are branded by those networks, American Express, Diner's 
Club and some smaller networks. Prepaid cards are issued within the 
major networks and by a number of individual banks and building 
societies.  

D.3 The full picture of cardholding and usage is complex, but some basic 
facts are relevant to a consumer's likelihood of encountering a payment 
card surcharge.  

                                      

61 The latest comprehensive data available is from the UK Cards Association (UK Plastic Cards 
2010) and run to the end of 2009. Data for 2010 will be available later in 2011.  

62 Data on prepaid cards is less complete than for other card types. There were 2.5 million active 
prepaid cards issued by members of the UK Cards Association (including VISA and MasterCard) 
at the end of 2009. Since some cards are not reloadable and their balances will have declined to 
minimal amounts, the number of useable cards was less. Thus a maximum of five per cent of 
the UK adult population of 50 million may have held a prepaid card issued by a UK Cards 
member (with no multiple cardholding and if all cards remained usable). Several major issuers of 
prepaid cards are not members of UK Cards, including Broadcastle Bank, APS, Raphaels and the 
Newcastle Building Society. Including prepaid cards issued by them, the UK Cards Association 
estimates there to be up to four million issued.  
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D.4 Overall, debit cards are used for more purchases than (more widely 
surcharged) credit or charge cards, with prepaid cards remaining niche:  

• In 2009, debit cards were used for 67 per cent of all purchases by 
value within the UK (excluding cash withdrawals). Credit and charge 
cards were used for nearly 33 per cent. Prepaid cards were used for 
less than one per cent.  

• By number of UK purchases, debit cards were used for 75 per cent, 
credit cards for 25 per cent and prepaid cards for less than one per 
cent.  

D.5 As shown in Chart D.1 below, debit card usage has grown strongly 
whilst use of credit and charge cards has remained mostly flat. The chart 
omits prepaid cards for which little time series data is available, although 
evidence suggests ownership and usage was lower pre-2009.63  

                                      

63 Based on data and notes from UK Plastic Cards 2010 and discussions with the UK Cards 
Association. For example, total UK purchases using prepaid cards issued by UK Cards 
Association members were valued at £600 million in 2009 (0.16 per cent of total card 
purchases by value) and less than half that in 2008.  
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Chart D.1: All UK card purchases by card type 
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D.6 Credit cards are used more often online, where surcharging (in general 
and particularly for credit cards) is more common:  

• In 2009, credit and charge cards were used for 52 per cent of UK 
online card purchases by value. Debit cards were used for 48 per 
cent.  

• Credit cards remain popular online for the reassurance they provide. 
However, debit cards are used increasingly often, with online use 
growing at 40 per cent a year on average over the five years to 
2009.  

• There is little data on the use of prepaid cards online, but even total 
purchases by prepaid cards would realistically represent no more 
than two per cent of all UK online card purchases.  

• Online payment methods other than cards remain niche for 
purchases from retailers. PayPal is accepted by nearly 400 online 
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retailers (of which some surcharge for its use) but is used 
significantly less often for shopping than cards.64  

D.7 Another indicator of an individual's likelihood of having to pay a 
surcharge is the extent to which consumers hold multiple cards, allowing 
them to substitute for non-surcharged cards (for example to avoid a 
credit card surcharge by electing to pay by debit card). Consumers 
holding only one card type have no option to substitute. At the end of 
2009:  

• 32 per cent held only one or more debit cards and no other card 
types.  

• One per cent held only credit or charge cards.  

                                      

64 PayPal acceptance figures are from PayPal's website. PayPal is used more widely between 
consumers or between businesses.  
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PRIVILEGED & CONFIDENTIAL 

....,., 

;<:;Oal TI rsF V 

.,.,: 

January 10, 2011 

Mr. Dan Kelly 
Senior Vice President, Legislative Affairs 
Canadian Federation of Independent Business 
99 Metcalfe Streot, Suite 1202 
Ottawa, ON K1 P 6L2 

Dear Mr. Kelly, 

Thank you for your letter dated December 17, 2010 in which you outliniE? the Canadian 
Federation of Independent I3usiness' (CFIB) consumer education campaign to alert the 
public to the cost to merchants of accepting credit cards. 

In your letter, you wanted assurances from Visa Canada that there would not be any 
legal problems for your members who choose to participate in CFIB's poinfi-of-sale 
campaign to promote the use of cash and debit as the merc;hant"s preferred fitarm of 
paymont. I can assure you that Visa's policies do not in any way prevent the CFIB or its 
members from organizing and participating in this type of campaign, nor do our rules 
prevent merchants frorn promoting one form of payment over another. 

Today, merchants have numerous options available to help manage costs, while 
receiving the many benefits of electronic paymenis. Visa's policies do not preclude 
retailers from offering an incentive to customers to use different forms of payment or 
otferinq discounts to consumers who pay with the retailer's preferred payment method 
uErhe#her it be cash, cheque, debit or another credit card payment network. There is an 
abundance of competition in the payments mai-kotplace. Furttzor, the Voluntary Code of 
Conduct for the Credit and Debit Card Industry (the Code) — which Visa has long 
supported — also requires that all networks permit merchants to discount by method of 
paymont or payment network brand. 

The fact that many merchants choose not to discount by method of payment or by 
brand is a sign of the value Visa provides to retailers and cardholdors. Electronic 
payments rnake transactions quicker, more convenient and most importantly, more 
seoure, Those are key reasons why Visa is accepted at millions of retailers worldwide. 

Your letter also refers to your original recommendations for the Code of Conduct, which 
include allowing merchants the right to refuse or surcharge certain premium credit 
cards. V1e believe that providing merchants with the ability to refuse certain types of 

1 
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credit cards within payment networks such as Visa, or to surcharge transact3ons, vvould 
Iikeiy be harmful to consumers and the broader economy. 

Allowing surcharging at point of sale is fundamentally anti-consumer and unfairly shifts 
the cost of electronic payments onto eonsumers. Our no surcharging rule was created 
specifically to protect consumers from retailers who seek to impose checkout fees and 
penalïze consumers who choose the convenience, security and reïiabiEity of Visa over 
cash, cheques and debit. 

In the few countries that permit surcharging today, such as AustraEia, evidence indicates 
that large retailers profit from the fees by shifting the cost of doing business onto 
consurners. In many ins#ances; retailers actually charge consumers more than the cost 
of card aeceptance, turning surcharging into a profit centre at the expense of 
cortsumers. For example, in 2009, CHOICE, a trusted and independent voice working 
for Australian consumers awarded Qantas Airlines the dubious honour of a Shonky 
award for its $7.70 to $25 per passenger credit card surcharges, while Cabcharge, the 
dominant company in the taxi payments industry, continues to levy a 10% surcharge for 
all cards (including debit cards which cost just cents to process). 

Further, Canadian consumers are strongly against any form of surcharging by 
merchants. A November 2009 consumer survey by the Consumers' Association of 
Canada (CAC) found that 90 per cent of Canadians oppose permitting retailers to 
impose surcharges, with 75 per cent strongly opposing surcharging. Bruce Cran, 
President of the CAC, said in a news release on December 17, 2010 ,The results 
speak for themselvès. Canadians are overwhelmingly opposed to the suggestion that 
they should have to pay merchants for the privilege of paying them." 

Additionally, Visa's honour all cards protection was put in place to prevent merchants 
from reaching into consumers' wallets and dictating which payment products they can 
use. The policy requires that a merchant who accepts Visa Credit pi°oducts for payment 
must accept all cards within this category. Removing this pro-censumer policy will 
vastly undermine the value of payment cards, lead to consumer confusion and put 
consumers at risk of °bait and switch" tactics whereby merchants advertise acceptance 
with a Visa logo but then decline the card at the pQint-of- sale. This confusion would 
lead to delays at checkout and therefore may be detrimental to merchants as well. 

Ultimately Visa feels that the CFIO is not communicating the full picture to consumers 
and its members by focusing only on the costs associated with electronic payments. By 
accepting `+Aisa, retailers experience increased speed, efficiency, reliability and security, 
vvhile also gaining immediate access to a billion cardholders, the potential for increased 
sales, and guaranteed payrnent. Importantly for your membership, electronic payments 
also facilitate a level playing field between small and large merchants; one example 
being that credit cards allow small merchants to extend immediate unsecured credit to 
their customers and increase their sales without bearing the credit risk. 

2 
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As always, Visa remains ready to discuss these and any other iterns that are of concern 
to the CHB and its members. 

Sincerely, 

, 

rInîWifb 
Head of Visa Canada 

cc: Hon. Jim Flaherty, Minister of Finance 
Melanie Aitken, Commissioner of Competition 
Ursula Menke, Commissioner, Financial Consumer Agency of Canada 
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i G.^  0 CREDIT AND DEBIT CARDS 

Highlights Federal Entities Are Taking Actions to Limit Their 
Interchange Fees, but Additional Revenue Collection 
Cost Savings May Exist Highlights of GAO-08-558, a report 

congressional requesters 

Why GAO Did This Study What GAO Found 

Federal entities—agencies, 
corporations, and others—are 
growing users of credit and debit 
cards, as both "merchants 
(receiving payments) and 
purchasers . Merchants accepting 
cards incur fees—called merchant 

By accepting cards, federal entities realize benefits, including more satisfied 
customers, fewer bad checks and cash thefts, and improved operational 
efficiency. In fiscal year 2007, federal entities accepted cards for over $27 
billion in revenues and paid at le ast $433 million in associated merchant 
discount fees. For those able to separately identify interchange costs, these 
entities collected $18.6 billion in card revenues and paid $205 million in 
interchange fees. Federal entities are taking steps to control card acceptance 
costs, including reviewing transactions to ensure that the lowest interchange 
rates—which can vary by merchant category, type of card used, and other 
factors—are assessed. While the Visa and  MasterCard card networks have 
established lower interchange rates for many government transactions, some 
federal entities have attempted to negotiate lower ones, with mixed success. 
To identif'y savings from cards and other collection mechanisms, Tre asury's 

discotmtt  fees—paid to banks to 
the transactions. For 

and  MasterCard transactions a 
large portion of these 
referred to as interchange—goes to 
the banks. Some 
countries have acted to limit these Financial Management Service (FMS)—which handles revenues and pays 

merchant discount fees for many federal entities—initiated a program in 2007 
to review each entity's overall revenue collections. FMS has identified 

GAO was asked to (1) 
the benefits nad costs associated 
with federal entities' acceptance of potential efficiency and cost saving improvements at the eight entities it has 
cards, (2) the effects of other reviewed thus far, but h as yet to develop a full implementation strategy 

to limit including a timeline for completing all reviews, cost savings estimates, and 
resource assessment—that could help expeditiously achieve program goals. change fees, and (3) the impact on 

federal entities of using cards to 
make purchases. Among other 
things, GAO analyzed fee data and  
information on the impact of 

Several countries have taken steps to lower interchange rates, but information 
on their effects is limited. Among the three countries GAO examined, 
regulators in Australia and Israel intervened directly to establish limits on 
interchange rates, while Mexico's banking association voluntarily lowered 
some rates. Since Australia's regulators acted in 2003, total merchant discount 
fees paid by merchants have declined, but no conclusive evidence exists that 
lower interchange fees led merchants to reduce retail prices for goods; 
further, some costs for card users, such as annual and other fees, have 
increased. Few data exist on the impact of the actions taken in Mexico 
( be gi• nnin g in 2004)) and Israel (( beggi•  nningg  in the late 1990 s))•  Because of the 
limited data on effects, and because the structure and regulation of credit and 
debit card markets in these countries differ from those in the United States, 
estimating the impact of taking similar actions in the United States is dififcult. 

accepting and cards from the 
Department of the Treasury 
(Treasury) and the General 
Administration, literature, 
and interviewed officials of m ajor 
card and three foreign 
governments. 

1iVh'et GAO''Recom'men'ds 

To expeditiously additional 
Treasury should 

develop a full implementation Federal officials cited various benefits from card use—which totaled more 
than $27 billion in fiscal year 2007, a 51 percent increase since fiscal year 1999 
after adjusting for inflation—including the ability to make purchases more 
quickly and with lower administrative costs than with previously used 
purchasing methods. The banks that issue cards to federal entities also rebate 
a small percentage of their card purchase amounts; these rebates totaled $175 
million in fiscal year 2007. Preventing inappropriate card use poses 
challenges, and GAO and others have identified inadequate controls over 
various agencies' card programs. However, tools and data provided by the 
issuing banks now allow entities to review transactions more quickly, 
 increasingg their abilit̂y  to deteecc  t ssuuss ppicious transactions. 

timeline, cost 
strategy, including a completion 

estimates, 
and a resource assessment for 
revenue collection program. 
FMS did not GAO's 
recommendation, but agreed 
program will overall 
federal fmancial management. 

To the full product, including the 
methodology, click on GAO-08-558 

information. contact Richard Hillman 
at (202) 512-8678 or hillmanr@gao United States Government Accountability Office 
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United States Government Accountability Ofifce 
Washington, DC 20548 

May 15, 2008 

Congressional Requesters: 

Consumers increasingly use credit and debit cards to make payments, 
including those to federal, state, and local governments for such things as 
park admission fees, driver licenses, and income taxes. According to a 
federal banking regulator, 47 billion credit and debit card transactions 
occurred in 2006, exceeding the approximately 31 billion check payments 
made that year.' As with other forms of payment, merchants and 
government entities incur various costs to accept credit or debit cards. 
The majority of the costs associated with accepting cards are the 
"merchant discount fees" paid to the banks that merchants use to process 
their transactions. Generally, for each Visa or M asterCard transaction, a 
portion of the merchant discount fee is paid from the merchant's bank 
called the acquiring bank—to the bank that issued the card. This portion, 
called the interchange fee, reimburses card issuers for a portion of the 
costs they incur in providing card services.` The balance of the merchant 
discount fee is retained by the acquiring bank to cover its costs of 
providing services. In addition to these fees, government entities that 
accept cards also incur other, less significant costs to install and maintain 
necessary equipment and to transmit card transaction data. 

Interchange fee amounts are calculated using rates, typically between 1 
and 2 percent of a purchase's value.' The two largest card networks (Visa 
and MasterCard) establish default interchange rates for their respective 

'Federal Reserve System, The 2007Federal Reseze Payments Study: Noncash Payment 
Trends in the United States: 2003-2006 (Dec. 10, 2007). 

`In most cases the acquiring bank and the issuing bank for Visa and MasterCard 
transactions are different institutions. In contrast, American Express and Discover are 
"proprietary" networks that act as both the issuing and acquiring entities. As a result, they 
retain the entire amount of the merchant discount fee they receive from merchants' sales to 
American Express and Discover card users. Accordingly, American Express and Discover 
transaction fees are included in the total merchant discount fee amounts presented in this 
report, but not in the interchange fee amounts. 

'Interchange rates are typically a percentage of the payment amount plus a fixed fee per 
transaction (for example, $0.05 or $0.10). In some cases, the interchange rate may be a flat 
rate per transaction (for example, $0.75). 
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systems. 4  According to officials from one card network, in establishing 
default interchange rates, the networks take into consideration 
competitive factors of both card issuers and merchants as well as certain 
costs that are associated with issuing and accepting cards. Interchange 
rates vary according to a number of factors, including the type of 
merchant accepting the card, the method used to transmit the transaction 
information, and the type of card used. For example, "reward" credit 
cards, which provide their holders with cash rebates or points, typically 
have a higher interchange rate than standard credit cards. That is, a 
merchant accepting a reward credit card, depending on the merchant's 
agreement with its acquiring bank, may pay a higher merchant discount 
fee for a purchase made with a reward credit card. Additionally, if a 
cardholder uses a debit card and enters a personal identification number 
(PIN), rather than signing a receipt to authorize the transaction, the 
transaction generally poses less risk to the card issuer, partly because the 
identity of the cardholder is more certain and therefore the interchange 
rate is lower. 

As the popularity of credit and debit cards for making purchases and 
payments has grown, so has the amount of merchant discount fees paid by 
the merchants—including federal government entities—that accept cards. 
One source estimates more than $36 billion in interchange fees was paid in 
2006. 5  These fees have been the subject of litigation in the United States, 
but they are not federally regulated. In some other countries, government 
authorities have taken steps to limit the amounts of these fees. 

In addition to accepting cards for payments, federal entities also use cards 
to make purchases. The General Services Administration (GSA) 
administers the SmartPay® program, which provides cards for federal 
entities to purchase goods and services, including office supplies, fuel for 
government vehicles, and airline tickets and hotel visits for employees on 

4Both Visa and MasterCard developed as membership organizations consisting of banks 
that participated in their respective payment systems. Because of this structure, 
traditionally they were referred to as credit card associations. MasterCard restructured to 
become a publicly held corporation, making its initial public offering of certain classes of 
stock in March 2006. Similarly, Visa became public, initiating its initial public offering 
during March 2008. For purposes of this report, we refer to Visa and MasterCard as card 
networks. The de.falllt int.e.rchange rates apply when t.he.re are no other int.e.rchange fee 
arrangements in place between an issuer and an acquirer. 

SMerchants Payments Coalition, Inc. This estimate was calculated using 2006 estimates of a 
1.9 percent combined (MasterCard and Visa) average interchange rate and a combined 
purchase volume of approximately $1.9 trillion. 
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official travel. 6  GSA negotiates master contracts with card-issuing banks 
on behalf of federal government entities, which then negotiate agreements 
with the banks to specify services and requirements for their card 
programs. 

You asked us to review a number of issues concerning interchange fees, 
including their effect on the federal government—as both an accepter and 
a user of debit and credit cards—and actions other countries have taken 
regarding these fees. This report examines (1) the benefits and costs, 
including interchange fees, associated with federal entities' acceptance of 
cards as payment for the sale of goods, services, and revenue collection; 
(2) actions taken in countries that have regulated or otherwise limited 
interchange fees and their impact; and (3) the impact on federal entities of 
using cards to make purchases. 

To examine the benefits and costs associated with acceptance of cards, we 
analyzed data representing a broad a range of entities associated with the 
federal government, including executive, legislative, and judicial branch 
agencies; government corporations; and other federal instrumentalities 
that accept credit and debit cards for payment.' Card transactions for the 
majority, of executive, ,judicial, and legislative branch agencies and federal 
commissions, boards, and other entities are processed by the Department 
of the Treasury's (Treasury) Financial Management Service (FMS), which 
pays the associated fees for these entities. We reviewed data on the 
merchant discount fees FMS paid from fiscal years 2005 through 2007. 8  We 
also reviewed data from several federal entities for which FMS does not 

6The cards that govenrment entities use typically are charge cards in which the entire bill 
must be paid at the end of the billing period, and typically there is no interest. 

'We use the term "federal entity" throughout this report broadly to refer to departments, 
agencies, bureaus, govenrment corporations, and any instrumentality or organization that, 
regardless of whether it receives federally appropriated funds, performs a function 
sanctioned by the federal govenrment to achieve a federal objective or serve a federal 
interest. The latter groups of entities include, for example, Amtrak, the U.S. Postal Service, 
and commercial facilities operated at military bases. Therefore, our estimates of the costs 
associated with card acceptance by federal entities include some costs that are not directly 
boine by the govenrment. 

SUnlike what is done with most merchants, the interchange and other fees paid by FMS on 
behalf of the federal entities for which it processes card transactions that would constitute 
the merchant discount fee are not "discounted" from the amount of the card payment. 
Instead, FMS settles card transactions "at par," and all costs associated with card 
acceptance are paid separately. For convenience, we use the term "merchant discount fee" 
throughout this report to refer to the card acceptance fees paid by FMS. 
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settle transactions: Amtrak, the U.S. Postal Service, and a number of 
Department of Defense and Department of Homeland Security 
nonappropriated fund instrumentalities (NAFI), which operate retail 
stores or recreational facilities for the military." Among the entities 
included in our review, Amtrak, FMS, and the Postal Service provided data 
specifically showing the amount of interchange fees paid. For the other 
entities, we obtained the total amounts paid in merchant discount fees.10 
The data we collected from federal entities were the best data available; 
however, because of limitations in and differences among the record 
keeping of the entities, the data may not be complete for all years, may 
treat some costs inconsistently, and in one case contain estimated, rather 
than actual, values. We reviewed the data for completeness and accuracy 
and determined that none of these limitations materially affect the findings 
we report. (For further information on data sources, as well as a more 
detailed discussion of our objectives, scope, and methodology, see app. I.) 
In addition, we reviewed Visa and MasterCard interchange rate tables and 
met with officials from Visa, MasterCard, American Express, and Discover 
to obtain information on how these companies determine the rates 
charged to federal entities. We met with federal entity officials responsible 
for settling card transactions to identify factors that could affect the 
interchange rates charged for the transactions. Further, we conducted 
semistructured interviews with five federal entities for which FMS 
processes card transactions, based on a selection of entities with the 
highest and lowest volumes of card transactions. 11  To report on actions 
taken in countries where interchange rates have been limited by regulation 
or other means and the effects of those actions, we reviewed available 
literature, contacted our counterparts (other audit institutions) in several 
countries, and interviewed officials of the Federal Reserve Bank of Kansas 
City and industry officials to identify various countries that had addressed 
interchange rates. To illustrate differing approaches to limiting 

9NAFIs generally are operated with the proceeds of their activities, rather than with 
appropriated funds. While these entities do not receive appropriated funds, we included 
them in our study because they are associated with gove rnmental entities and, to some 
extent, are controlled by and operated for the bene fit of those entities. 

10We  also attempted to collect card acceptance costs from the Smithsonian Institution and 
from some Coast Guard NAFIs, but the decentralized way in which they maintained their 
data prevented their providing us with the information. 

iiThe federal entities that had high volumes of card acceptance were the Defense 
Commissary Agency, U.S. Mint, and  the Department of Interior's National Park Service. The 
federal entities that had low volumes of card acceptance were the Corporation for National 
and Community Service and the National Endowment for the Arts. 
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interchange rates, we judgmentally selected three countries—Australia, 
Israel, and Mexico that adopted diverse approaches and whose efforts 
had been under way for sufficient time to allow for study. To obtain more 
detailed information, we conducted literature reviews and interviewed 
regulators and officials in the three countries. To determine the impact on 
federal entities of using cards to make purch ases, we reviewed policies 
and procedures developed for the GSA SmartPay program, collected and 
analyzed data on card use from GSA, and reviewed our prior reports. 
Finally, we interviewed officials from five entities that were among those 
with the highest volume of card use in fiscal year 2006 and officials from 
the bank whose total government card spending was the highest.12 

We conducted this performance audit from June 2007 to May 2008 in 
accordance with generally accepted government auditing standards. Those 
standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence 
obtained provides a reasonable basis for our findings and conclusions 
based on our audit objectives. 

Results in Brief Federal entities realize various benefits from accepting credit and debit 
cards, but also incur various costs, including merchant discount and 
interchange fees, which they are taking steps to control. Federal entity 
officials told us that the benefits of accepting cards include more satisfied 
customers, fewer bad checks and cash thefts, and improved operational 
efficiency. In fiscal year 2007, federal entities collected a total of over $27 
billion in revenues through credit and debit card transactions and reported 
paying at least $433 million in merchant discount fees, which include the 
interchange fees associated with Visa and MasterCard transactions. 13  The 
three entities able to separately identify interchange fees—FMS, Amtrak, 
and the Postal Service—reported that in fiscal year 2007 those fees were 
about $205 million, out of a total of about $218 million they paid in 
merchant discount fees for Visa and MasterCard transactions. As card 

2The federal entities that had a high volume of card use were the Department of 
Agriculture, Department of the Army, Department of Homeland Security, Department of 
Veterans Affairs, and the U.S. Postal Service. 

3The fiscal year 2005 through fiscal year 2007 do llar values on the costs and revenues 
associated with card acceptance are current values and have not been adjusted for 
inflation. 
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acceptance has become more common, federal entities have worked to 
control the associated fees. For example, while the card networks already 
offer interchange rates for government transactions that are lower than 
those for many other merchants' transactions, FMS requires its acquiring 
bank to monitor how transactions are processed to ensure that federal 
entities' transactions receive the lowest interchange rates for which they 
are eligible. Some federal entities are working to lower their card 
acceptance fees by installing equipment needed to accept PIN debit cards, 
which generally have even lower interchange rates. Also, some federal 
entities have attempted to negotiate with the card networks to lower 
interchange rates applicable to their transactions, with varying success. In 
addition to its efforts focused on card acceptance, FMS initiated a program 
in 2007 to review the overall efficiency of revenue collection mechanisms 
used by the federal entities for which it provides services, with a goal of 
achieving cost savings. As of March 2008, FMS had reviewed eight federal 
entities under this program and identified potential cost savings and 
efficiencies at each. Because FMS began this program as a pilot, it has not 
developed a full implementation strategy. Such a strategy—including a 
timeline for completing the reviews, estimates for cost savings to be 
realized, and assessment of the adequacy of resources committed—would 
help ensure attainment of program goals as expeditiously as possible, as 
FMS expands the program to other federal entities. 

Several countries have taken steps intended to lower interchange rates for 
a broad range of card transactions within their borders, but complete 
information on the impact of these actions generally is not available. 
Among the three countries we examined in more detail, public authorities 
in Australia and Israel intervened directly to establish limits on the rates 
that credit card issuers assess for interchange fees on merchant 
transactions, while in Mexico the association of card-issuing banks 
voluntarily lowered some interchange rates after a 2004 law gave the 
Mexican central bank the authority to regulate interchange fees. Research 
on the impact of the regulation of interchange fees in Australia in 2003 
indicates that merchants have likely benefited, as the total merchant 
discount fees they pay have decreased. However, evidence suggests that 
the impact on cardholders in that country has been mixed: Australian 
regulators have not been able to discern whether merchants passed along 
any reduction in costs to consumers through lower prices. However, 
issuing banks generally have reduced the rewards offered on reward cards 
and increased annual and other card fees over the last 5 years. Limited 
information indicates that merchant discount rates have also declined in 
Mexico and Israel, but few data on the impact of the actions taken have 
been published. As the result of differences between the structure and 
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regulation of the U.S. credit and debit card markets and those of other 
countries, the potential for similar actions to be taken in the United States 
and the possible impact of such actions are uncertain. For example, the 
costs associated with issuing cards may be different given the much larger 
number of issuing banks in the United States than the other countries we 
studied. 

Federal entities obtain numerous benefits when they use cards to make 
purchases, but also face challenges in minimizing unauthorized or 
fraudulent use. Card purchases by federal entities totaled more than $27 
billion in fiscal year 2007 (a 51 percent rise since fiscal year 1999 after 
adjusting for inlfation), and card usage generally is expected to continue 
to grow as entities expand the range of items and services that they 
purchase with cards. For example, some entities have begun using 
purchase cards to make payments on contracts. Federal entity officials 
told us that using cards provides a variety of benefits, including lower 
administrative costs when compared with the slower, more labor-intensive 
purchasing methods that were previously used. For example, GSA 
estimated that total administrative cost savings from card use in fiscal year 
2006 was $1.7 billion. Further, under the SmartPay program, federal 
entities obtain rebates of a small percentage of the card purchases that 
they make from the card-issuing banks; these rebates totaled 
approximately $175 million in fiscal year 2007. Officials stated that using 
cards also provides them with enhanced data on purchasing trends, which 
can be used to negotiate better pricing from vendors. Although receiving 
various benefits, federal entities using cards to make purchases have had 
to implement controls and procedures to prevent misuse. Implementing 
these controls can be challenging; we and others have reported on some 
entities' inadequate controls over their card programs that have resulted in 
instances of fraud and abuse. However, officials from some federal entities 
told us that the risk of fraud and abuse in card programs is less than or 
equal to that under previously used purchasing methods. Further, some 
officials told us that tools provided by the issuing banks allow for faster 
managerial review of transactions and increased capabilities to detect 
suspicious transactions. 

In order to help expeditiously achieve savings to the gove rnment, this 
report recommends that the Secretary of the Treasury take steps to 
establish a full implementation strategy for FMS's revenue collection 
review program. Such a strategy should include a timeline for completing 
the reviews, cost savings estimates associated with individual reviews, and 
an assessment of the adequacy of the resources committed to the program. 
In commenting on a draft of this report, the manager of FMS's Intenral 
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Control Branch did not directly address our recommendation, but agreed 
that the agency's revenue collection review program which will evaluate 
the use of credit and debit cards along with other processes—will help 
improve overall financial management at federal agencies. 

Baekground As consumers increasingly use credit and debit cards for purchases, 
federal entities' acceptance of cards to pay for goods and services has also 
increased. The Treasury's FMS performs the processing for card 
transactions for executive, judicial, and legislative branch agencies, as 
well as a number of governmental commissions, boards, and other entities 
that choose to accept credit and debit cards as a method of payment. 
Some other federal entities, such as the U.S. Postal Service and Amtrak, 
operate their own credit and debit card-processing programs and pay the 
associated fees for processing card transactions. FMS operates the Credit 
and Debit Card Acquiring Service, a governmentwide service that allows 
the federal entities for which it collects revenues to accept Visa, 
MasterCard, American Express, and Discover credit cards, as well as some 
types of debit cards. The volume of card transactions that FMS processed 
increased by more than 30 percent from fiscal year 2005 to fiscal year 
2007. In fiscal year 2007, FMS processed more than 65 million card 
payments made to federal entities. FMS pays the fees associated with card 
acceptance for the federal entities that participate in the Card Acquiring 
Service." 

A merchant—including a government entity—that accepts MasterCard or 
Visa credit and/or debit cards for payment of goods and services enters 
into a contract with an acquiring bank that has a relationship with Visa 

14Unlike private sector entities that pay for these services on their own and can adjust the 
prices of their goods and  services to cover the costs of card acceptance, some federal 
entities cannot adjust the pricing of their goods and services. For example, the amounts of 
some U.S. court fees are speci fied in statute (28 U.S.C. §§1914(a) [Federal Court fee to be 
paid by party instituting civil proceedings]); similarly, the authorizing statute for the 
Defense Commissary Agency—which operates grocery stores for military service members 
and their families—provides that the prices can only be assessed a 5 percent surcharge on 
top of the cost of the goods. See 10 U.S.C. § 2484(d). 
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and/or MasterCard to provide card payment-processing services.' The 
merchant contract specifies the level of se rvices the merchant desires, as 
well as the merchant discount fee and other fees that will apply to the 
processing of the merchant's card transactions. To provide card 
acceptance services to federal entities that participate in the Card 
Acquiring Service, FMS enters into an agreement with a financial 
institution that has been designated as a financial agent of the U.S. 
government to provide acquiring banking services. The agreement 
specifies the services to be provided to FMS and the federal entities that 
participate in the Card Acquiring Service. 16  Visa and MasterCard establish 
and enforce rules and standards that may apply to merchants who choose 
to accept their cards. According to officials of the card networks, 
however, the networks are not involved in the relationship between a 
merchant and its acquiring bank. 

Fees Allocate the Costs 
among Parties Associated 
with Card Transactions 

Several parties are involved in a card transaction. For example, Visa and 
MasterCard transactions involve (1) the bank that issued a cardholder's 
card, (2) the cardholder, (3) the merchant that accepts the cardholder's 
card, and (4) an acquiring bank. The acquiring bank charges the merchant 
a merchant discount fee that is established through negotiations between 
the merchant and the bank. A portion of the merchant discount fee is 
generally paid from the acquiring bank to the issuing bank in the form of 
an interchange fee to cover a portion of the card issuer's costs to issue the 
card. The balance of the merchant discount fee is retained by the acquiring 
bank to cover its costs for processing the transaction. A merchant does 
not pay the interchange fee directly; rather, the interchange fee portion of 
the merchant discount fee is transferred from the acquiring bank to the 
issuing bank. Because issuing banks incur costs to issue cards to 
consumers, the interchange fee helps to allocate these costs among the 
parties involved in card transactions. Figure 1 illustrates the roles of each 

15ln  some instances, acquiring banks may contract with third-party entities to provide the 
card-processing services. In these instances, the third-party entities handle merchant 
services on behalf of the acquiring bank and may function as a sales agent for an acquirer. 
A merchant typically establishes a relationship directly with American Express if it wishes 
to accept this type of card. To accept a Discover card, a merchant may enter into a 
relationship directly with Discover, or it may enter into a relationship with an acquirer or 
third-party card processor that has a relationship with Discover. 

16FMS currently has only one designated fnlancial agent that provides acquiring banking 
services for the Card Acquiring Service; prior to August 2006, FMS had two designated 
financial agents that provided acquiring banking services. 
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of the four parties in a typical credit card transaction and how fees are 
transferred among the parties. 17  The figure shows that when a cardholder 
makes a $100 purchase, the merchant pays $2.20 in merchant discount fees 
for the transaction. This amount is divided between the issuing bank, 
which receives $1.70 in interchange fees, and the acquiring bank, which 
receives $0.50 for processing the transaction. 

17PIN debit and signature debit transactions—in which a cardholder signs a receipt or an 
electronic screen to authorize the transaction—are processed in a similar manner. In a PIN 
debit transaction, however, the transaction is routed through the electronic funds transfer 
network to which the cardholder's depository institution is a member, rather than the Visa 
or MasterCard network. The transfer of fees associated with both PIN debit and signature 
debit transactions is the same as a credit card transaction. 
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Figure 1: Transfer of Fees in a Credit Card Transaction 
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Sources: GAO (analysis); Art Explosion (images). 

Note: This is an illustrative example for a typical merchant. The method in which fees are transferred 
for a federal government entity may differ. For example, for FMS, the interchange and other fees that 
would constitute the merchant discount fee are not "discounted" from the amount of the card 
payment. Instead, FMS settles card transactions "at par," and all costs associated with card 
acceptance are paid separately. 

For American Express and Discover card transactions, generally only 
three parties are involved: the consumer, the merchant, and one company 
that acts as both the issuing and acquiring entities. 18  Merchants that choose 
to accept these two types of cards typically negotiate directly with 

18In  the United States, American Express has licensed a number of banks to issue cards on 
the American Express network; however, it continues to act as the acquiring entity for 
merchants. Financial arrangements between American Express and third-party bank 
issuers are agreed upon independently, through separate bilateral agreements, and usually 
constitute a percentage of the transaction amount. Discover also has card-issuing 
agreements with financial institutions. For transactions that occur on Discover cards 
issued by these third-party issuers, Discover receives interchange fees from the acquiring 
bank and also pays the card issuer an interchange fee. 
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American Express and Discover over the merchant discount fees that will 
be assessed on their transactions. Because the issuing and acquiring 
institution are the same, no interchange fee is involved in the transaction. 
The merchant discount fees charged on American Express and Discover 
transactions are, however, set to cover some of the same types of costs 
that merchant discount fees (which include interchange fees) cover for 
Visa and MasterCard transactions. 

Officials of both the Visa and MasterCard networks told us that they aim to 
set default interchange rates at a level that encourages banks to issue their 
cards and merchants to accept those cards. According to the network 
officials, the rates are set to recognize the value of card acceptance and to 
reimburse issuing banks for some of the risks and costs incurred in 
maintaining cardholder accounts, including lending costs, such as the cost 
of funding the interest-free loan period, the cost associated with 
cardholders that default on their loans, and losses stemming from fraud. 
Officials with one of the card networks noted that interchange fees help to 
reimburse issuers for bearing the costs that merchants would otherwise 
have to bear for the ability to make sales to customers on credit. 

Both Visa and MasterCard develop and publish interchange rate tables that 
disclose the default rates that apply to various types of transactions. 
According to Visa and MasterCard officials, four main factors determine 
interchange rates applicable to a given transaction: 

• Type of card—Different interchange rates apply to different types of card 
products. For example, both MasterCard and Visa have separate 
interchange rates for general purpose consumer credit cards, reward 
credit cards, commercial credit cards (issued to businesses), and debit 
cards. The rates vary because the costs, risks, and revenues associated 
with these different card products vary for issuers; they also reflect the 
networks' goal of providing incentives for both issuance and acceptance of 
cards. For example, reward cards involve higher interchange fees for a 
number of reasons: According to network officials, such cards tend to 
provide greater benefits to merchants (in the form of average transaction 
amounts that are typically higher than those on standard cards) and to 
cardholders (in the form of cash rebates or points). 

• Merchant category—The card networks classify merchants according to 
the line of business in which they are engaged. Interchange rates may 
relfect unique characteristics of different merchant categories, such as 
average profit margins and the way in which merchants authorize 
transactions. For example, according to card network officials, because 
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the supermarket industry tends to have very low profit margins, the 
networks set interchange rates to encourage supermarkets to accept 
cards. Also, the method in which a merchant authorizes payments can 
affect the extent to which a card network's system is used. (For example, 
hotels typically must authorize a payment at least twice—once at guest 
check-in to ensure the customer is authorized for the minimum payment 
amount, and again at checkout to authorize the final payment amount.) 
Additionally, some merchant types may qualify for special incentive 
interchange rates if a card network determines the merchant category has 
growth potential for card acceptance. For example, government 
organizations and utility providers receive lower interchange rates to 
encourage them to accept cards. 

• Merchant size (transaction volume)—Both MasterCard and Visa set lower 
interchange rates for merchants in some categories that conduct high 
volumes of card transactions over their networks. For example, according 
to Visa's default interchange rates that were in effect as of October 2007, 
supermarkets that conducted a minimum of about 7 million Visa card 
transactions in calendar year 2006 qualified for lower rates than 
supermarkets that conducted fewer Visa transactions. 

• Mode in which a transaction is processed—Interchange rates also differ 
depending on how a card transaction is processed. For example, 
transactions that occur without a card being physically present, such as in 
Internet transactions, carry a greater risk of fraud; therefore, higher 
interchange rates apply to these transactions. Similarly, swiping a card 
through a card terminal, rather than key-entering the account number, 
provides more information to the issuing bank to verify the validity of a 
transaction; therefore, swipe transactions are assessed a lower 
interchange rate. 

Interchange Fees Are Not 
Directly Regulated, but Are 
the Subject of Legislative 
Initiatives and Litigation 

Interchange fees are not regulated at the federal level in the United States. 
The Federal Reserve, under the Truth in Lending Act (TILA), however, is 
responsible for creating and enforcing requirements relating to the 
disclosure of terms and conditions of consumer credit, including those 
applicable to credit cards.' In addition, the Federal Reserve and other 
federal agencies, including the Office of the Comptroller of the Currency, 

9Pub. L. No. 90-321, Title I, 82 Stat. 146 (1968) (codi fied as amended at 15 U.S.C. §§ 1601- 
1666). See GAO, Credit Cards: Increased Complexity in Rates and Fees Heightens Need 
for More Effective Disclosures to C,onsumers, GAO-06-929 (Washington, D.C.: Sept. 12, 
2006). 
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the Federal Deposit Insurance Corporation, the Office of Thrift 
Supervision, and the National Credit Union Administration oversee credit 
card issuers. As part of their oversight, these regulators review card 
issuers' compliance with TILA and ensure that an institution's credit card 
operations do not pose a threat to the institution's safety and soundness. 
The Federal Trade Commission (FTC) generally has responsibility for 
enforcing TILA and other consumer protection laws for credit card issuers 
that are not depository institutions. 

As of early 2008, interchange fees were the subject of federal and state 
legislative proposals. For example, the Credit Card Fair Fee Act of 2008, 
introduced in March 2008, would, according to one of the bill's sponsors, 
establish a process by which merchants and issuing banks could agree to 
set interchange fees and other terms of access to covered electronic 
payments systems without violating federal antitrust laws. Additionally, 
the bill would establish a three-judge panel, called the "Electronic 
Payment System Judges," to make determinations of access rates and 
terms for electronic payments systems. The purpose of the panel would be 
to conduct proceedings to ensure that the rates and terms established by 
participants in the system are calculated to represent the rates and terms 
that would be negotiated in a perfectly competitive marketplace, that is, a 
marketplace of willing buyers and sellers in which neither has market 
power. z0 Also, under legislative initiatives pending in some states, 
merchants who are parties to payment card agreements would be given 
access to information about the issuing bank's interchange fees, including 
a schedule of all interchange fees charged by the bank, as well as notice of 
any change in the fees. 21  State bills also would, among other things, 

• prohibit a financial institution that issues a credit card or debit card from 
charging any fee, including interchange fees, based on the sales and use 
tax portion of a retail sales transaction.''2 

• prohibit a financial institution from increasing the fee based on the size or 
cost of a transaction.' 

?OH.R. 5546, 110th Cong. (2008). 

21See, e.g., H.B. 2857, 82nd Leg., (KS 2008); L.B 174, 100th Leg., (NE 2007); A.B. 7775, NY 
2007-2008 Regular Sess. (2007). 

22S.B. 1138 , 213th Leg. (NJ 2008); II.B. 3321 51st Leg., 2d Sess. (OK 2008). 

23See, e.g., H.B. 2856, 82nd Leg. (KS 2008). 
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• call on Congress to assess the impact on merchants of interchange fees 
and other discount fees and to require credit card issuers to be more open 
with merchants about the costs of the payment systems in which they 
participate.'4 

As of March 2008, none of the initiatives had been enacted into law. 

Interchange fees also have been a factor in lawsuits alleging violations of 
the antitrust laws by credit card networks and related parties.'j The 
plaintiffs in those cases alleged that interchange fees were an example of 
the networks' unlawful exercise of market power. As of October 2005, 
merchants had instituted at least 14 class action lawsuits in four separate 
districts against Visa and MasterCard and their member banks, alleging 
specifically that the defendants fixed interchange fees at supracompetitive 
levels in violation of Section One of the Sherman Antitrust Act.' 6  Currently, 
in a consolidated action pending in the United States District Court for the 
Eastern District of New York, merchants claim that interchange fees have 
an anticompetitive effect in violation of the federal antitrust laws." 
Appendix II provides additional information on cases that include, among 
other things, allegations that interchange rates were a function of 
anticompetitive conduct in violation of antitrust laws. 

Government Entities Also 
Use Cards 

Under GSA's SmartPay program, GSA negotiates master contracts with 
banks to issue cards to federal entities that participate in the program. The 
first SmartPay master contracts were established in 1998 with five banks. 

24Sen. J. Mem. Res. 8020, 60th First Reg. Sess. (WA 2007); H.J.R. 53 (VT. 2008). 

25These include cases involving allegations that interchange fees are evidence of the use of 
market power to commit unlawful price fixing and tying. See, e.g., In re Visa 
Check/Mastermoney Antitrust Litig., 297 F. Supp. 2d 503 (E.D.N.Y. 2003) (Wal-Mart I), aff'd 
sub nom., Wal-Mart Stores, Inc. v. Visa USA, Inc., 396 F.3d 96 (2d Cir. 2005) (Wal-Mart II); 
see also United States v. Visa U.S.A., Inc., 163 F. Supp. 2d . 322 (S.D.N.Y. 2001), aff d, 344 
F.3d 229 (2d Cir 2003), dert. Denied, 543 U.S. 811 (2004). 

2615  U.S.C. §§ 1— 7. 

27In  re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, 398 F. 
Supp.2d 1356 (MDL Oct. 19, 2005). According to the Magistrate Judge assigned to the case, 
as of February 2006 "some forty class action lawsuits" had been brought "on behalf of a 
class of merchants against the defendant credit card networks and certain of their member 
banks." In re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, 
2006 U.S. Dist. LEXIS 45727; 2006-1 1'rade Cas. (CCH) P75,278 (E.D.N.Y.) As of March 2008, 
the action remained in pretrial proceedings. 
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These contracts are set to expire in November 2008 and will be replaced 
by new master contracts with four issuing banks under GSA's SmartPay 2 
program. Participating federal entities choose a bank from among those 
under contract with GSA that offer services that meet their needs, and 
develop individual task orders that specify the products and services that 
the banks will provide them. In negotiating their individual task orders, 
these federal entities also can specify to the issuing banks other services 
they may need to operate their card programs. For example, banks can 
provide tools that the federal entities use to monitor card usage and 
expenses, or customer service support, such as 24-hour emergency card 
service for federal employees. 

Federal Entities Are 
Taking Steps to 
Control Costs while 
Realizing the Benefits 

Federal entities realize benefits from accepting credit and debit cards, 
including increased customer satisfaction, fewer bad checks and cash 
thefts, and improved operational efficiency. Realizing these benefits 
entails costs, principally the merchant discount fees associated with card 
transactions but also the costs for related equipment needed to process 
the transactions. In fiscal year 2007, federal entities from which we 
collected data reported paying $433 million dollars in merchant discount Associated with 

Accepting Credit and 
Debit Cards 

fees for the processing of over $27 billion in credit and debit card 
revenues. As card acceptance has become more common, federal entities 
have worked to control the associated fees, including reviewing the ways 
in which transactions are processed to ensure they qualify for the lowest 
possible interchange rates. Additionally, FMS began a pilot program in 
which it is reviewing the revenue collection mechanisms of the federal 
entities for which it provides services, with the aim of identifying cost 
savings and efficiencies. FMS has reviewed collection cash lfows for eight 
federal entities thus far and has identified cost-savings opportunities. 
While it plans to conduct over 100 more reviews, it has not yet developed a 
full implementation strategy for the program. Such a strategy would help 
ensure that FMS achieves the program's goals as expeditiously as possible 
and increase overall savings to the government. 

Federal Entities Receive The ability to accept credit and debit cards provides a variety of benefits 
to federal entities, including greater customer satisfaction and improved 
internal operations. Officials at several federal entities noted that card 
acceptance helped to ensure that the federal entities would remain 
competitive with private sector organizations. Many of the officials we 
spoke with told us that consumers expect to be able to use cards to make 
payments, and some stated that they did not think they could stop 
accepting cards. For example, Amtrak officials stated that customers 

Numerous Benefits 
Associated with Card 
Acceptance 
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paying with cards account for about 85 percent of its sales and that if they 
did not accept cards, the number of people who ride their trains would 
decline significantly. Among the benefits mentioned by federal officials 
with whom we spoke was that card acceptance improves customer 
satisfaction with their organizations because consumers like to use their 
cards for convenience, credit card reward programs, and security reasons. 
Accepting cards also has enabled entities to conduct business via the 
Internet, which can reduce labor costs associated with sales and also can 
provide greater convenience to customers. For example, officials from the 
U.S. Mint stated that about 50 percent of their sales occurred through the 
Mint's Web site. Some entities also stated that the ability to accept cards 
has increased their sales volume. 

Federal entity officials also noted that accepting cards reduces the amount 
spent on processing other forms of payment. By accepting cards, federal 
entities incurred less expense in transporting cash, lower losses from theft 
of cash, and had fewer bad check expenses. For example, officials at the 
Department of the Interior noted that cash transport costs can be high for 
some remote parks and wildlife refuges. Several federal officials also 
stated that accepting cards has reduced the costs associated with 
processing checks, and that funds are deposited in accounts faster when 
customers use credit or debit cards than when they use checks. 
Additionally, Amtrak officials told us that accepting cards onboard trains 
for ticket and food and beverage sales resulted in fewer instances of 
employee theft of cash. 

Finally, many officials cited that card acceptance improved internal 
operations at their entities. For example, officials at the Department of the 
Interior stated that payments made by credit cards result in a more 
streamlined bookkeeping approach because card sales involve less 
paperwork (for reconciliation) than other payment forms. Defense 
Commissary Agency (DeCA) officials also stated that they believed that 
labor associated with reconciling sales at the end of the day declined as a 
result of the reduced volume of cash. Additional operational efficiencies 
mentioned by officials included a reduction in costs and exposure to fraud 
and errors from misplacing or miscounting cash and checks. Some 
officials stated that the efficiencies gained in their internal operations as a 
result of card acceptance allowed them to reallocate staff to different and 
more productive uses. For example, officials at the Department of the 
Interior explained that card acceptance at automated kiosks allowed them 
to reallocate some staff that used to collect entrance fees to more 
productive tasks. Amtrak officials also stated that customers' ability to 
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purchase tickets using cards, especially through the Amtrak Web site, has 
reduced their labor costs. 

Because the federal entities that utilize FMS's collection services are not 
responsible for the associated card-processing costs, we could not 
determine how officials at these agencies would regard card acceptance if 
they had to pay these costs. However, an official at one federal entity that 
accepts cards and pays the associated costs noted that it is difficult to 
assess if the savings from receiving less revenue in the form of cash or 
checks (and more from cards) sufficiently offsets the entity's card-related 
processing costs, including the interchange fees. He also stated that it is 
uncertain whether the entity receives higher revenues from accepting 
cards, as some customers would likely spend the same amount with them 
regardless of the type of payment used. However, customers demand 
convenient payment alternatives, and for some of their products, private 
sector entities provide similar services, and thus he believed the ability to 
accept cards allows the entity to stay competitive with these entities. 

The federal entities we contacted were not able to provide comprehensive 
data on any cost savings from accepting cards. We identified various 
government, academic, and industry studies that compared the cost of 
processing for different forms of payment; however, many of these studies 
found that precise estimates were difficult to calculate. Additionally, while 
most of the studies we reviewed found cash to be the least expensive 
payment form to process, the methodologies used in the studies were not 
consistent and the data contained in many of them were outdated.'8 

As Card Revenues Have The volume of revenues accepted through credit and debit card payments 
was growing for the group of federal entities we reviewed. Data on 
revenues collected by FMS, which processes the card transactions for a 
large number of federal executive, legislative, and judicial branch agencies 
and other federal entities, show that while credit and debit card 

Increased, So Have 
Associated Costs 

' SDavid B. Humphrey and Allen N. Berger. 1990. "Market Failure and Resource Use: 
Economic Incentives to Use Different Payment Instruments." In The U.S. Payment System: 
Efficiency, Risk and the Role of the Federal Reserve: Proceedings of a Symposium on the 
U.S. Payment System Sponsored by the Federal Reserve Bank of Richmond, ed. David B. 
Humphrey, pp. 45-36. Boston: Kluwer Academic Publishers. D. D. Garcia-Swartz, R. W. 
Hahn, and A. Layne-Farrar, "The Move Toward a Cashless Society: Calculating the Costs 
and Benefits,"Reziew of Network Economics, vol. 5, no. 2 (2006). D. Humphrey, M. 
Willesson, T. Lindblom, and G. Bergendahl, "What Does It Cost to Make a Payment," 
Review of Network Economics, vol. 2, no. 2, (2003). 
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transactions accounted for only 0.23 percent of the total federal 
government revenues FNIS collected in fiscal year 2007, its card 
collections have grown by almost 28 percent in just 2 years—from 
approximately $5.5 billion in fiscal year 2005 to almost $7.1 billion in fiscal 
year 2007 (in current dollars). As shown in table 1, the other federal 
entities from which we collected data also experienced an increase in card 
payments over the 3-year period, with the total reaching approximately 
$27 billion in credit and debit transactions for fiscal year 2007.' (App. I 
contains a detailed discussion of our data sources and analysis of the data 
reported to us from the federal entities.) 

Table 1: Credit and Debit Card Revenues Collected and Merchant Discount Fees Paid by Federal Entities, Fiscal Years 2005— 
2007 

(in current dollars) 
Credit and debit card 

revenues collected 
(dollars in billions) 

Merchant discount 
fees paid a  Average merchant 

discount rate Fiscal year Entity (dollars in millions) 
2005 Financial Management Service $5.5 $70 1.26% 

NAFIs (all) 7.5 128 1.72 
U.S. Postal Service and Amtrak 9.3 143 1.54 
Total 22.3 341 1.53 

2006 Financial Management Service 6.3 89 1.41 
NAFIs (all) 8.3 139 1.67 
U.S. Postal Service and Amtrak 10.4 160 1.54 
Total 25.0 387 1.55 

2007 Financial Management Service 7.1 101 1.43 
NAFIs (all) 8.5 150 1.75 
U.S. Postal Service and Amtrak 11.5 182 1.58 
Total $27.1 $433 1.60% 

Source: GAO analysis of federal entity data. 

Note: Not all entities from which we collected data operate on the federal fiscal year of October 1 
through September 30; therefore, the data presented for fiscal years represent some costs 
associated with dates that fall outside of the federal fiscal year. 

aWe use the term "merchant discount fee" throughout this report to refer to the card acceptance fees 
paid by federal entities. For FMS, the merchant discount fees are not "discounted" from the amount of 
the card payment. Instead, FMS settles card transactions "at par," and all costs associated with card 
acceptance are paid separately. 

29Not all entities from which we co llected data operate on the federal fiscal year of October 
1 through September 30; therefore, the data presented for fiscal years represent some costs 
associated with dates that fall outside of the federal fiscal year. 
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As revenues from card payments have increased, so has the total amount 
of merchant discount fees paid by the federal entities from which we 
collected data. These federal entities reported paying a total of almost 
$433 million in merchant discount fees in fiscal year 2007 (see table 1). 
This figure represents an almost 12 percent increase over the amount paid 
in fiscal year 2006 and an almost 27 percent increase over the amount paid 
in fiscal year 2005. The average merchant discount rate increased about 4 
percent from fiscal year 2005 to fiscal year 2007. 

Among the entities included in our review, Amtrak, FMS, and the Postal 
Service provided data specifically showing the amount of interchange fees 
associated with their Visa and MasterCard transactions (their acquiring 
banks provide them with these data). These three entities paid a total of 
approximately $205 million in interchange fees during fiscal year 2007, out 
of a total $218 million in merchant discount fees specifically for 
MasterCard and Visa transactions. These interchange fees accounted for 
the majority of total merchant discount fees these entities paid for 
accepting all card types. As card revenues and merchant discount fees 
increased for these three entities, so did the interchange fees they paid. 
Interchange fees increased by almost 36 percent, from almost $151 million 
in fiscal year 2005 to $205 million in fiscal year 2007 (in fiscal year 2006, 
they were $179 million). 

j° 

For a variety of reasons, some of the Department of Defense and 
Department of Homeland Security NAFIs were not able to separate 
interchange fees from the total merchant discount fees they paid. (For 
example, according to an official from one entity, its contract with its 
acquiring bank specified that all credit card transactions would be charged 
a fixed percentage fee, regardless of the interchange fees associated with a 
particular transaction; therefore, the entity did not have specific 
information on interchange fees.) The data provided by these entities 
showed that both card revenues and the associated merchant discount 
fees increased over the 2005 to 2007 period. Revenues from sales made on 
cards were about $7.5 billion in fiscal year 2005 and over $8.5 billion in 

3o This estimate for interchange fees paid includes fees associated with PIN debit 
transactions as well as MasterCard and Visa credit and  signature debit transactions. We 
were not able to determine the portion of the P IN debit interchange fees that were 
specifically paid for Visa and MasterCard PIN debit transactions. It is possible that some of 
the PIN debit transactions reported by these entities were routed through other debit 
networks and, therefore, are not necessarily Visa and MasterCard transactions. Also, some 
federal entities included quarterly fees paid to Visa and MasterCard in the interchange fees 
figures they reported; therefore, our estimated interchange fee amount includes these fees. 
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fiscal year 2007, an approximately 14 percent increase. The merchant 
discount fees for card payments at these entities also incre ased from 
approximately $128 million in fiscal year 2005 to almost $150 million in 
fiscal year 2007, an increase of almost 17 percent. 

For some payments made using cards, the government does not bear 
merchant discount costs. 31  For example, consumers can pay their income 
and business taxes to the Internal Revenue Service (IRS) using cards. To 
accept these payments, IRS has agreements with two private third-pa rty 
entities that process payments for individuals or businesses that choose to 
use a credit or debit card to make a tax payment. The two private entities 
charge a convenience fee of 2.49 percent of the total tax payment for 
taxpayers who use their services, a po rtion of which covers the merchant 
discount fees paid by the third-party entity to its acquiring bank. 32  In fiscal 
year 2007, these merchant discount fees totaled about $47.5 million for 
approximately $2.4 billion in tax payments, an 85 percent increase in tax 
payments made with credit and debit cards from fiscal year 2005. 

In addition to the interchange and processing fees that make up the 
merchant discount fee, federal entities face other costs associated with the 
acceptance of credit and debit cards. For example, entities must pay for 
equipment and software for card transactions, such as point-of-sale 
terminals, keypads for PIN debit card transactions, computers, modems, 
and printers, and pay for their installation and maintenance. While FNIS 
pays the merchant discount fees associated with card transactions for 
entities for which it settles transactions, it does not pay for the costs 
associated with equipment and software; these costs are the responsibility 
of the entities. Other costs of accepting cards include complying with 
industry security standards, known as the Payment Card Industry Data 
Security Standard, training employees to process and reconcile card 
transactions, and experiencing losses associated with fraudulent use of 
cards. However, information provided by some entities indicated that 

31We did not include such transactions in compiling the total merchant discount fees paid 
by federal entities for card acceptance. Instead, we provide this information as an example 
of additional fees that are paid by consumers for card acceptance associated with 
government payments. 

32This fee also applies to debit card payments in which the taxpayer does not enter a PIN to 
authorize the transaction. Beginning in the 2008 tax season, both third-party entities will 
have implemented PIN-less debit capabilities in which a customer's card number will be 
recognized as a debit card and routed through the appropriate card network for a flat fee of 
$2.95. 
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these additional costs were not significant compared to merchant discount 
fees. 

Federal Entities Are 
Making Efforts to Reduce 
Card Acceptance Costs 

As card acceptance has grown, federal entities have used several methods 
to manage their costs and reduce the fees associated with card 
transactions. One method is to ensure that their Visa and MasterCard 
transactions are processed so as to qualify for the lowest applicable 
interchange rate. Both Visa and MasterCard have a merchant category for 
federal entities, and the interchange rates for the transactions of 
merchants in these categories are lower than those for many other 
merchant categories. 33  As long as federal entities' transactions meet all 
applicable processing requirements—for example, they must be submitted 
for final settlement in a timely manner—the entities are charged the 
interchange rate applicable to those merchant categories. For example, as 
of April 2008, if transactions met all applicable processing requirements, 
government entities accepting a MasterCard consumer credit card as 
payment would pay an interchange fee of 1.55 percent of the transaction 
amount plus $0.10, and if accepting a Visa consumer credit card, an 
interchange fee of 1.43 percent of the transaction amount plus $0.05. 
comparison, the interchange rate applicable to a MasterCard general 
purpose consumer credit card transaction at some fast food stores is 1.90 
percent.) In some c ases, card transactions at federal entities can be 
assessed a lower rate. For example, FMS officials told us that the DeCA's 
transactions qualify to be processed using the interchange rate applicable 
to the supermarket merchant category, which can range from 1.27 percent 
to 1.48 percent plus $0.05 for MasterCard general purpose consumer credit 
card transactions, depending on the volume of card transactions 
processed. 

' (In 

Given that the method in which the card is accepted, transaction volume, 
and other factors can affect interchange rates, many federal entities have 
taken steps to ensure that the acceptance and processing procedures they 
follow result in the most advantageous interchange rates applying to their 
transactions. For example, Amtrak officials explained that by replacing 
card machines (that embossed paper receipts) with wireless card 

This category is referred to as Public Sector for MasterCard and Customer Payment 
Service Retail 2 (Emerging Markets) for Visa. 

" lliiferent interchange rates may apply when a commercial card is presented for payment 
at a federal entity. 
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terminals on trains, they were able to significantly reduce the interchange 
rates that applied to transactions made aboard their trains, because the 
electronic transaction qualified for a lower interchange rate than the paper 
transactions. 

Moreover, FMS officials explained that before the agency signed the 
current agreement with their acquiring bank in August 2006, they carefully 
reviewed the bank's interchange management capabilities and 
incorporated provisions to ensure that the bank employs them. For 
example, the bank is responsible for monitoxing how card transactions are 
being processed and the interchange rates they are being assessed. In 
addition, the bank provides FMS with daily and monthly reports that 
provide various levels of detail on the interchange fees paid. Both the bank 
and FMS officials review these reports to identify instances in which 
transactions may have been charged a higher interchange rate—known as 
a downgrade because they were not processed under the requirements 
necessary to qualify for a lower rate. An FMS official stated that FMS then 
works with the acquiring bank and individual federal entity that processed 
the transaction to identify the reasons and to resolve the problem in order 
to avoid future downgrades. For example, an FMS official explained that 
in one instance a DeCA store had a broken card terminal in a checkout 
aisle that prevented employees from swiping cards. Instead, employees 
keyed in card information, which resulted in a number of transactions 
being downgraded and assessed a higher interchange rate. With the 
assistance of FMS's acquiring bank, the problem was identified and DeCA 
employees were told that should the problem reoccur, they are to use 
other terminals to process card transactions, which would ensure they 
would not be assessed a higher rate. An FMS official stated that under the 
current agreement with its acquiring bank, very few transactions have 
been downgraded; however, FMS still works to resolve these instances 
when they occur so that the total cost associated with government 
transactions can be reduced. Officials of two other federal government 
entities told us that they similarly review data provided by their acquiring 
banks to identify opportunities to reduce fees. 

Another way that several federal entities have attempted to control fees 
associated with card acceptance is by expanding their ability to accept 
PIN debit card payments. For example, PIN debit transactions generally 
are assessed lower interchange rates than "signature" debits, and therefore 
some federal entities are beginning to implement the technology necessary 
to accept these transactions. While federal entities must make an 
investment in the equipment needed to process PIN debit transactions (for 
example, PIN pads), one entity told us that the much lower interchange 
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rates associated with PIN debit transactions justified the investment. An 
FMS official stated that the only entity for which it processes card 
transactions that currently has the ability to accept PIN debit cards is 
DeCA; however, as entities undergo equipment upgrades, FMS works with 
them to identify equipment that may lower overall collection costs. For 
example, one federal entity is in the process of developing a new terminal 
system for card collections, and as part of this process, FMS is 
encouraging the entity to implement a system that has the capability to 
process PIN debit transactions. Additionally, some of the military NAFIs 
with which we spoke adopted technologies necessary to accept PIN debit 
cards, stating that they too recognized the cost savings associated with 
these transactions. 

Federal entities also can reduce card acceptance fees by changing the way 
in which they or their acquiring banks connect to various card networks. 
For example, Postal Service officials explained that they were in the 
process of converting to a new method of processing transactions called a 
payment switch, which will funnel all of the information from the Postal 
Service's 70,000 terminals into one settlement file at the end of the day. 
The file then is sent to a third-party card processor. The officials explained 
that the payment switch will reduce substantially the processing fee 
component of card payment costs, because the technology in the payment 
switch allows for routing each transaction to the lowest cost processor. 
Additionally, the payment switch will enable the Postal Service to send 
some card transactions directly to a card company rather than through the 
third-party processor, reducing the cost of accepting those transactions. 
FMS's current acquiring bank has also implemented changes in the 
method by which it processes PIN debit card transactions. FMS officials 
explained that the bank identified a method for routing PIN debit card 
transactions to different networks so that the costs for processing the 
transaction are minimized, resulting in annual savings of almost $300,000 
for FMS. 

Federal Entities Have Another way in which federal entities have acted to reduce card 
acceptance costs is by negotiating with their acquiring banks for lower 
merchant discount rates or with card networks for lower interchange 
rates. Some of the federal entities we reviewed have realized card 
acceptance savings by negotiating new acquiring bank services contracts. 
These entities were able to negotiate lower rates for the processing 
component of the merchant discount rate applied to their transactions. 
For example, by signing a new acquiring bank agreement, one federal 
entity received a substantial reduction in the processing fee component of 

Attempted to Negotiate 
Lower Fees 
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its merchant discount rate. Also, to obtain a more favorable merchant 
discount rate for their transactions, officials from some of the military 
service NAFIs have been working together to try to negotiate a lower 
merchant discount rate with American Express on the basis of the volume 
of transactions they provide to that company. 

Officials at some of the entities with whom we spoke stated that they did 
not believe they could negotiate effectively with the card networks 
MasterCard and Visa for lower interchange rates for their transactions. 
However, some federal entities stated that they have attempted to 
negotiate and have had varying levels of success: 

• FMS officials told us that they tried to negotiate lower interchange rates 
with both Visa and MasterCard by stating that some factors that are 
included in determining interchange rates do not necessarily apply to 
federal government transactions. For example, FMS officials argued that 
the federal entities that participate in the Card Acquiring Service pose less 
risk than other merchant types and that there is no risk of delinquency on 
the part of the Treasury. FMS officials stated that their negotiations were 
not successful and that they were not able to negotiate lower interchange 
rates. 

• Officials from the Postal Service also explained their attempts to negotiate 
with the card networks. They stated that they believe lower interchange 
rates should be applied to their transactions for a variety of reasons. First, 
the Postal Service estimates that it is one of the top U.S. merchants in 
terms of card transaction volume. Second, there is less risk of fraud than 
some other merchants because most transactions are conducted face to 
face. Third, the Postal Service operates a large retail network with 35,000 
offices, self-service terminals, mail and phone orders, plus a Web site that 
receives approximately 30 million hits per month and provides a great 
amount of visibility for the networks. Fourth, the Postal Service has its 
own law enforcement agency that investigates instances of fraud, 
including fraudulent use of cards where merchandise travels through the 
mail. These investigations result in the recovery of merchandise as well as 
stolen card data and in some cases the arrest of international criminals to 
the benefit of the credit card industry. They noted that the benefit of such 
a service to the card networks was not reflected in the interchange rates 
applicable to Postal Service transactions. The officials did state that they 
have had some limited success in negotiations with the card networks 
resulting in some small cost savings. 

• Officials from another federal entity told us that they have had some 
success in receiving funds from one of the networks as a result of a joint 
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marketing program. The funds could be used to reduce interchange costs 
and/or for additional marketing efforts; however, the details of the 
negotiations are bound by confidentiality agreements and are considered 
proprietary information. The officials explained that negotiations of this 
type are not typical of federal entities because of the limited marketing 
opportunities available to most government entities. 

Although some federal entities have had some success in negotiating lower 
interchange rates for their transactions, whether additional opportunities 
exist for further reductions in interchange rates is unclear. According to 
officials of MasterCard and Visa, among the factors that are considered 
when setting interchange rates is whether the industry or sector 
represents a new market for credit and debit cards. According to these 
officials, they see government payments as a market in which they hope to 
increase card acceptance and transaction volumes; thus, the interchange 
rates that Visa and MasterCard set for government transactions are lower 
than those of many other merchant categories. Additionally, ofifcials at 
both MasterCard and Visa told us that opportunities exist for merchants, 
including federal entities, to negotiate for lower interchange rates assessed 
on their transactions. For example, the MasterCard officials explained an 
instance in which, in response to rapidly rising gasoline prices, they 
worked with gasoline merchants to develop a cap on the interchange fees 
that can be charged on petroleum purchases. Officials from both networks 
explained that they have individuals dedicated to developing customized 
arrangements with merchants and that these negotiations involve 
identifying mutually beneficial arrangements for both the merchant and 
the network. Also, we found it difficult to assess whether federal entities 
could negotiate rate reductions based on their relative transaction volume 
or aggregate card revenues, because we could not identify any publicly 
available data we could use to determine how the federal government's 
total transaction volume or aggregate card revenues compare with those 
of other large merchants. 

FMS Has Begun a Program 
to Identify Cost Savings 
Opportunities, but Has Yet 

In addition to looking for opportunities to reduce card acceptance costs, 
FMS has initiated a program to review the overall cash management 
practices of federal entities. In its role as the federal government's central 
collection services provider, FMS provides federal entities with a number 
of alternative revenue collection mechanisms to meet their needs. It is also 
responsible for ensuring that the federal government's collection activities 
are efficient and that costs are minimized. Additionally, according to FMS, 

to Develop a Full 
Implementation Strategy 
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the Deficit Reduction Act of 1984 authorizes FMS to conduct periodic cash 
management reviews of federal entities' financial operations.' In the p ast, 
FMS allowed federal entities for which it collected revenues to pick from 
the variety of collection mechanisms that FMS offered without examining 
the most cost-efficient mechanisms of collecting the revenue. However, 
the Office of Management and Budget's (OMB) 2004 assessment of FMS's 
collections program identified the need for FMS to develop additional 
techniques to convince the federal entities to reduce paper-based 
collections. 

In 2007, FMS piloted a program to review the revenue collection 
mechanisms used by the federal entities for which it collects revenues, and 
how and from whom payments to these entities typically are made. The 
reviews are designed to identify inefficiencies in current collection 
mechanisms and to help FMS attain one of its strategic goals of providing 
timely collection of federal government revenues, at the lowest cost, 
through electronic means. According to FMS officials, the program is not 
focused on card transactions, but rather on overall payment management 
improvements. The reviews will allow FMS to work with federal entities to 
take advantage of advances in lower-cost technology that may have 
occurred since the entities began using their existing mechanisms. Among 
other things, FMS is examining whether entities are using paper collection 
mechanisms when they could instead be using electronic mechanisms, 
or—if electronic mechanisms are already being used—opportunities to 
reduce any associated fees by substituting cheaper electronic 
mechanisms. For example, if an entity accepts credit cards, FMS may also 
suggest cheaper collection alternatives, such as PIN debit cards or 
automated clearinghouse transactions. Once it has reviewed an entity's 
collections and processes and identified improvements, FMS develops an 
agreement that details the changes to be made and the timeline for 
implementing them. FMS officials explained that while entities are not 
mandated to implement changes in their collection mechanisms, the 

' 

35 Pub. L. No. 98-369 § 2652, 31 U.S.C. § 3720; see also 31 C.F.R. Part 206 and Department of 
the Treasury, Financial Management Service, Cash Management Made Easy (Washington, 
D.C., 2002). These reviews examine and analyze agency management of the following 
programs: collections and deposits, disbursements, inventories, imprest funds (such as 
petty cash fiunds), and other cash held outside the Treasury. The federal entity and FMS 
agree on any recommendations from these reviews and on plans for improvement. 

36 The automated clearinghouse is a processing and delivery system that provides for the 
distribution and settlement of electronic financial transactions. Debits and credits are 
cleared electronically, rather than through the physical movement of checks or cash. 
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agreements will provide for an 
penalties to the entity if the agreed-upon recommendations are not 
implemented by the dates stipulated in the agreement. Such charges will 
be calculated on a per transaction basis and require that the entity transfer 
funds to the Treasury to cover the amount. 

"inefficiency charge" that will assess 

In determining which entities to review for the pilot phase, FMS officials 
said that their focus for the program was first on the 24 Chief Financial 
Officer (CFO) agencies identified in the Chief Financial Officers Act of 
1990. FMS officials said that they also focused on entities that showed the 37 
most potential for savings that could be realized by revising their 
collection mechanisms. Criteria used for selecting agencies to participate 
in the pilot program included (1) the dollar volume of the entity's 
collections, (2) the amount of revenue not collected in electronic form 
(that is, cash and checks), and (3) entities with whom FMS previously 
experienced good cooperation in converting paper processes to electronic 
mechanisms. 

As of March 2008, FMS had reviewed collection cash lfows at eight federal 
entities and had drafted agreements to implement revised collection 
procedures with each. 38  The results confirm that opportunities for 
improvement exist, although only two of the eight agreements have been 
signed (the agency's goal for the program for fiscal year 2008 is to have at 
least six of the eight agreements signed). Through the eight agreements 
that have been developed, FMS has identified various potential process 
improvements and changes that would result in recurring cost savings. For 

37See 31 U.S.C. § 901(b). The agencies listed in this provision are the Departments of 
Agriculture, Commerce, Defense, Education, Energy, Health and Human Services, 
Homeland Security, Housing and Urban Development, the Interior, Justice, Labor, State, 
Transportation, the Treasury, Veterans Affairs, and the Environmental Protection Agency, 
the National Aeronautics and Space Administration, the Agency for Intenrational 
Development, the General Services Administration, the National Science Foundation, the 
Nuclear Regulatory Commission, the Office of Personnel Management, the Sma ll  Business 
Administration, and the Social Security Administration. 

38 The eight entities ranged from individual agencies or bureaus to entire federal 
departments, due to differences in the complexity of entities' revenue streams. The entities 
that participated in the pilot included the Department of Agriculture—Forest Service, 
Department of Defense—Defense Commissary Agency, Department of Education—Federal 
Student Aid and Administrative Office; Department of Homeland Security—Customs and 
Border Protection; Department of Housing and Urban Development; Department of the 
Treasury—Internal Revenue Service; Department of Labor—Employment and Training 
Administration and Employment Standards Administration; and National Aeronautics and 
Space Administration. 
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example, FMS staff determined that replacing the check-processing 
method DeCA used with a more advanced method that converts paper 
checks to electronic images at the point of sale would produce savings 
each time a check is presented at a DeCA location. FMS officials told us 
that they previously had developed a general estimate for cost savings that 
could be achieved by converting from paper collection mechanisms to 
electronic collection mechanisms before beginning the program; however, 
they have not developed cost savings estimates that would be achieved by 
implementing the specific actions that they have recommended at each of 
the entities they have reviewed thus far. At our request, FMS officials 
developed an estimate of the cost savings associated with a 
recommendation contained in one of the draft agreements they have 
prepared. FMS estimated that if IRS converted 67 million payments 
currently being received in paper to transactions processed by an 
electronic system, savings of approximately $40 million annually would 
result. 

FMS officials stated that they have begun to prioritize the order in which 
they will conduct reviews for the remainder of the federal entities. They 
estimate that they will conduct reviews, and draft agreements, with as 
many as 85 entities within the 24 CFO agencies. An FMS official estimated 
that the average length of the reviews they plan to complete should take 
approximately 6 to 9 months; however, each of the reviews that have been 
conducted as part of the pilot have taken longer. FMS officials attributed 
the extra length of time to conduct reviews during the pilot phase to the 
fact that the program is new, and they have spent time developing a 
standard review process and templates for the agreements. Additionally, 
the officials explained that much of the success and length of time a 
review takes is dependent on the willingness of the entities to work with 
FMS and to incorporate the recommended changes into their existing 
mission and goals. After reviews of the CFO agencies are completed, FMS 
officials anticipate that an additional 29 reviews will be conducted for the 
non-CFO agencies for which FMS provides collection services. The FMS 
staff responsible for conducting these reviews consists of five full-time 
staff members that constitute a new customer relationship management 
group formed in the last few years, and performing the reviews currently 
consumes the majority of these staff members' time. In addition to these 
five staff members, FMS has a director who oversees the program, as well 
as staff in various program areas within FMS that assist in different stages 
of the reviews. 

Because FMS began this program as a pilot, it has not developed a full 
implementation strategy that could help ensure an appropriate resource 
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commitment and timely attainment of its goals. For example, FMS officials 
told us they have not developed a timeline for completion of the reviews 
for all agencies because they are focused on the 24 CFO agencies. 
However, because this program will help FMS achieve its strategic goal of 
increasing the percentage of federal government revenues collected 
electronically—a percentage that has remained constant for the last 3 
ifscal years—establishing a targeted timeline for completing the remaining 
reviews could help FMS ensure that it makes progress toward this goal. In 
addition, in its 2004 review, OMB noted that FMS lacked policies and 
techniques for convincing federal entities to eliminate paper-based 
collections. Including in its reviews estimates of the cost savings to be 
achieved by implementing the recommended changes could help FMS 
emphasize to the entities the importance of acting on the 
recommendations that it identifies. Finally, FMS has already found that 
reviews are taking more time to complete than it initially anticipated. The 
cost savings associated with implementing the efficiencies identified in the 
reviews are both immediate and recurring. Accordingly, as the pilot 
program is fully implemented, ensuring that it has adequate resources for 
completing the reviews expeditiously would help achieve the program's 
goals. 

Other Countries Have 
Acted to Inlfuence 
Interchange Rates, 
but Limited 
Information Is 
Available on the 
Effects of These 
Actions on 
Consumers 

Authorities in as many as 26 countries have taken or considered actions 
intended to either limit interchange fees or improve card payment 
systems. In the 3 countries we examined in more detail—Australia, Israel, 
and Mexico—reforms designed to effect reductions in interchange rates 
were undertaken as part of broader efforts to change payment systems or 
card markets; thus, isolating the effects of the interchange interventions is 
difficult. Further, differences regarding the regulatory and market 
structures between these countries and those of the United States make it 
difficult to estimate the effects of any similar actions in the United States. 
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Foreign Jurisdictions Have 
Taken Actions Regarding 
Cards 

According to information from regulators, card networks, and others, 
actions regarding card fees, issuer practices, or payment system 
functioning in general have been taken or considered in as many as 26 
countries as well as the European Union in the last 18 years. These 
actions were described as, among other things, agreements between card 
networks or issuing banks and governmental authorities, as well as 

' 

decisions by antitrust tribunals and commissions. For example, in 
December 2007 the European Commission issued a decision finding that 
MasterCard's interchange fees for cross-border transactions in the 
European Economic Area violate European Community Treaty rules on 
restrictive business practices.' In addition, the commission recently 
announced that it would conduct an inquiry into whether Visa's 
interchange fees similarly violate the treaty rules.' In some cases, the 
actions taken are under appeal in these ,jurisdictions. 

In reviewing information available from U.S. and foreign regulators, card 
networks, and other sources, we determined that Australia, Israel, and 
Mexico had taken actions affecting various parts of their card and 
payment system markets in recent years, including actions specifically 
addressing merchant discount or interchange fees. However, data on the 
impact of the actions taken in these three countries are limited. The 
following sections summarize the acitons in the three countries. 

Australia A 1998 amendment to Australia's Reserve Bank Act created the Payment 
Systems Board within Australia's central bank, the Reserve Bank of 
Australia (RBA), and tasks the board with ensuring the efficiency, 
competition, and stability of that country's payment system. In 2000, RBA 
published the results of a study that it conducted with the Australian 
Competition and Consumer Commission, which concluded that prices to 
cardholders for various forms of card payments did not generally relfect 
the relative costs of those forms of payments. The authors of the 2000 
study noted that merchant discount rates for credit card transactions 
averaged 1.78 percent, which included average interchange rates of 0.95 

39Included in the countries identi fied by the sources are Argentina, Australia, Austria, 
Brazil, Canada, Chile, Colombia, Denmark, France, Hungary, Israel, Mexico, New Zealand, 
Norway, Panama, Poland, Portugal, Romania, Singapore, South Africa, South Korea, Spain, 
Sweden, Switzerland, Turkey, and the United Kingdom. GAO did not conduct an 
independent survey or in-depth legal analysis of actions taken by foreign countries. 

4o lP/07/1959, Brussels, 19 December 2007. 

41MEMO/08/170, Brussels, 26 March 2008. 
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percent. RBA officials explained to us that because card users do not 
directly pay some of the costs of using cards, including interchange fees, 
consumers' use of credit cards at the expense of other lower-cost payment 
methods, such as debit cards was inefficient for their economy as a whole. 

To help remedy this perceived inefficiency, RBA first attempted to 
encourage voluntary action on the part of the credit card industry. When 
these attempts were unsuccessful, RBA set a ceiling applicable to average 
credit card interchange rates, which took effect in 2003." RBA officials 
explained that to determine how to assess appropriate interchange rate 
levels, they worked with card networks to identify the range of costs 
incorporated in the calculation of interchange rates. After considering 
these costs, RBA officials decided that costs associated with transaction 
processing, fraud and fraud prevention, authorizing transactions, and 
financing the period between the time the merchant is paid and the time 
that the issuer receives payment should be covered by the interchange 
fees, while costs associated with credit losses should not be. To lower 
interchange rates from their then current levels, the central bank set a 
benchmark rate that excluded the disallowed costs, and required that the 
weighted average of the rates set by each four-party credit card system 
which at that time included Visa, MasterCard, and a domestic card brand 
called Bankcard—not exceed that benchmark. RBA officials stated that 43 

they chose to use a cost-based method because it appeared to be a 
transparent and objective way to lower interchange rates. As a result of 
the reforms, the average interchange rate in the Visa and MasterCard 
networks declined from 0.95 percent to around 0.50 percent. In addition to 
the actions taken to limit credit card interchange fees, the central bank 
also took several other actions designed to promote efficiency and 
competition in the payment systems during the same period. 

Israel In the late 1990s, officials at the Israel Antitrust Authority (IAA) 
considered actions to address a lack of competition in their country's 
credit card market. The market was dominated by two companies, each of 
which issued and acquired its own major card brand. The rates of 
merchant discount fees charged by these companies differed according to 
merchant type, and estimates of the average merchant discount rate at that 

421n  Australia, the credit card market is structured differently from the debit card market, 
and the regulation of debit interchange fees has proceeded in a different manner. We focus 

43 

our discussion on developments affecting credit card interchange fees. 

Bankcard was a domestic credit card that closed in the first half of 2007. 
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time varied. Some estimated averages reported in 1997 and 1998 ranged 
from 1.9 percent to 2.46 percent. In 1998, a second company began issuing 
Visa cards and acquiring Visa transactions in Israel. According to IAA 
officials, the two Visa issuers executed an agreement between them that 
included provisions setting the interchange rates applicable to 
transactions involving their cards. IAA declared the agreement between 
the companies to be a restraint of trade under Israeli antitrust law, but 
granted the agreement several exemptions in return for a gradual 
reduction in the interchange fees, under the condition that Visa conduct an 
issuer cost study that would provide the IAA with data to establish a 
suitable and acceptable interchange fee. After these exemptions expired 
and the IAA found the data provided by the Visa companies to be 
incomplete, the law required that banks obtain approval of their 
agreement from the Israeli Antitrust Tribunal—a court with exclusive 
jurisdiction over noncriminal governmental antitrust proceedings. After 
years of discussions on the appropriate costs to be covered and different 
methodologies for setting interchange rates, the Israeli Antitrust Tribunal 
issued a decision in 2006 that the costs that could be considered in 
calculating interchange rates included those relating to 

• processing transaction authorizations, 

• financing the period between when the merchant is paid and when the 
issuer receives payment, and 

• payment guarantee (including both costs involving losses due to 
cardholder fraud and costs related to prevention of such fraud). 

At the same time that this decision was reached, the two Visa issuers, 
along with Israel's single MasterCard issuer, agreed with IAA to contract 
with merchants to accept both Visa and MasterCard transactions and to 
gradually reduce interchange rates. Under this agreement, interchange 
rates are to gradually drop from their October 2006 level of 1.25 percent to 
0.875 percent by 2012. As of January 2007, interchange rates fell to 1.2 
percent in keeping with the agreement. In addition, in accordance with the 
tribunal's decision many of the categories b ased on merchant type will be 
eliminated. Ilowever, the transactions of government entities that accept 
cards in Israel will continue to be eligible for a lower interchange rate, also 
in accordance with the tribunal's decision, under the theory that 
government entities do not benefit from the payment guarantee, because 
they have other ways of guaranteeing payment (for example, confiscating 
assets), and so the interchange fee charged on its acceptance transactions 
should not include that cost. Although the Antitrust Tribunal has 
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temporarily approved this agreement, it has stated that final approval 
cannot occur until an independent expert appointed by IAA determines 
that the agreement is consistent with the tribunal's approved methodology 
for setting fees. 

Mexico Given responsibility for ensuring the proper functioning of payment 
systems, the Banco de Mexico (the Mexican central bank) has been 
encouraging the use of more efficient means of payment. In 2004, the 
Banco de Mexico was granted specific authority to regulate interchange 
fees in response to concerns by legislators in that country regarding the 
amount that banks were charging for services as well as the lack of 
sufficient information for cardholders and merchants. Shortly after the 
2004 law was passed, the Association of Mexican Banks, which establishes 
interchange rates in Mexico, undertook a review of interchange rates and 
under the supervision of the Mexican central bank, began to develop a 
method to set them. In addition, the association and the central bank 
reviewed the way in which interchange rates applied to merchants. For 
example, five different interchange rates could be applied to transactions, 
depending on the merchant's expected annual sales volume, with 
merchants with higher sales volumes receiving lower rates. Mexican 
central bank officials explained to us that they believed this led to 
discrimination against small merchants, and as part of the reforms, the 
bank association introduced new categories that were based on merchant 
type rather than size. 

To address interchange rates, the bank association under the supervision 
"reference" interchange of Banco de Mexico established a method to set a 

rate. In contrast to the cost-based approaches used by Australia and Israel, 
the bank association used a model that balances issuing and acquiring 
banks' profits (net of interchange) through the interchange fee. Prior to 
these developments, the interchange rates for credit cards averaged about 
2.73 percent. Since that time rates have declined. In February 2005, the 
association reduced the credit card interchange rate by an average of 43 
basis points and also eliminated the highest bracket of rates for credit 
cards. Because some of the disadvantages of the previous system ' 
persisted despite this intervention, in October 2005 the association 
proposed a new mechanism for setting a reference interchange rate, which 
accounts for issuer and acquirer revenues and expected network growth 
in addition to issuer and acquirer costs. The association then adjusted the 

44 A basis point is equal to .01 percent or 1/100th of a percent. 
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single reference rate to account for differences in merchant type, resulting 
in 22 different merchant categories, most of them with different applicable 
interchange rates. The association and the central bank continue to work 
together to refine this method. As of January 2008, the effective reference 
interchange rate for credit cards was lowered to 1.61 percent. 

Limited Information on the 
Effects of Interchange 
Rate Intervention Suggests 
Some Benefit to Merchants 
and a Mixed Picture for 
Consumers 

In the three countries we examined, incomplete information is available 
on the impact of actions to reduce interchange rates, but available data 
indicate that merchants appear to have benefited, while the impact on 
consumers has been mixed. Because the actions relating to interchange 
rates in these countries generally coincided with various other changes in 
credit and debit card markets, researchers' ability to isolate and measure 
the specific effects of interchange rate intervention has been limited. 
However, merchants in these countries generally appear to have received 
benefits in the form of lower merchant discount rates. Data on merchant 
discount rates for credit cards in Australia show a significant decline in 
these rates since the reforms were instituted and suggest that changes in 
interchange rates have been relfected in merchant discount rates. The 
Australian central bank reported that the average merchant discount rate 
for Bankcard, MasterCard, and Visa had fallen by around 62 basis points to 
0.79 percent between the September quarter of 2003, just prior to the 
reforms, and the December quarter of 2007, which was greater than the 
decline in interchange rates over that period. Merchant discount rates for 
American Express and Diners Club cards, although not regulated by the 
central bank, also fell by 0.29 and 0.18 percentage points, respectively, 
between September 2003 and December 2007. In September 2007, the 
central bank estimated that, in the aggregate, merchants' costs for card 
acceptance over the previous financial year were about $920 million lower 
than they would have been absent the reforms. Similar reductions also 
have occurred in Mexico as the credit card merchant discount rates across 
all businesses declined an average of 8 percent, from 2005 through 2006. 
According to information provided by IAA, average merchant discount 
rates have declined in Israel since 1998, especially for Visa cards; however, 
other factors may have contributed to the overall decline in merchant 
discount rates in Israel. For example, other regulatory actions relating to 
limiting merchant discount rates also were being taken during this period. 
In addition, officials from the antitrust authority expressed the belief that 
the increased competition in the Visa issuing market since 1998 has 
contributed to the lower merchant discount rates. 

Evidence relating to impacts on consumers since the interchange rate 
intervention in these countries is limited. In Australia, where the reforms 
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have been in effect long enough to allow for some study, cardholders have 
experienced a decline in the value of credit card reward points for most 
cards and an increase in annual and other consumer credit card fees. For 
example, RBA estimated that average annual fee revenue from fees, such 
as cash advances and late payments on bank-issued personal credit cards 
has doubled from around $40 per account in 2002 to around $80 in 2006, 
although it did not estimate the total amount paid by all cardholders. RBA 
officials attributed these changes to their reforms of the credit card 
system. Although card users may receive fewer rewards and experience 
higher fees when using their cards, consumers in Australia that want to 
use cards to finance purchases may benefit from the lower-interest cards 
that issuers began increasingly offering after the reforms were 
implemented. Regulators indicated that banks altered their business 
models when interchange fees were reduced to focus more on attracting 
cardholders who carry a balance. This may have been due, in part, to 
decreased revenue from interchange fees. In addition, Australia's central 
bank has not been able to discern whether merchants have passed along 
their reduction in the costs of accepting cards—resulting from the 
reforms—in the prices charged for retail goods and services. An RBA 
official told us, however, that while such an effect would not likely be 
measurable, he believed competition among merchants would lead 
merchants to pass some portion of a reduction in their costs along to 
consumers. RBA's assessment of the reforms' effects on overall welfare is 
positive and it estimates that welfare gains are likely substantial. 

In addition to the impact on merchants and consumers in the three 
countries we examined, other developments in these countries' payment 
system markets have occurred since interchange rates were lowered. For 
example, in Australia, the central bank found that over the past few years, 
the number and value of debit card payments grew more quickly than 
those of credit card payments. The central bank stated that this difference 
relfects slowing growth in the number of credit card transactions—in part 
resulting from cutbacks in credit card rewards and the introduction of 
surcharges—as well as increasing growth in the number of debit card 
transactions due in part to new types of deposit accounts offered by banks 
that make debit card transactions more attractive. Additionally, the 
combined market share of MasterCard, Visa, and Bankcard decreased, and 
the combined market share of American Express and Diners Club 
correspondingly increased by about 1 percent to around 16 percent of the 
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value of credit card transactions. The Mexican central bank reports that 
the number of credit and debit card payments incre ased significantly in 
the last few years. In addition, several new banks have entered the issuing 
and acquiring markets and concentration in these markets has decreased, 
although both markets still continue to be relatively concentrated 
compared to that of the United States. In Israel, IAA officials told us that 
too little time has passed to evaluate the effects of their reforms; however, 
they expect that the creation of a single interchange system will yield 
efficiency gains and promote competition for the benefit of consumers. 

' 

Potential Effects of Taking 
Similar Actions on 
Interehange Fees in the 
United States Are 
Uncertain 

The extent to which similar actions to lower interchange rates in the 
United States might reduce costs to merchants and consumers is unclear. 
While actions in the three countries examined appear to have reduced the 
costs to merchants for accepting cards, less information was available on 
the impact on consumers. In Australia, for example, costs for card users 
appear to have increased, but having these individuals experience higher 
costs could be considered more efficient and appropriate than merchants 
passing their card acceptance costs along to all consumers through higher 
prices for goods and services, as RBA concluded was occurring before the 
reforms. However, whether consumers choosing to make purchases with 
other forms of payment have experienced any benefits w as not clear. 

In addition, variations in payment systems across the countries we studied 
suggest that interchange levels may not be the only relevant factor to 
consider when examining card costs in the United States compared with 
those of other countries. For example, although average interchange rates 
for credit cards in the United States are higher than the rates that have 
been set in the countries we reviewed, one industry group found in 2005 
that the amount of the processing fee component included in the total 
merchant discount rate applied to credit card acceptance transactions in 
many other developed countries around the world is actually greater than 
in the United States. Therefore, comparing only interchange rates may not 
give an accurate picture of the relative costs of card acceptance to 
merchants. Further, because interchange rates are reportedly intended to 
balance costs across consumers, merchants, and issuing and acquiring 
banks, differences in interchange levels between the United States and 
other countries could be the result of different cost structures for the 

45 1n Austraila, until recently American Express cards were issued exclusively by American 
Express in a proprietary model similar to that in the United States. 
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banks in these markets. For example, Israel has fewer than 10 card 
issuers, and officials at the Federal Reserve Bank of Kans as  City estimated 
in 2006 that the four largest banks in Australia issued 55 percent of cards. 
In contrast, we repo rted in 2006 that the United States has more than 6,000 
depository institutions that issue credit cards, and therefore the costs of 
issuing credit cards in this country could be different than in countries 
with many fewer issuing banks. ' 

Finally, the regulatory and legal structure in the United States differs from 
those of other countries. For example, unlike in Australia and other 
countries we reviewed, in the United States there is no entity specifically 
tasked with regulating or overseeing the competitive aspects of the 
interchange fee structure or the fees' effects on consumers. To the extent 
that the imposition of interchange fees would constitute an 
anticompetitive or unfair business practice prohibited by the antitrust laws 
or the Federal Trade Commission Act, the Depa rtment of Justice (DOJ) 
and FTC, respectively, could take measures to ensure compliance with 
those laws. In 1998, DOJ sued Visa and MasterCard for alleged antitrust 
violations relating to the networks' "exclusivity rules," which prohibited 
member banks from issuing Discover or American Express cards. The 
court  found that the exclusivity rules were a substantial restraint on 
competition in violation of the Sherman Act. Although the imposition of 
interchange fees w as not found to violate the law, the trial cou rt  noted that 
the defendants' ability to impose and change the fees was evidence of 

' 

market power, which was an element in proving the anticompetitive 
nature of the exclusivity rules. F 
its authority to enforce the antitrust laws, DOJ is again looking into issues 
concerning the payment systems industry. (Also, as previously noted, 
interchange fees have been a factor in lawsuits alleging violations of the 
federal antitrust laws by credit card networks and related pa rties. In 
addition, private parties are pursuing civil actions that address interchange 
fees under these same laws. 49) FTC officials expressed to us the view that 
the FTC does not have authority to regulate interchange fees. Also, 

' urther, DOJ officials told us that under 

46GA0-06-929 p.10. 

47 United States v. Visa U.S.A., Inc., 163 F. Supp. 2d 322 (S.D.N.Y. 2001), affd, 344 F.3d 229 
(2d Cir 2003), Cert. Denied, 543 U.S. 811 (2004). 

48 163 F. Supp. 2d at 340; see 244 F. 3d at 239-40. 

49Ln  re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, 398 F. 
Supp.2d 1356 (E.D. NY Oct. 19, 2005). 
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officials of the Board of Governors of the Federal Reserve noted that the 
Federal Reserve does not have a specific mandate to regulate interchange 
fees in the United States." 

Card Usage by 
Federal Entities 
Provides Numerous 
Benefits, but Creates 
Control Challenges 

Many federal entities use cards to make purchases of goods and services 
needed for their operations, spending more than $27 billion on purchase, 

51 Officials we interviewed from travel, and lfeet cards in fiscal year 2007. 
five federal entities that were high-volume users of cards for goods, travel, 
and automotive expenses told us that using cards reduces their 
administrative expenses, provides income from the rebates they receive 
from the issuing banks, and provides other benefits. Although generally 
citing few drawbacks to the use of charge cards, federal entity officials 
acknowledged challenges in controlling use of cards, but also noted that 
the data available on card use and tools provided by the issuing banks help 
them address these challenges. 

Entities' Use of Cards Has 
Grown Significantly and Is 
Expected to Increase 
Further 

More than 350 federal entities participate in GSA's SmartPay program 
which provides purchase, travel, and fleet cards for these entities to use. 
Federal entities pay no direct costs for the general use of cards." 
According to card network officials, the banks that issue cards to federal 
entities are compensated in part by the interchange fees they receive when 
a government entity or employee uses a card to make a purchase. 

In fiscal year 2007, federal entities used cards to purchase more than $27 
billion of goods and services. This represents an inflation-adjusted 
increase of 51 percent over fiscal year 1999 spending levels (see fig. 2). 
Most of this spending occurred using purchase cards, which account for 
nearly 70 percent of total federal entity card spending, while about one- 
quarter of card spending was done using travel cards and about 5 percent 
using lfeet cards. The number of transactions has also increased by 50 
percent since 1999, from about 60 million transactions to over 90 million in 

bOThe Board of Governors of the Federal Reserve has regulatory authority over the 
processing of payments but does not regulate the fees that banks pay for participating in 
private credit card payments systems. 

51Fleet cards are used for fuel and supplies for government vehicles. 

52Although federal entities pay no direct costs to issuing banks for the general use of cards, 
some products and services, such as traveler's checks, do entail fees. 
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2007. However, the rate of growth of both spending and transactions h as 
slowed in recent years. 

Figure 2: SmartPay Spending and Total Number of Transactions, Fiscal Years 1999- 
2007 

Dollars in billions Transactions (in millions) 
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Source: GAO analysis of GSA data. 

Note: Spending amounts adjusted for inflation to constant 2007 dollars. 

According to the Director of GSA's Office of Charge Card Management, the 
increases in spending and the number of transactions in the early years of 
the SmartPay program were due to entities adjusting their purchasing 
behaviors from previously used systems, such as purchase orders, and 
learning how to use their cards to make additional purchases. Although 
the number of transactions remained roughly constant between fiscal 
years 2002 and 2007, the average transaction value rose from about $240 to 
about $300, accounting for the growth in total spending during this time. 
According to the Director, the number of transactions has remained 
relatively stable in current years because, for the most part, entities have 
transitioned from most of their previously used purchasing systems and 
are now making only small changes to their programs to improve 
efficiencies. 
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The Director of GSA's Office of Charge Card Management also told us that 
card use by federal entities is expected to continue growing as the entities 
identify additional ways of using cards and implement new payment 
technologies. For example, officials from the Department of Veterans 
Affairs (VA) told us that they are working with the bank that issues the 
department's purchase cards to find new ways to incre ase card usage. 
They explained that in 2003 they developed a process for making 
payments through the card system to non-VA medical providers for 
services provided to veterans who are unable to visit a VA center for 
medical care, reducing the number of checks they must issue and 
increasing both the number of electronic payments made and their card 
use rebates. Additionally, officials stated that VA is reviewing its purchase 
records to attempt to shift more purchasing to vendors that accept cards. 
Similarly, the U.S. Army has developed an automated payment system that 
uses purchase cards for most of the $400 million per year it pays schools 
and other institutions for soldiers' tuition assistance. GSA officials also 
expect the new products and services that will be available under the 
SmartPay 2 program will lead to increases in overall card spending. Some 
of these products include prepaid cards, contactless cards, and cards in 
foreign currencies.' 

Officials Cite Various 
Benefits Associated with 
Using Cards, Including 
Administrative Cost 
Savings and Rebates 

According to federal entity officials we spoke with, one of the primary 
benefits associated with card usage is the administrative cost savings 
compared with procurement methods that card usage has partially 
replaced, such as purchase orders, imprest funds, and blanket purchase 
agreements. For example, obtaining goods or services under a purchase 
order system requires that a purchase request be filled out and approved, 
then sent to a procurement office, which issues it to a vendor. When 
government entities use a card, however, goods or services can be directly 
purchased by cardholders, who then review their statements at the end of 
the billing cycle and forward the statement to an approving official. 
Officials from the Department of Agriculture said that if cards were not 
used, staff would need to complete purchase orders for each of the 1.5 
million transactions per year that currently are made using purchase 
cards. Officials from the Depa rtment of Homeland Security estimated that 
the department would require four to five times the current number of 

5'A prepaid card is one that is programmed to have a monetary value, and charges to that 
card cannot exceed the balance. Contactless cards store data on a microchip embedded in 
the card, which can he read by passing the card in front of a special card reader. 
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staff who operate its travel card program if it paid for travel expenses 
without cards. In addition, officials at the Department of Agriculture stated 
that new tools, such as an automated process to reset charge card 
passwords, may further reduce the costs of administering their program. 

Estimates of per transaction administrative costs savings from card usage 
vary, making it difficult to estimate total administrative cost savings. GSA 
estimated total administrative cost savings from card use in fiscal year 
2006 to be $1.7 billion. An official from GSA told us that this estimate was 
based on per transaction saving estimates by the Purchase Card Council. 
In 1994, the council, an interagency group, asked 17 civilian government 
organizations to perform a detailed cost-benefit analysis comparing the 
use of purchase orders versus purchase cards for transactions of $2,500 
and below. The per transaction savings estimates for the 17 organizations 
ranged from $1.42 to more than $142, with an average of about $54. More 
recently, in a 2006 research study, the Association of Government 
Accountants surveyed four civilian agencies with an approach similar to 
that of the Purchase Card Council and repo rted savings estimates of $60 to 
$166 per transaction, with a weighted average of about $87." In 
comparison, a 2005 survey of almost 1,300 purchase card program 
administrators from corporations, nonprofits, and govenrment entities 
found, for state and federal gove rnment entities, a $53 administrative cost 
savings per transaction compared to purch ase orders. 
analysis by the U.S. Army Audit Agency showed that the average cost to 
the U.S. Army of processing a purchase order was about $155 compared to 
about $62 for a card, a savings of about $93 per transaction." 

' Finally, a 1997 

Another benefit of card use for federal entities is the receipt of rebates 
from the banks that issue their cards. Rebate amounts, which, after 
adjusting for inlfation, have almost doubled since fiscal year 2002 to $175 
million in fiscal year 2007 (see fig. 3), are based on a number of factors, 
mainly the volume of net spending on cards and how quickly balances on 
the cards are paid. GSA establishes a minimum rebate rate that federal 
entities should receive, but entities can choose to negotiate with their 

54AGA Corporate Partner Advisory Group Research, "The Federal Purchase Card: Use, 
Policy, and Best Practice," AGA CPAG Research Series, Report No. 4 (April 2006). 

55Richard J. Palmer and Mahendra Gupta, "The 2005 Purchasing Card Benchmark Survey 
Report" (2006). 

56 11.S. Army Audit Agency, "Savings from Acquisition Reform" Audit Report: AA 97-58 
(Alexandria, Virginia Jan. 7, 1997). 
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issuing banks for additional amounts. Between 1998 and 2007, the 
minimum rate was 6 basis points of the net volume of spending on the 
cards, while under the SmartPay 2 program, the minimum rebate rate will 
increase to 8 basis points.' A GSA official stated that typically in federal 
entities' negotiations with issuing banks, the rebate rate is increased as an 
incentive for an entity to choose a particular bank to issue its cards. 
According to the GSA official, however, some entities negotiate for 
specialized services rather than increased rebate amounts, and GSA 
encourages agencies to examine their programs holistically when 
negotiating terms. 

Figure 3: Total Rebates Received from SmartPay Card Use, Fiscal Years 2002-2007 
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Note: Rebate amounts adjusted for inflation to 2007 constant dollars. 

Federal entities differ in how they use their rebates. Two of the federal 
entities we spoke with return the rebates directly to the location that 
originated the relevant transaction, one adds the rebates into general 

57GSA receives 4 of the basis points, termed the Industrial Funding Fee. This fee totaled 
approximately $9 million in fiscal year 2007 and is used by GSA to administer the SmartPay 
program as well as one other GSA program. 
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income for the entity, and one other allocates rebates to a working capital 
fund for initiatives of general benefit to the entity. 

Officials from federal entities also cited several other benefits associated 
with using cards to make purchases. For example, officials from several 
entities told us that the increased data on purchases that is available to 
them by using charge cards allows for better management and/or tracking 
of spending. According to officials at the Department of Agriculture, 
purchase card data allowed them to examine their purch asing patterns 
and identify opportunities for savings. They explained that by using 
purchase cards to buy office supplies, they received data on the 
transactions, which they used to negotiate a contract with a vendor to buy 
supplies in bulk that resulted in millions of dollars in savings per year.5a 
Officials from several entities also told us that cards allow them to make 
purchases more quickly and/or more conveniently than previously used 
methods of purchasing. For example, officials from one entity told us that 
once the approval process is completed for a particular purchase, it can be 
made immediately, whereas previously used methods take a longer time to 
complete. According to officials from another entity, the ability to obtain 
cash advances on cards benefits them because it eliminates the need for 
imprest funds, which, according to officials from a different entity, are 
harder to monitor for fraud. Other benefits cited by officials from one 
entity included compensating vendors doing business with the govenrment 
more quickly and greater ability to resolve disputes with vendors because 
charges can be reversed until the dispute is resolved. 

While Minimizing Card 
Abuse Poses Control 
Challenges, Banks Provide 
Tools to Help Entities 
Address Them 

Officials at the federal entities with whom we met cited only a few 
drawbacks associated with the use of cards, though officials from some 
entities mentioned the risk of fraud and misuse. However, these officials 
told us that the risk of these occurrences is less than or equal to that under 
previously used procurement systems. Although the instances of fraud and 
misuse on cards may be infrequent, we and several inspectors general 
have reported internal control weaknesses in charge card programs at 
federal entities and instances of fraud and abuse. For example, in 2001 and 
2002 we issued reports on control weaknesses in purchase card programs 

58We  have previously reported that the use of purchase cards presents an opportunity for 
entities to negotiate discounts from major purchase card vendors, but agencies generally 
have not seized those opportunities. See GAO, Contract Management: Agencies Can 
Achieve Signiifcant Savings on Purchase Card Buys, GAO-04-430 (Washington, ll.C.: 
12, 2004). 

Mar. 
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at the Air Force, Army, and Navy. The reports contained over 100 
recommendations targeted at improving the design and implementation of 
controls over card use and establishing guidelines for disciplining those 
who misuse their government purchase cards.' In 2003 we reported that , 
the military services had begun or implemented nearly all of those 
recommendations, some of which were included in legislative 
requirements for the Department of Defense. In addition, earlier this year 
we reported on breakdowns in inte rnal controls in various federal entity 
purchase card programs, which in some instances resulted in fraudulent, 
improper, and abusive use of purchase ca,rds.61 

°0  

For the most part, fraud and misuse can be limited through strong internal 
controls in card programs of federal entities. GSA and OMB have issued 
guidance on internal controls intended to reduce the risk of misuse of 
cards. For example, GSA develops guidance through training courses for 
federal entities and publishes guidelines for oversight and information on 
detecting misuse and fraud. Additionally, OMB has issued several 
memorandums related to oversight of card programs. For example, a 2002 
OMB memorandum provided that each federal entity review the adequacy 
of its internal controls for purchase and travel card expenditures, and 
required entities to submit action plans detailing any risks associated with 
these programs and identifying the internal controls that will be used to 
manage these risks. In 2005, OMB also issued an appendix to its 1995 
circular on management accountability and control, which consolidated 
and updated governmentwide card program requirements and included 
minimum requirements and best practices on several aspects of card 
programs. Some of the best practices to limit fraud and misuse identified 
in these guidance documents included implementing appropriate training 
for cardholders, approving officials, and other staff; deactivating cards that 

59GAO, Purchase Cards: Control Weaknesses Leave Two Navy Units Vulnerable to Fraud 
and Abuse, GAO-02-32 (Washington D.C.: Nov. 30, 2001); Purchase Cards: Control 
Weaknesses Leave Army Vulnerable to Fraud, Waste, and Abuse, GAO-02-732 
(Washington, D.C.: June 27, 2002); Purchase Cards: Navy Is Vulnerable to Fraud and 
Abuse but Is Taking Action to Resolve Control Weaknesses, GAO-02-1041 (Washington 
D.C.:  Sept. 27, 2002); Purchase Cards: Control Weaknesses Leave the Air Force Vulnerable 
to Fraud, Waste, and Abuse, GAO-03-292 (Washington, D.C.: Dec. 20, 2002). 

60C,'AO, Purchase Cards: Steps Taken to Improve DOD Progra,7n, Management but Actions 
Needed to Address Misuse, GAO-04-156 (Washington, D.C.: Dec. 2, 2003). 

siGAO, Governmentwide Purchase Cards: Actions Needed to Strengthen Internal Controls 
to Reduce Fraudulent, Improper, and Abusive Purchases, GAO-08-333 (Washington D.C.: 
Mar. 14, 2008). 
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are not used; requiring charge card transaction or statement reconciliation 
on the part of the cardholder in a timely manner; ensuring managerial 
review of charge card purchases; and implementing policies outlining 
appropriate administrative and/or disciplinary actions for charge card 
misuse. 

Finally, officials from some of the federal entities we interviewed told us 
that the tools and data provided by their card-issuing banks helped them 
to limit the risk of misuse of cards by enabling them to track and limit the 
types of purchases made on the cards. For example, some entities block 
the use of cards at certain merchant types, to help ensure that the cards 
are used only for approved goods and services, or limit transaction 
amounts, cash withdrawals, and other activities. Officials from several 
entities noted that the data on card transactions they receive from their 
issuing bank allow them to monitor for potentially fraudulent or 
inappropriate transactions. For example, an official from one entity told us 
that the data allowed it to identify suspicious transactions based on 
specified dollar amounts, charges to certain vendors, and other types of 
transactions that could involve misuse. Officials from another entity noted 
that security features on cards help identify suspect charges by generating 
alerts for questionable transactions and by sending an e-mail to the 
cardholder every time a transaction occurs on his or her account in order 
to verify whether the transaction was approved by the cardholder. 

Federal entities' acceptance of credit and debit cards provides a number of 
benefits, including client and customer convenience, but also entails costs. 
In collecting over $27 billion in revenue via cards in 2007, the transactions 
of federal entities included within the scope of this report resulted in more 
than $430 million in merchant discount fees, including at least $205 million 
in interchange fees (paid by entities that provided us with data specifically 
on interchange fees). Federal entities have undertaken a number of 
worthwhile actions to ensure that card acceptance costs are minimized. 
Further, FMS's program to comprehensively examine the revenue sources 
and collection mechanisms used by the many entities for which it 
performs collections shows great promise for achieving savings and 
identifying improvements for revenue collection, whether through cards or 
other mechanisms. Since its initiation on a pilot basis in 2007, this program 
has already identified potential cost savings or efficiency improvements at 
the eight entities FMS has examined to date. Because such savings would 
be recurring—in that they are applicable to future transactions—this 
program appears to be a valuable effort for FNIS to complete in a timely 
manner. Ensuring that FMS's program implementation strategy has 

Conclusions 
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additional elements, such as a timeline for completing the reviews, cost 
savings estimates, and an assessment of the adequacy of the resources 
committed will increase the likelihood of FMS achieving its goals as 
expeditiously as possible. Establishing a timeline for completion would 
allow FMS management to determine whether the program is being 
implemented expeditiously, including taking action if interim milestones 
are not being met. Generating cost savings estimates would appear to 
provide FMS with an additional tool for prompting entities to implement 
the improvements that are identified. Further, establishing a timeline for 
monitoxing progress and estimating the cost savings to be realized could 
also allow FMS to better assess whether the level of resources committed 
to the program is appropriate. Perhaps most impo rtant, developing a full 
implementation strategy would allow FMS to identify potential cost 
savings for its collection activities—and federal entities to begin realizing 
them—more quickly, resulting in larger overa ll  financial benefits to the 
government. 

Other countries have examined the signiifcance of interchange fees as part 
of credit and debit card payments, and several have taken or are 
considering actions to improve efficiencies and reduce costs involving 
their card payment systems. In one of the three countries we examined 
that has acted to limit interchange fees, available evidence suggests that 
the costs for merchants from accepting cards has declined but the direct 
costs for consumers using cards may have increased. However, a number 
of factors may be inlfuencing costs, and additional data and study would 
be needed to more definitively assess the effects of these actions. Further 
adding to the difficulty of estimating the potential effects of such actions 
in the United States, are differences in the structure and regulation of the 
U.S. card payment market from those of the other countries we examined. 

Federal entities have realized benefits from using cards to make purchases 
of needed goods and services, including supplies, travel expenses, and 
vehicle operating costs, and have taken actions to address the challenge of 
ensuring that cards are used only for intended purposes. In addition to 
increased efficiency in administrative processes and cost savings, in fiscal 
year 2007 card use also produced about $175 million in additional 
operating funds through the rebates provided by the banks that issue 
government cards. Agencies have acknowledged the continuing need to 
ensure adequate monitoring and to have controls in place to minimize 
fraudulent and abusive use of their cards. The ability to analyze data on 
card activities—a capability that the issuing banks are providing to 
agencies—appears to be a valuable tool, in that it helps federal entities 
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manage their card activities and potentially reduces costs for the 
government. 

Reeommendation for 
Executive Action 

In order to help expeditiously achieve savings to the government, 
including those associated with accepting cards, we recommend that the 
Secretary of the Treasury take steps to establish a full implementation 
strategy for FMS's revenue collection review program. Such a strategy 
should include a timeline for completing the reviews, cost savings 
estimates associated with individual reviews, and an assessment of the 
adequacy of the resources committed to the program. 

Ageney Comments 
and Our Evaluation 

We requested comments on a draft of this report from the Treasury and 
GSA. In an e-mail providing the Treasury's comments, the manager of 
FMS's Intenral Control Branch noted that our report acknowledges that 
the acceptance of credit and debit cards has provided significant benefits 
to the agencies and the public, and that as agencies implement more e- 
commerce initiatives and interact more with the public through the 
Internet, credit and debit card acceptance is likely to continue to increase. 
While FMS did not directly address our recommendation, the manager 
agreed that FMS's revenue collection review program, in which the 
acceptance of credit and debit cards is only one of many processes that 
will be evaluated, will help improve overall financial management at 
federal agencies. FMS also provided technical comments, which we have 
incorporated where appropriate. In addition, GSA reviewed a draft of this 
report and, in an e-mail from the Director, Internal Control and Audit 
Division, Office of the Controller, indicated agreement with the report's 
contents regarding the SmartPay program. 

We are sending copies of this report to various other interested 
congressional committees and members and to the Secretary of the 
Treasury; the Administrator, General Services Administration; and other 
interested parties. We will also provide copies to others on request. This 
report will also be available at no charge on GAO's Web site 
http://www.gao.gov . 
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Please contact me at (202) 512-8678 or hillmanr@gao.gov  if you or your 
staff have any questions about this report. Contact points for our Offices 
of Congressional Relations and Public Affairs may be found on the last 
page of this report. Key contributors to this report are listed in appendix 
III. 

Sincerely yours, 

^o-c.f'  
Richard J. Hillman 
Managing Director, Financial Markets 

and Community Investment 
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Appendix I: Objectives, Scope, and 
Methodology 

Our objectives were to examine (1) the benefits and costs, including 
interchange fees, associated with federal entities' acceptance of cards as 
payment for the sale of goods, services, and revenue collection; (2) actions 
taken in countries that have regulated or otherwise limited interchange 
fees and their impact; and (3) the impact on federal entities of using cards 
to make purchases. 

To determine the benefits received by federal entities from the acceptance 
of credit and debit cards, we conducted semistructured interviews with 
five judgmentally selected federal entities that participate in Financial 
Management Service's (FMS) Credit and Debit Card Acquiring Service, 
which is a governmentwide service that allows federal entities to accept 
payment by Visa, MasterCard, American Express, and Discover cards, as 
well as some types of debit cards. FMS provides this service to any 
executive, judicial, and legislative branch agency; government corporation; 
commission; board; or other federal entity that determines that the 
acceptance of cards is needed for revenue collection. Three of the five 
entities we contacted were among those that conducted the highest 
volume of card transactions, and two entities were among those that 
conducted the lowest volume of card transactions.' We also reviewed and 
summarized studies and reports on the costs associated with processing 
different forms of payment to identify how these costs compared with the 
costs associated with card acceptance. 

To estimate the costs associated with federal entities' acceptance of cards 
as payment, we collected data from as broad a range of entities associated 
with the federal government as possible. To determine the federal entities 
from which to collect data, we met with FMS who provided us with data 
on all federal entities that participate in its Credit and Debit Card 
Acquiring Service. FMS provided us data on revenues collected through 
card transactions and the merchant discount, interchange, and processing 
fees it paid for these entities' acceptance of cards for fiscal years 2005 
through 2007. Additionally, FMS officials provided us with a list of 
Department of Defense and Department of Homeland Security 
nonappropriated fund instrumentalities that have independent authority to 
collect revenue and thus handle their own card collections. We reviewed 
data for these entities as well. These entities included 

The federal entities that had high volumes of card acceptance were the Defense 
Commissary Agency, U.S. Mint, and the Department of the Interior's National Park Service. 
The federal entities that had low volumes of card acceptance were the Corporation for 
National and Community Service and the National Endowment for the Arts. 

Page 51 GAO-08-558 Credit and Debit Cards 

PROTECTED, CONFIDENTIAL AND EXEMPT FROM DISCLOSURE VISA00506065 

           1493 
PUBLIC 



 

Appendix I: Objectives, Scope, and 
Methodology 

• Air Force Services Agency, 

• U.S. Army and MWR Command, 

• Army and Air Force Exchange Service, 

• Marine Corps Community Services, 

• Navy Exchange Service Command, 

• Navy Morale, Welfare and Recreation, 

• Coast Guard Exchange System, and 

• Coast Guard Morale, Well-being, and Recreation. 

The U.S. Postal Service, Amtrak, and Smithsonian Institution operate their 
own card collection programs as well and do not utilize FMS's services, 
thus we collected data directly from those entities for fiscal years 2005 
through 2007. Smithsonian Institution and the Coast Guard Morale, Well- 
being, and Recreation were unable to provide us data on their card 
collection programs for this period of time because they do not maintain 
centralized program data on card revenues and fees. Instead, their card 
operations are decentralized among the various locations in which they 
operate. We also collected data from two private entities that accept tax 
payments made by credit and debit cards on behalf of the Internal 
Revenue Service (IRS). These two entities—Official Payments Corporation 
and LINK2GOV—provide this service at no cost to IRS and instead charge 
taxpayers who choose to use their services a convenience fee for doing so. 
While we report the card acceptance fees associated with federal tax 
payments for these two entities, we do not include them in the total 
amount of card acceptance fees paid by federal entities. We did not 
attempt to determine additional federal entities beyond those listed here 
that may operate their own card collection programs and therefore pay 
fees related to card acceptance. 

From each of the entities that we collected data, we requested three pieces 
of information for fiscal years 2005 through 2007: 

• total amount of revenue collected in credit and debit cards, 

• total amount of interchange fees assessed on card transactions, and 
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• total amount of merchant discount fees (for processing fees as well as 
interchange fees) assessed on card transactions. 

Only three entities—Amtrak, FMS, and the Postal Service—were able to 
separately identify the amounts they paid in interchange fees. For the 
other entities, we obtained the total amounts paid in merchant discount 
fees. The data we collected on the costs associated with card acceptance 
from the federal entities were the best data available; however, because of 
limitations in and differences among the record keeping of the entities, the 
data may not be complete for all years, may treat some costs 
inconsistently, and in one case contain estimated, rather than actual, 
values. For example, not all entities could provide us with complete data 
for all 3 fiscal years, and some entities treated certain costs inconsistently, 
such as including cost information for chargeback fees in their merchant 
discount fee data. 2  In another case, a federal entity used data from other 
time periods to estimate some of the pieces of information we requested. 
We reviewed these data for completeness and accuracy and determined 
that none of the limitations materially affect the findings we report. 
However, due to these limitations, the actual figures presented are best 
viewed as approximations, or estimates in some cases, rather than precise 
figures. The dollar values for this objective are reported as current dollars. 

In addition to analyzing data from federal entities on the revenues and 
costs associated with card acceptance, we also reviewed some federal 
entities' contracts or agreements with acquiring banks. To determine the 
interchange fees applicable to the federal entities' card transactions, as 
well as the factors that cause interchange fees to vary, we reviewed 
MasterCard and Visa interchange rate schedules effective beginning 
October 2007 and April 2008. We also reviewed historical interchange rate 
schedules for rates that were effective August 2003 through April 2007 that 
were provided by an acquiring bank. Additionally, we interviewed 
government officials responsible for settling card transactions, and 
officials from American Express Company, Discover Financial Services, 
MasterCard Incorporated, Visa Inc., and Fifth Third Bancorp—FMS's 
current acquiring bank—to gather information on how government 
entities' card acceptance fees are assessed and steps being taken to 
manage the fees. 

2A  chargeback fee is any disputed credit or signature debit sale that is retu rned to an 
acquiring entity for reimbursement of the cardholder's account. 
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To examine actions taken in countries that have limited interchange fees, 
we reviewed available literature, contacted our counterparts (other audit 
institutions) in several countries, and interviewed Federal Reserve and 
industry officials to identify various countries where regulators or others 
had taken such actions. We judgmentally selected countries for further 
examination from among those identified based on three criteria: (1) 
actions had been taken that required actually determining interchange 
rates, (2) information available on the methods they used to determine the 
rates had been made available (3) efforts had been under way for 
sufficient time to allow for study. To allow for illustration of diverse 
approaches to limiting interchange fees, we sought to include countries 
that had taken different types of actions. In addition, in order to study the 
impacts of these actions, we sought to include countries where the effects 
of the intervention had been the subject of empirical study. On the basis of 
these criteria, we selected three countries—Australia, Israel, and 
Mexico for more detailed study. We conducted further literature reviews 
on these countries and conducted interviews with officials involved in the 
efforts to limit rates in each of these countries to learn about the measures 
taken, other measures that were considered, and any empirical data on the 
effects of the interchange limitation. Additionally, we met with officials 
from the Board of Govenrors of the Federal Reserve System, Department 
of Justice, and the Federal Trade Commission to learn how the regulatory 
and legal structure in the United States addresses interchange fees. 

To determine the impact on federal entities of using cards to make 
purchases, we obtained and analyzed fiscal years 1999 through 2007 
General Services Administration (GSA) SmartPay program data on 
spending, transactions, and rebates received. On the basis of our review 
and testing of GSA's data for a separate engagement, we determined that 
these data were sufficiently reliable for the purposes of this engagement. 
Dollar values have been adjusted for this objective to fiscal year 2007 
constant dollars using the gross domestic product (GDP) price index.3 
Additionally, we reviewed policies and procedures related to card usage 
from GSA and other government entities, as well as our prior reports, and 
academic and government reports. To obtain their views on the benefits 
and drawbacks of card usage, we interviewed officials from GSA, 5 federal 
entities that were among the 10 entities with the highest spending and 
most transactions on cards in fiscal year 2006, the bank that issued cards 

3Pased on U.S. Department of Commerce, Bureau of Economic Analysis, National lncome 
and Product Accounts, table 1.1.4, l ast revised Jan 30, 2008. 
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which accounted for the highest government card spending in fiscal year 
2006, and one academic researcher with extensive work on government 
use of cards. 

We conducted this performance audit from June 2007 to May 2008 in 
accordance with generally accepted government auditing standards. Those 
standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence 
obtained provides a reasonable basis for our findings and conclusions 
based on our audit objectives. 
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The following identifies key cases concerning interchange fees. 

NaBanco 

In this 1980s case, NaBanco claimed that the setting of credit card 
interchange fees by Visa member banks constituted unlawful price fixing.' 
NaBanco was a third-party enterprise that processed credit card 
transactions for its client acquiring banks, who were members of the Visa 
network. NaBanco alleged that the imposition of an interchange fee 
affected the amount it could collect for its service, and that under Visa's 
rules the fee had an anticompetitive effect. The court ruled that NaBanco 

"rule of reason" analysis to did not satisfy its burden of proof under a 
show that interchange fees were a restraint of trade. 

Department of Justice proceeding 

In 1998, Department of Justice (DOJ) sued Visa and MasterCard for alleged 
antitrust violations.' In that proceeding, the gove rnment focused on two 
points. First, the department claimed that because the boards of Visa and 
MasterCard were dominated by many of the same banks, intersystem 
competition was reduced. Second, DOJ challenged the networks' 
"exclusivity rules" which prohibited member banks from issuing Discover 
or American Express cards. The court ruled against the government on the 
first claim (DOJ did not appeal) but found that the exclusivity rules were a 
substantial restraint on competition in violation of the Sherman Act. The 
district court invalidated the exclusivity rules, enjoined the defendants 
from restricting banks from issuing other cards, and permitted Visa and 
MasterCard issuers to terminate any contractual obligations to abide by 
the exclusivity rules. Although the imposition of interchange fees was not 
found to violate the law, the court noted that the defendants' ability to 
impose and change the fees w as evidence of market power, which was an 
element in proving the anticompetitive nature of the exclusivity rules 3 

'National Bancard Corp. v. Visa U.S.A., Inc. 596 F. Supp. 1231 (S.D. Fla 1984), affd. 779 
F.2d 592 (11th Cir. 1986). 

2 Unzted Slales v. Visa U.S.A., Inc., 163 F. Supp. 2d . 322 (S.D.N.Y. 2001), afJ°d, 344 F.3d 229 
(2d Cir 2003), Cert. Denied, 543 U.S. 811 (2004). 

'163 F. Supp. 2d at 340; see 244 F. 3d at 239-40. 
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Pending Class Action—U. S. District Court (E.D.N.Y.) 

In a class action pending in the United States District Court for the Eastern 
District of New York, merchants claim that interchange fees have an 
anticompetitive effect in violation of the federal antitrust Iaws.' This case 
is a consolidation of numerous separate actions. As of October 2005, 
merchants had instituted 14 class action lawsuits in four separate districts 
against Visa and MasterCard and their member banks. According to the 
Magistrate Judge assigned to the consolidated case, as of February 2006 
"some forty class action lawsuits" had been brought "on behalf of a class 
of merchants against the defendant credit card networks and certain of 
their member banks. ' 

Kendall decision 

In March 2008, the Federal Court of Appeals for the Ninth Circuit upheld 
the District Court's dismissal of a claim in which merchants alleged that 
the merchant discount fees set by Visa, MasterCard, Bank of America, 
Wells Fargo Bank, and U.S. Bank violated Section 1 of the Sherman Act,15 
U.S.C. § 1, and Section 16 of the Clayton Act, 15 U.S.C. § 26. 3  The court 
ruled that the plaintiffs failed to plead evidentiary facts necessary to 
support such a claim. Specifically, the court found that the merchants 
failed to allege facts necessary to support their theory that the banks 
conspired or agreed with each other or with Visa and MasterCard to 
restrain trade. With respect to the allegations against the banks, the court 
observed that "merely charging, adopting or following the fees set by a 
Consortium is insufficient as a matter of law to constitute a violation of 
Section 1 of the Sherman Act." Further, the court concluded that the 
interchange fee set by Visa and MasterCard was not imposed directly upon 
the merchants as an anticompetitive measure but instead constituted a 
cost imposed on the banks which the banks passed on to the merchants as 
a rational business decision. 

'In re Payment Card Interch ange Fee and  Merchant Discount Antitrust Litigation, 398 F. 
Supp.2d 1356 (E.D. NY Oct. 19, 2005). 

bIn re Payment Card Interchange Fee and Merchant Discount Antitrust Litigation, 2006 U.S. 
Dist. LEYIS 45727; 2006-1 Trade Cas. (CCII) P75,278 (E.D.N.Y.) 

6Kendall v. Visa U.S.A., Inc., 518 F.3d 1042 (9th Cir. 2008). 
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FILED 
uy^^^^ U.S. DI BTRIG'T COÛRT .QN.Y.  * JUL 2 0 2011 * 

IN THE UNITED STATES DISTRICT COURT 
FOR THE EASTERN DISTRICT OF NEW YORK BR

OO
KLY

N
O

FFI
CE 

UNITED STATES OF AMERICA, 
STATE OF ARIZONA, 
STATE OF CONNECTICUT, 
STATE OF IDAHO, 
STATE OF ILLiNOIS, 
STATE OF IOWA, 
STATE OF MARYLAND, 
STATE OF MICHIGAN, 
STATE OF MISSOURI, 
STATE OF MONTANA, 
STATE OF NEBRASKA, 
STATE OF NEW HAMPSHIRE, 

STATE OF OHIO, Civil Action 

STATE OF RHODE ISLAND, 
STATE OF TENNESSEE, 
STATE OF TEXAS, 
STATE OF UTAH, and 
STATE OF VERMONT, 

No. CV-] 0-4496 

(Garaufis, J.) 
(Reyes, M.J.) 

Plaintitis, 

v. 

AMERICAN EXPRESS COMPANY, 
AMERICAN EXPRESS TRAVEL 
RELATED SERVICES COMPANY, INC., 
MASTERCARD INTERNATIONAL 
INCORPORATED, and VISA INC., 

Defendants. 

MASTERCARD 
FINAL JUDGMENT AS TO DEFENDANTS 

ERNATIONAL INCORPORATED AND VISA INC. 

WHEREAS, Plaintiffs, the United States of America and the States of Arizona, 

Connecticut, Idaho, Illinois, Iowa, Maryland, Michigan, Missouri, Montana, Nebraska, New 
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1. "Acquiring Bank" means a Person authorized by MasterCard or Visa to enter into 

agreements with Merchants to accept MasterCard's or Visa's General Purpose Cards as payment 

for goods or se rvices. 

2. 

corporation with its principal place of business in New York, New York, and American Express 

Travel Related Services Company, Inc., a Delaware corporation with its principal place of 

business in New York, New York, their successors and assigns, and their subsidiaries (whether 

partially or wholly owned), divisions, groups, a ffi liates, partnerships, and joint ventures, and 

"American Express" means American Express Company, a New York 

their directors, o fficers, managers, agents, and employees. 

3. "Brand" means the brand or mark of a General Purpose Card Network. 

4. "Customer" means a Person that pays for goods or services. 

5. "Department of Justice" means the United States Department of Justice, Antitrust 

Division. 

6. "Discover" means Discover Financial Services, a Delaware corporation with its 

principal place of business in Riverwoods, Illinois, its successors and assigns, and its 

subsidiaries (whether partially or wholly owned), divisions, groups, a ffi liates, partnerships, and 

joint ventures, and their directors, officers, managers, agents, and employees. 

7. "Form of Payment" means cash, a check, a debit card, a prepaid card, or any other 

means by which Customers pay for goods or sevrices, and includes pa rticular brands (e.g., Star, 

NYCE) or types (e.g., PIN debit) of debit cards or o ther means of payment. 

8. "General Purpose Card" means a credit or charge card issued pursuant to Rules of 

a General Purpose Card Network that enables consumers to make purchases from unrelated 
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1. offering the  Customer a discount or rebate, including an immediate 

discount or rebate at the  point of sale, if the Customer uses a particular Brand or Type of General 

Purpose Card, a particular Form of Payment, or a Brand or Type of General Purpose Card or a 

Form of Payment other than the General Purpose Card the Customer initially presents; 

2. offering a free or discounted product if the Customer uses a particular 

Brand or Type of General Purpose Card, a particular Form of Payment, or a Brand or Type of 

General Purpose Card or a Form of Payment other than the General Purpose Card the Customer 

initially presents; 

3. offering a free or discounted or enhanced service if the  Customer uses a 

particular Brand or Type of General Purpose Card, a particular Form of Payment, or a Brand or 

Type of General Purpose Card or a Form of Payment o ther than the General Purpose Card the 

Customer initially presents; 

4. offering the  Customer an incenti ve, encouragement, or benefit for using a 

particular Brand or Type of General Purpose Card, a particular Form of Payment, or a Brand or 

Type of General Purpose Card or a Form of Payment o ther than the  General Purpose Card the 

Customer initially presents; 

5. expressing a preference for the use of a pa rticular Brand or Type of 

General Purpose Card or a patricular Form of Payment; 

6. promoting a particular Brand or Type of General Purpose Card or a 

part icular Form or Forms of Payment through posted information, through the size, prominence, 

or sequencing of payment choices, or through other communications to a Customer; 
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7. communicating to a Customer the reasonably estimated or actual costs 

incurred by the Merchant when a Customer uses a pa rticular Brand or Type of General Purpose 

Card or a particular Form of Payment or the  relative costs of using different Brands or Types of 

General Purpose Cards or different Forms of Payment; or 

8. engaging in any other practices substantially equivalent to the practices 

described in Sections IV.A.1 through 1V.A.7 of this Final Judgment. 

B. Subject to compliance with the  antitrust laws, the Dodd-Frank Wall Street Reform 

and Consumer Protection Act of 2010, and any other applicable state or federal law, nothing in 

this Final Judgment shall prohibit MasterCard or Visa from 

1. enforcing existing agreements or entering into agreements pursuant to 

which a Merchant selects General Purpose Cards bearing the Defendant's Brand as the only 

General Purpose Cards the Merchant will accept as payment for goods and services; 

2. enforcing existing agreements or entering into agreements pursuant to 

which a Merchant agrees that it wi ll  encourage Customers to use co-branded or affinity General 

Purpose Cards bearing both the Defendant's Brand and the  co-brand or affinity partner's name, 

logo, or brand as payment for goods and se rv ices and wilI not encourage Customers to use 

General Purpose Cards bearing the Brand of any other General Purpose Card Network; 

3. enforcing existing agreements or entering into agreements pursuant to 

which a Merchant agrees (i) that it will encourage Customers, through practices enumerated in 

Sections IV.A.1 through IV.A.8 of this Final Judgment, to use General Purpose Cards bearing 

the Defendant's Brand as payment for goods and services, and (ii) that it will not use one or 

more practices enumerated in Sections IV.A.1 th rough IV.A.8 of this Final Judgment to 
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encourage Customers to use General Purpose Cards bearing any other Person's Brand as 

payment for goods and services; provided that (a) any such agreement is individually negotiated 

with the Merchant and is not a standard agreement or part of a standard agreement generally 

offered by the Defendant to multiple Merchants, and (b) the Merchant's acceptance of the 

Defendant's General Purpose Cards as payment for goods and services is unrelated to and not 

conditioned upon the Merchant's entry into any such agreement; 

4. adopting, maintaining, and enforcing Rules that prohibit Merchants from 

encouraging Customers to pay for goods or services using one of its General Purpose Cards 

issued by one pa rticular Issuing Bank rather than by another of its General Purpose Cards issued 

by any other Issuing Bank. 

C. Subject to Section IV.A of this Final Judgment, nothing in this Final Judgment 

shall prohibit MasterCard or Visa from adopting, maintaining, and enforcing Rules that prohibit 

Merchants from disparaging its Brand. 

D. 

into or enforce any agreement, that prohibits, prevents, restrains, deters, or inhibits an Acquiring 

Bank from supplying a Merchant, on a transaction-by-transaction or other basis, information 

regarding the costs or fees the Merchant would incur in accepting a General Purpose Card, 

including a particular Type of General Purpose Card, p resented by the Customer as payment for 

that Customer's transaction. 

Neither MasterCard nor Visa shall adopt, maintain, or enforce any Rule, or enter 

V. REOUIRED CONDUCT 

A. Within ifve business days after entry of this Final Judgment, MasterCard and Visa 

shall each delete, discontinue, and cease to enforce in the United States any Rule that it would be 
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prohibited from adopting, maintaining, or enforcing pursuant to Section IV of this Final 

Judgment. 

B. Within five business days after entry of this Final Judgment, Visa shall modify 

the following portion of its Visa Intenrationa! Operating Regulations "Discount Offer — U.S. 

Region 5.2.D.2" as follows: 

Current language: 

Discount Offer — U.S. Region 5.2.D.2 

In the U.S. Region, any purchase price advertised or otherwise disclosed by the 
Merchant must be the price associated with the use of a Visa Card or Visa 
Electron Card. 

A U.S. Merchant may offer a discount as an inducement for a Cardholder to use a 
means of payment that the Merchant prefers, provided that the discount is: 

Clearly disclosed as a discount from the standard price 

Non-discriminatory, as between a Cardholder who pays with a Visa Card 
"comparable card" and a cardholder who pays with a 

A "comparable card" for purposes of this rule is any other branded, general 
purpose payment card that uses the cardholder's signature as the primary means 
of cardholder authorization (e.g., MasterCard, Discover, American Express). Any 
discount made available to cardholders who pay with "comparable cards" must 
also be made available to Cardholders who wish to pay with Visa Cards. Any 
discount made available to a Cardholder who pays with a Visa Card is not 
required to be offered to cardholders who pay with "comparable cards." 

Modified language: 

Discount Offer — U.S. Region 5.2.D.2 

A U.S. Merchant may request or encourage a Cardholder to use a means of 
payment other than a Visa Card or a Visa Card of a different product type (e.g., 
Visa Classic Card, Visa Traditional Rewards Card, Visa Signature Card) than the 
Visa Card the consumer initially presents. Except where prohibited by law, the 
Merchant may do so by methods that include, but are not limited to: 

9 

             

 

              

           

     

  

    

             
               

  

                
            

          

            
         

             
            

         
           

              
              
           

  

    

              
                

            
            

             

 

Case 1:10-cv-04496-NGG -RER   Document 143    Filed 07/20/11            1511 
PUBLIC 



Offering the consumer an immediate discount from the Merchant's list, 
stated, or standard price, a rebate, a free or discounted product or service, 
or any other incentive or benefit if the consumer uses a particular general 
purpose payment card with an acceptance brand other than a Visa Card or 
other particular means of payment 

Offering the consumer an immediate discount from the Merchant's list, 
stated, or standard price, a rebate, a free or discounted product or service, 
or any other incentive or benefit if the consumer, who initially presents a 
Visa Card, uses instead another general purpose payment card or another 
means of payment 

• Expressing a preference for the use of a particular general purpose 
payment card or means of payment 

Promoting the use of a particular general purpose payment card with an 
acceptance brand other than Visa or means of payment through posted 
information, through the size, prominence, or sequencing of payment 
choices, or through other communications to consumers 

Communicating to consumers the reasonably estimated or actual costs 
incurred by the Merchant when a consumer uses a particular general 
purpose payment card or means of payment or the relative costs of using 
different general purpose payment cards or means of payment. 

C. Within five business days atfer entry of this Final Judgment, MasterCard shall 

modify its MasterCard Rules, Rule 5.11.1 "Discrimination" in the United States as follows: 

Current language: 

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. 

Modif:ed language: 

A Merchant may request or encourage a customer to use a payment card with an 
acceptance brand other than MasterCard or other form of payment or a Card of a 
different product type (e.g., traditional cards, premium cards, rewards cards) than 
the Card the consumer initially presents. Except where prohibited by law, it may 
do so by methods that include, but are not limited to: (a) offering the customer an 
immediate discount from the Merchant's list, stated, or standard price, a rebate, a 
free or discounted product or service, or any other incentive or benefit if the 
customer uses a particular payment card with an acceptance brand other than 
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MasterCard or other particular form of payment; (b) offering the customer an 
immediate discount from the Merchant's list, stated, or standard price, a rebate, a 
free or discounted product or service, or any other incentive or benefit if the 
customer, who initially presents a MasterCard, uses instead another payment card 
or another form of payment; (c) expressing a preference for the use of a particular 
payment card or form of payment; (d) promoting the use of a particular general 
purpose payment card with an acceptance brand other than MasterCard or the use 
of a particular form or forms of payment through posted information, through the 
size, prominence, or sequencing of payment choices, or through other 
communications to customers (provided that merchants will abide by 
MasterCard's trademark standards relating to the display of its marks); or (e) 
communicating to customers the reasonably estimated or actual costs incurred by 
the Merchant when a customer uses particular payment cards or forms of payment 
or the relative costs of using different general purpose payment cards or forms of 
payment. 

D. Within ten business days after entry of this Final Judgment, MasterCard and Visa 

shall each furnish to the Department of Justice and the Plaintiff States an affidavit affirming that 

it has made the specific changes to its Rules required by Sections V.B (for Visa) and V.0 (for 

MasterCard) of this Final Judgment and describing any additional changes, if any, it made 

pursuant to Section V.A of this Final Judgment. 

E. MasterCard and Visa shall each take the following actions to ensure that 

Merchants that accept its General Purpose Cards as payment for goods or services (i) are notified 

of this Final Judgment and the Rules changes MasterCard and Visa make pursuant to this Final 

Judgment; and (ii) are not restricted, discouraged, or prevented from engaging in any of the 

practices enumerated in Sections IV.A.1 through IV.A.S of this Final Judgment: 

1. Within ten business days after entry of this Final Judgment, MasterCard 

and Visa shall each furnish to the Department of Justice and the Plaintiff States, for the approval 

of the Department of Justice, a proposed form of written notification to be provided to Acquiring 

Banks for distribution to Merchants: 
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a. describing the Rules changes each made pursuant to this Final 

Judgment; and 

b. informing Merchants that they are permitted to engage in any of 

the practices enumerated in Sections IV.A.1 through IV.A.8 of this Final Judgment. 

Within five business days after receiving the approval of the Department of Justice, the 

Defendant shall direct its Acquiring Banks to furnish to each of the Merchants in the United 

States with which the Acquiring Banks have entered an agreement to accept the Defendant's 

General Purpose Cards as payment for goods or services (i) a paper or electronic copy of the 

approved notiifcation and (ii) a paper or electronic copy of this Final Judgment (or an Intenret 

link to this Final Judgment). MasterCard and Visa shall direct the Acquiring Banks to provide 

such information in their next billing statement or within thirty days of their receipt of 

MasterCard's or Visa's direction, whichever is shorter. 

2. Within five business days after entry of this Final Judgment, MasterCard 

and Visa shall each adopt a Rule forbidding its Acquiring Banks from adopting, maintaining, or 

enforcing Rules with respect to MasterCard or Visa General Purpose Cards that the Defendant 

would be prohibited from adopting, maintaining, or enforcing pursuant to Section IV of this 

Final Judgment. 

F. MasterCard and Visa shall each notify the Department of Justice and the Plaintiff 

States, within five business days of such adoption or modification, if it adopts a new Rule that 

limits or restrains, or modifies an existing Rule in a manner that limits or restrains how 

Merchants accept, process, promote, or encourage use of Forms of Payment other than General 
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Purpose Cards or of General Purpose Cards bearing the Brand of another General Purpose Card 

Network. 

VI. COMPLIANCE INSPECTION 

A. For purposes of determining or securing compliance with this Final Judgment, or 

of determining whether the Final Judgment should be modified or vacated, and subject to any 

legally recognized privilege, from time to time duly authorized representatives of the 

Department of Justice, including consultants and other persons retained by the Depatrment of 

Justice, shall, upon written request of an authorized representative of the Assistant Attonrey 

General in charge of the Antitrust Division, and on reasonable notice to MasterCard or Visa, be 

permitted: 

1. access during the Defendant's office hours to inspect and copy, or at the 

option of the United States, to require the Defendant to provide to the United States and the 

Plaintiff States hard copy or electronic copies of, all books, ledgers, accounts, records, data, and 

documents in the possession, custody, or control of the Defendant, relating to any matters 

contained in this Final Judgment; and 

2. to interview, either informally or on the record, the Defendant's officers, 

employees, or agents, who may have their individual counsel present, regarding such matters. 

The interviews shall be subject to the reasonable convenience of the interviewee and without 

restraint or interference by the Defendant. 

B. Upon the written request of an authorized representative of the Assistant Attorney 

General in charge of the Antitrust Division, MasterCard and/or Visa shall submit written repotrs 

or respond to written interrogatories, under oath if requested, relating to any of the matters 
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VIII. NO LIIVIITATION ON GOVERNMENT RIGHTS 

Noth ing in this Final Judgment shall limit the  right of the  United States or of the Plaintiff 

States to investigate and bring actions to prevent or restrain violations of the antitrust laws 

concerning any Rule of MasterCard or Visa, including any current Rule and any Rule adopted in 

the future. 

IX. EXPIRATION OF FINAL .TUDGMENT  

Unless this Coutr grants an extension, this Final Judgment shal l  expire ten years from the 

date of its ent ry . 

X. PUBLIC INTEREST DETERMINATION  

Entry  of this Final Judgment is in the public inte rest. The parties have complied with the 

requirements of the Antitrust P rocedures and Penalties Act, 15 U.S.C. § 16, including making 

copies available to the public of this Final Judgment, the Competitive Impact Statement, and any 

comments thereon and the United States' responses to comments. Based upon the record before 

the Court, which includes the Competitive Impact Statement and any comments and response to 

comments fi led with the Court, entry  of this Final Judgment is in the public interest. 

Date: o(JV ,aQ%r Court  approval subject to procedu res set 
forth in the Antitrust Procedures and  
Penalties Act, 15 U.S.C. § 16 

^ 0 ® 

s/Nicholas G. Garaufis 

Ûnited Statés District Judge 
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s/Nicholas G. Garaufis
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IN THE UNITED STATES DISTRICT COURT 
FOR THE EASTERN DISTRICT OF NEW YORK 

) 
UNITED STATES OF AMERICA, 
STATE OF CONNECTICUT, 
STATE OF IOWA, 
STATE OF MARYLAND, 
STATE OF MICHIGAN, 
STATE OF MISSOURI, 
STATE OF OHIO, and 
STATE OF TEXAS, 

) 
) 
) 
) 
) 
) Civil Action 
) No. CV-10-4496 
) 
) 

Plaintiffs, ) (Garaufis, J.) 

) (Pollak, M.J.) 
v. ) 

) 
AMERICAN EXPRESS COMPANY, ) 
AMERICAN EXPRESS TRAVEL ) 
RELATED SERVICES COMPANY, INC., 
MASTERCARD INTERNATIONAL 
INCORPORATED, and VISA INC., 

) 
) 
) 
) 

Defendants. ) 
) 

COMPETITIVE IMPACT STATEMENT 

Plaintiff United States of America ("United States"), pursuant to Section 2(b) of the 

Antitrust Procedures and Penalties Act ("APPA" or "Tunney Act"), 15 U.S.C. § 16(b)-(h), files 

this Competitive Impact Statement relating to the proposed Final Judgment submitted for entry 

in this civil antitrust proceeding. 

I. 

NATURE AND PURPOSE OF THE PROCEEDING 

The United States and the States of Connecticut, Iowa, Maryland, Michigan, Missou ri , 

Ohio, and Texas ("Plaintiff States") brought this lawsuit against Defendants Ame ri can Express 

PROTECTED, CONFIDENTIAL AND EXEMPT FROM DISCLOSURE VISA00574368 

           1519 
PUBLIC 



Case 1:10-cv-04496-NGG -CLP Document 5 Filed 10/04/10 Pag   

Company, American Express Travel Related Services Company, Inc. (collectively, "American 

Express"), Visa Inc. ("Visa"), and MasterCard International Incorporated ("MasterCard") on 

October 4, 2010, challenging cetrain of Defendants' rules, policies, and practices that impede 

merchants from providing discounts or benefits to promote the use of a competing credit card 

that costs the merchant less to accept ("Merchant Restraints"). These Merchant Restraints have 

the effect of suppressing interbrand p rice and non-price competition in violation of Section 1 of 

the Sherman Act, 15 U.S.C. § 1. 

Shortly after the filing of the Complaint, the United States filed a proposed Final 

Judgment with respect to Defendants Visa and MasterCard. The proposed Final Judgment is 

described in more detail in Section III below. The United States, Plaintiff States, Visa, and 

MasterCard have stipulated that the proposed Final Judgment may be entered after compliance 

with the APPA, unless the United States withdraws its consent. Entry of the proposed Final 

Judgment would terminate this action as to Visa and MasterCard, except that this Cou rt  would 

retain jurisdiction to construe, modify, and enforce the proposed Final Judgment and to punish 

violations thereof. The case against Ame rican Express will continue. 

II. 

DESCRIPTION OF THE EVENTS GIVING RISE TO THE ALLEGED VIOLATION 

A. Industry Background 

Defendants provide network services for general purpose credit and charge cards 

("General Purpose Cards"). Visa is the largest provider of network services in the United States 

and MasterCard is the second-largest, closely followed by American Express. 

2 
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General Purpose Cards are forms of payment that allow cardholders to make purchases 

without accessing or reserving the cardholder's funds at the time of sale. General Purpose Cards 

include credit and charge cards issued to consumers and businesses, but do not include cards that 

can be used at only one merchant (e.g., depa rtment store cards), cards that access funds on 

deposit (debit cards), or pre-paid cards (e.g., gift cards). Acceptance of General Purpose Cards is 

widespread among merchants because many of their customers prefer to pay with such Cards, 

due to convenience, secu rity, the ability to defer payment, and other factors. 

Defendants, as providers of General Purpose Card network services, operate the 

infrastructure necessary to authorize, settle, and clear payments made with their General Purpose 

Cards. Millions of merchants around the United States that accept General Purpose Cards are 

consumers of network services. 

The typical transaction involving a Visa or MasterCard General Purpose Card involves 

several steps. When a cardholder presents a card to a merchant, the bank that issued the card 

(the "issuing bank" or "issuer") authorizes the transaction using the card's network. Then the 

merchant's bank (the "acqui ring bank") pays the merchant the amount of the purchase, minus a 

fee (the "merchant discount fee" or "card acceptance fee") that is shared among the acquiring 

bank, the network, and the issuing bank. The acquiring bank and the network collect relatively 

small portions of the merchant discount; the bulk of the merchant discount is collected by the 

issuing bank in the form of an "interchange fee. " Interchange fees are set by the network and 

vary based on many factors such as the merchant's industry, the merchant's annual charge levels, 

and the type of card used in the transaction (e.g., rewards card vs. non-rewards card). 

3 
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American Express issues most of its General Purpose Cards directly to cardholders and 

generally provides network services directly to merchants. For each transaction, Ame rican 

Express imposes a merchant discount fee, which is typically a percentage of the transaction 

price. American Express has for many years maintained the highest merchant fees of any 

network, and Ame rican Express card acceptance often costs merchants substantially more than 

acceptance of other General Purpose Cards. 

When merchants agree to accept a particular brand of General Purpose Card, they must 

use the network services provided by that brand. Merchants cannot reasonably replace General 

Purpose Card network services with other services or reduce usage of these network services, 

even if such network services are substantially more expensive for merchants relative to services 

that enable other payment methods. The challenged Merchant Restraints obstruct the ability of a 

merchant to vary the amount of network services it buys in response to changes in the 

merchant's cost of acceptance by encouraging customers at the point of sale to use less-costly 

General Purpose Cards or other methods of payment. 

B. The Challenged Merchant Restraints 

When merchants agree to accept Visa or MasterCard General Purpose Cards, they sign a 

contract agreeing to abide by the rules promulgated by the network, including the Merchant 

Restraints at issue in this case. Merchants face penalties, including termination of their 

contracts, if they violate these rules. 

The Visa Merchant Restraints challenged in the Complaint prohibit a merchant from 

offering a discount at the point of sale to a customer that chooses to use an American Express, 

Discover, or MasterCard General Purpose Card instead of a Visa General Purpose Card. Visa's 

4 
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rules do not allow discounts for other General Purpose Cards, unless such discounts are equally 

available for Visa transactions. See Complaint if 26 (citing Visa Intenrational Operating 

Regulations at 445 (Ap ril l, 2010) (Discount Offer — U.S. Region 5.2.D.2)). 

The MasterCard Merchant Restraints challenged in the Complaint prohibit a merchant 

from "engag[ing] in any acceptance practice that disc riminates against or discourages the use of 

a [MasterCard] Card in favor of any other acceptance brand." See Complaint ¶ 27 (quoting 

MasterCard Rule 5.11.1). This means that merchants cannot offer discounts or other benefits to 

persuade customers to use an American Express, Discover, or Visa General Purpose Card instead 

of a MasterCard General Purpose Card. Id. MasterCard does not allow merchants to favor 

competing card brands. Icl 

The challenged Merchant Restraints imposed by Defendants deter or obstruct merchants 

from freely promoting interbrand competition among networks by offering customers discounts, 

other benefits, or information to encourage them to use a less-expensive General Purpose Card 

brand or other payment method. The Merchant Restraints block merchants from taking steps to 

inlfuence customers and foster competition among networks at the point of sale, such as: 

promoting a less-expensive General Purpose Card brand more actively than any other brand; 

offering customers a discount or other beneift for using a particular General Purpose Card that 

costs the merchant less; posting a sign expressing a preference for another General Purpose Card 

brand; prompting customers at the point of sale to use another General Purpose Card brand in 

their wallets; posting the signs or logos of General Purpose Card brands that cost less to the 

5 
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merchant more prominently than signs or logos of more costly brands; or posting truthful 

information compa ring the relative costs of different General Purpose Card brands.' 

C The Relevant Markets 

The Complaint alleges two distinct relevant product markets: the market for General 

Purpose Card network services to merchants, and the market for General Purpose Card network 

services to travel and ente rtainment merchants ("T&E market"). In each case, the relevant 

geographic market is the United States. 

1. 1 he General Purpose Card Network Services Market 

A relevant product market for this case is the provision of General Purpose Card network 

services to merchants. For such merchants, there are no reasonable substitutes for network 

services. Competition from other payment methods would not be sufficient to prevent a 

hypothetical monopolist of General Purpose Card network services from profitably maintaining 

supracompetitive prices and terms for network services provided to merchants over a sustained 

period of time or from imposing anticompetitive conditions on merchants. 

Defendants possess market power in the network services market. In 2003, the United 

States Court of Appeals for the Second Circuit affirmed that Visa and MasterCard hold market 

power in a General Purpose Card network services market. United States v. Visa U.S.A., Inc., 

344 F.3d 229, 238-39 (2d Cir. 2003). Ame rican Express' share of General Purpose Card 

' Federal law mandates that networks permit merchants to offer discounts for cash 
transactions. Additionally, the new Dodd-Frank Wall Street Reform and Consumer Protection 
Act of 2010, by adding section 920 to the Electronic Fund Transfer Act, 15 U.S.C. § 1693 et 
seq., now forbids networks from prohibiting merchants from offering a discount for an entire 
payment method category, such as a discount for use of any debit card. All General Purpose 
Card networks operate under these laws. The Complaint does not seek relief relating to these 
two types of discounting. 
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transaction volume today is close to MasterCard's, and similar to MasterCard's share at the time 

of the Second Circuit's decision. 

Because of the Merchant Restraints, a merchant is obstructed in its ability to reduce its 

purchases of one network's services by encouraging its customers to choose a competing 

network's General Purpose Card. A merchant may resist a Defendant's high card acceptance 

fees only by no longer accepting that Defendant's General Purpose Cards. This all-or-nothing 

choice does not effectively constrain Defendants' market power because merchants cannot refuse 

to accept these General Purpose Cards without alienating customers and losing significant sales. 

The Merchant Restraints leave merchants less able to avoid Defendants' supracompetitive prices 

than they otherwise would be. 

Defendants' ability to discriminate in the prices they charge different types of merchants, 

unexplained by cost differences, also reflects their market power. Defendants target specific 

merchant segments for differential p ricing based on those merchants' ability to pay and their 

inability to refuse to accept Defendants' General Purpose Cards. 

Significant barriers to entry and expansion protect Defendants' market power, and have 

contributed to Defendants' ability to maintain high p rices for years without threat of price 

competition by new entry or expansion in the market. Bar riers to entry and expansion include 

the prohibitive cost of establishing a physical network over which Gener al  Purpose Card 

transactions can run, developing a widely recognized brand, and establishing a base of merchants 

and a base of cardholders. Defendants, which achieved these necessities early in the history of 

the industry, hold substantial early-mover advantages over prospective subsequent entrants. 

Successful entry today would be difficult, time consuming, and expensive. 

7 
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2. The T&F,11 tarket 

Another relevant market consists of General Purpose Card network services provided to 

merchants in travel and entetrainment businesses (e.g., merchants offering air travel, lodging, or 

rental cars). The T&E market is what is sometimes termed a "price discrimination market." 

Merchants in this market share distinct characteristics in their usage of General Purpose Card 

network services, can be readily identified by Defendants, and are subject to price discrimination 

by Defendants. Price discrimination occurs when a seller charges different customers (or groups 

of customers) different prices for the same services, when those different prices are not based on 

different costs of serving those customers. 

Here, Defendants charge merchants in the T&E sector higher fees than they charge most 

other merchants. The high fees to T&E merchants are not based on Defendants' higher costs of 

serving their T&E merchants. Each Defendant can charge T&E merchants high fees because 

those merchants are even less able to substitute away to other networks than other merchants. 

Competition from other payment methods would not be sufifcient to prevent a 

hypothetical monopolist in the T&E market from either proiftably maintaining supracompetitive 

prices and terms for network services to T&E merchants over a sustained period of time or 

imposing anticompetitive conditions on T&E merchants in that market. A hypothetical 

monopolist could price discriminate profitably against T&E merchants even if other merchants 

were paying lower prices for network services. 

Each Defendant holds market power in the T&E market. As with the market for General 

Purpose Card network services, discussed above, significant bar riers to entry  and expansion 

protect the market for network services to T&E merchants. 

8 
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a The Competitive Effects of the Alleged Violcrtion 

The Complaint alleges that Defendants' Merchant Restraints suppress price and non- 

price competition by prohibiting a merchant from offe ring discounts or other benefits to 

customers for the use of a particular General Purpose Card. These prohibitions allow 

Defendants to maintain high p rices for network services with confidence that no competitor will 

take away significant transaction volume through competition in the form of merchant discounts 

or benefits to customers to use lower cost payment options. Defendants' prices for network 

services to merchants are therefore higher than they would be without the Merchant Restraints. 

Absent the Merchant Restraints, merchants would be free to use va rious methods, such as 

discounts or non-price bene fi ts, to encourage customers to use the brands of General Purpose 

Cards that impose lower costs on the merchants. In order to retain merchant business, the 

networks would need to respond to merchant preferences by competing more vigorously on price 

and service to merchants. The increased competition among networks would lead to lower 

merchant fees and better service terms. 

Because the Merchant Restraints result in higher merchant costs, and merchants pass 

these costs on to consumers, retail p rices are higher generally for consumers. Moreover, a 

customer who pays with lower-cost methods of payment pays more than he or she would if 

Defendants did not prevent merchants from encouraging network competition at the point of 

sale. For example, because certain types of premium General Purpose Cards tend to be held by 

more aflfuent buyers, less affluent purchasers using non-premium General Purpose Cards, debit 

cards, cash, and checks effectively subsidize pa rt  of the cost of expensive premium card benefits 

and rewards enjoyed by those cardholders. 

9 
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The Complaint also alleges that the Merchant Restraints have had a number of other 

anticompetitive effects, including reducing output of lower-cost payment methods, stifling 

innovation in network services and card offe rings, and denying information to customers about 

the relative costs of General Purpose Cards that would cause more customers to choose lower- 

cost payment methods. Defendants' Merchant Restraints also have heightened the already high 

barriers to entry and expansion in the network services market. Merchants' inability to 

encourage their customers to use less-costly General Purpose Card networks makes it more 

difficult for existing or potential competitors to threaten Defendants' market power. 

Finally, the Complaint alleges that these anticompetitive effects are not outweighed by 

any allegedly procompetitive goals of the Merchant Restraints, and there are less restrictive 

alternatives by which Defendants would be able reasonably to achieve any procompetitive goals. 

III. 

EXPLANATION OF THE PROPOSED FINAL JUDGMENT 

The prohibitions and required conduct in the proposed Final Judgment achieve all the 

relief sought from Visa and MasterCard in the Complaint, and thus fully resolve the competitive 

concerns raised by those Defendants' Merchant Restraints challenged in this lawsuit. 

The proposed Final Judgment prohibits Visa and MasterCard from adopting, maintaining, 

or enforcing any rule, or entering into or enforcing any agreement, that prevents any merchant 

from: (1) offering the customer a p rice discount, rebate, free or discounted product or service, or 

other benefit if the customer uses a pa rticular brand or type of General Purpose Card or 

particular form of payment; (2) expressing a preference for the use of a pa rticular brand or type 

of General Purpose Card or pa rticular form of payment; (3) promoting a pa rticular brand or type 

10 
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of General Purpose Card or pa rticular form of payment through posted information; through the 

size, prominence, or sequencing of payment choices; or through other communications to the 

customer; or (4) communicating to customers the reasonably estimated or actual costs incurred 

by the merchant when a customer pays with a pa rticular brand or type of General Purpose Card. 

Proposed Final Judgment § IV.A. 

For purposes of the Final Judgment, the "brand" of a General Purpose Card refers to its 

network (e.g., Ame rican Express, Discover, MasterCard, or Visa). Id. § II.3. The "type" of a 

General Purpose Card refers to the network's card catego ries, such as premium cards (e.g., a 

"Visa Signature Card" or a "World MasterCard"), rewards cards, or traditional cards. Id. § 11.16. 

The term "form of payment" is de fi ned as any means by which customers pay for goods and 

services, including cash, a check, a debit card, a prepaid card, or other means. Id. § 11.7. The 

definition includes particular brands or types of debit cards. 

The purpose of Section IV.A is to free merchants to inlfuence the method of payment 

used by their customers by providing them information, discounts, benefits, and choices at the 

point of sale. For example, merchants will be able to encourage customers, using the methods 

described in Section IV.A, to use one General Purpose Card instead of another, to use one type 

of General Purpose Card instead of another (such as by offering a discount for the use of a 

cheaper non-rewards Visa card instead of a premium-level Visa rewards card), or to use a 

different General Purpose Card or form of payment than the General Purpose Card the customer 

initially presents to the merchant. Merchants will also be able to encourage the use of any other 

payment form, such as cash, check, or debit cards, by using the methods desc ribed in Section 

IV.A. 

11 
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To clari fy the scope of the conduct prohibited by the proposed Final Judgment, Section 

IV.B provides that Visa and MasterCard would not violate the Final Judgment if they established 

agreements with merchants, pursuant to which: (1) the merchant agrees to accept only one brand 

of General Purpose Card; (2) the merchant encourages customers to use co-branded or affinity 

General Purpose Cards with the merchant's own brand on the card, and not other General 

Purpose Cards; or (3) the merchant encourages customers to use only one brand of General 

Purpose Card. 2  The General Purpose Card networks likely will compete with each other to enter 

these types of agreements, to the benefit of merchants and consumers. 

Section IV.B also allows Visa and MasterCard to have a network rule that prohibits a 

merchant from encouraging customers to use the General Purpose Cards of one issuing bank 

instead of those of another issuing bank. 

Section IV.0 allows Visa and MasterCard to have a network rule that prohibits a 

merchant from disparaging the network's brand, as long as that rule does not restrict a 

merchant's ability to encourage customers to use other General Purpose Cards or forms of 

payment. 

To facilitate merchants' ability to encourage customers to use pa rticular General Purpose 

Cards, Section IV.D prevents Visa and MasterCard from denying merchants access to 

information from their acqui ring banks about the cost of each type of General Purpose Card. 

2 Visa and MasterCard may enter into the latter type of agreement subject to certain 
conditions: (a) the agreement is individually negotiated with the merchant and is not patr of a 
standard merchant contract; and (b) the merchant's acceptance of the Defendant's General 
Purpose Card is unrelated to, and not conditioned on, the merchant's entry into the agreement. 
Id. § 1V.B.3. 

12 
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Section V of the proposed Final Judgment requires Visa and MasterCard, within fi ve 

days of entry of the Judgment, to "delete, discontinue, and cease to enforce" any rule that would 

be prohibited by Section 1V of the Final Judgment. Id. § V.A. Sections V.B and V.0 require 

Visa and MasterCard to make specific changes to their rules and regulations governing merchant 

conduct to implement the requirements of Section IV. Section V also directs Visa and 

MasterCard, through their acqui ring banks, to notify merchants of the rules changes mandated by 

the Final Judgment, and of the fact that merchants are now permitted to encourage customers to 

use a particular General Purpose Card or form of payment. Acquiring banks must also provide 

merchants with a copy of the Final Judgment. Finally, Section V requires Visa and MasterCard 

to adopt rules that prohibit their acquiring banks from adopting, maintaining, or enforcing any 

rule that would be inconsistent with the prohibitions of Section IV of the Final Judgment. 

To aid in enforcement, the proposed Final Judgment requires Visa and MasterCard to 

notify the Department of Justice of any future rule change that limits or restrains "how 

Merchants accept, process, promote, or encourage use of Forms of Payment other than General 

Purpose Cards or of General Purpose Cards bearing the Brand of another General Purpose Card 

Network." Id. § V.F. 

The proposed Final Judgment expressly states that there is no limitation on the United 

States' (or the Plaintiff States') ability to investigate and bring an antitrust enforcement action in 

the future concerning any rule of either Visa or MasterCard, including any rule either of them 

may adopt in the future. Id. § VIII. 
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Merchants that currently accept only Visa or MasterCard, or both, will benefit 

immediately from the Final Judgment by having the freedom to encourage their customers to 

choose the merchants' preferred method of payment. Merchants will have several new options 

available to accomplish this, such as offe ring customers a price discount, a rebate, a free product 

or service, rewards program points, or other benefits; placing signs that encourage customers to 

use patricular payment methods; prompting customers to use pa rticular General Purpose Cards 

or other forms of payment; or communicating to customers the costs of particular forms of 

payment. 

Merchants that accept American Express cards, including the vast majority of the major 

retailers in the United States, will be unable to influence customers' payment methods because 

the anticompetitive American Express Merchant Restraints will continue to constrain those 

merchants pending the outcome of this litigation. Ame rican Express stands as the last obstacle 

to achieving the full benefits of competition now suppressed by the challenged Merchant 

Restraints. The United States will continue this case against American Express to obtain 

complete relief for the affected merchants, and for the benefit of their customers. 

IV. 

REMEDIES AVAILABLE TO POTENTIAL PRIVATE LITIGANTS 

Section 4 of the Clayton Act, 15 U.S.C. § 15, provides that any person who has been 

injured as a result of conduct prohibited by the antitrust laws may bring suit in federal cou rt  to 

recover three times the damages the person has suffered, as well as costs and reasonable 

attorneys' fees. Entry  of the proposed Final Judgment will neither impair nor assist the bringing 

of any private antitrust damage action. Under the provisions of Section 5(a) of the Clayton Act, 
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15 U.S.C. § 16(a), the proposed Final Judgment has no prima facie effect in any private lawsuit 

that may be brought against Defendants. 

V. 

PROCEDURES AVAILABLE FOR MODIFICATION  
OF THE PROPOSED FINAL JUDGMENT 

The United States, Plaintiff States, Visa, and MasterCard have stipulated that the 

proposed Final Judgment may be entered by the Cou rt  after compliance with the provisions of 

the APPA, provided that the United States has not withdrawn its consent. The APPA conditions 

entry upon the Cou rt 's determination that the proposed Final Judgment is in the public interest. 

The APPA provides a pe ri od of at least sixty (60) days preceding the effective date of the 

proposed Final Judgment within which any person may submit to the United States written 

comments regarding the proposed Final Judgment. Any person who wishes to comment should 

do so within sixty (60) days of the date of publication of this Competitive Impact Statement in 

the Federal Register, or the last date of publication in a newspaper of the summary of this 

Competitive Impact Statement, whichever is later. All comments received during this period 

will be considered by the United States Depa rtment of Justice, which remains free to withdraw 

its consent to the proposed Final Judgment at any time p rior to the Cou rt 's entry  of judgment. 

The comments and the response of the United States will be filed with the Cou rt  and published in 

the Federal Register. 
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Written comments should be submitted to: 

John R. Read 
Chief, Litigation III Section 
Antitrust Division 
United States Department of Justice 
450 Fifth Street, NW, Suite 4000 
Washington, DC 20530 

The proposed Final Judgment provides that the Court retains jurisdiction over this action, 

and the parties may apply to the Court for any order necessary or appropriate for the 

modiifcation, interpretation, or enforcement of the Final Judgment. 

VI. 

ALTERNATIVES TO THE PROPOSED FINAL JUDGMENT 

The United States considered, as an alternative to the proposed Final Judgment, 

proceeding to a full trial on the merits against Visa and MasterCard. The United States is 

satisfied, however, that the prohibitions and requirements contained in the proposed Final 

Judgment will fully address the competitive concerns set forth in the Complaint against Visa and 

MasterCard. The proposed Final Judgment achieves all or substantially all of the relief the 

United States would have obtained through litigation against Visa and MasterCard, and will 

avoid the delay, risks, and costs of a trial on the merits of the Complaint.3 

3 The Antitrust Division has investigated a number of Defendants' other merchant rules, 
including the prohibition on surcharging, that are not challenged in this Complaint. Tunney Act 

"reach beyond the review is limited to the scope of the complaint and the coutr may not 
complaint to evaluate claims that the government did not make and to inquire as to why they 

" United States v. Microsoft 56 F.3d 1448 1459-60 (D.C. Cir. 1995); see also were not made. 
infra § VII, at 20. The proposed Final Judgment contains a clause preserving the rights of the 
United States and providing that "[n]othing in this Final Judgment shall limit the right of the 
United States or of the Plaintiff States to investigate and bring actions to prevent or restrain 
violations of the antitrust laws concerning any Rule of MasterCard or Visa, including any current 
Rule and any Rule adopted in the future." Proposed Final Judgment §VIll. At this time, the 
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VII. 

STANDARD OF REVIEW UNDER THE APPA FOR THE  
PROPOSED FINAL JUDGMENT 

The Clayton Act, as amended by the APPA, requires that proposed consent judgments in 

antitrust cases brought by the United States be subject to a sixty-day comment period, after 

which the court shall determine whether entry of the proposed Final Judgment "is in the public 

interest. " 15 U.S.C. § 16(e)(1). In making that determination, the court, in accordance with the 

statute as amended in 2004, is required to consider: 

(A) the competitive impact of such judgment, including termination of alleged 
violations, provisions for enforcement and modification, duration of relief sought, 
anticipated effects of alternative remedies actually considered, whether its terms 
are ambiguous, and any other competitive considerations bearing upon the 
adequacy of such judgment that the court deems necessary to a determination of 
whether the consent judgment is in the public interest; and 

(B) the impact of entry of such judgment upon competition in the relevant market or 
markets, upon the public generally and individuals alleging specific injury from 
the violations set forth in the complaint including consideration of the public 
benefit, if any, to be derived from a determination of the issues at trial. 

15 U.S.C. § 16(e)(1)(A) & (B). In considering these statutory factors, the court's inquiry is 

necessarily a limited one as the United States is entitled to "broad discretion to settle with the 

defendant within the reaches of the public interest." United States v. 11lict°osoft Corp., 56 F.3d 

1448, 1461 (D.C. Cir. 1995); see also United States v. Alex Brown & Sons, Inc., 963 F. Supp. 

235, 238 (S.D.N.Y. 1997) (noting that the court's role in the public interest determination is 

"limited" to "ensur[ing] that the resulting settlement is 'within the reaches of the public 

interest') (quoting Microsotf, 56 F.3d at 1460), aff'dsub nom. United States v. Bleznak, 153 

United States takes no position on whether any Visa or MasterCard rule not challenged in the 
Complaint is in violation of the antitrust laws. 
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F.3d 16 (2d Cir. 1998); United States v. SBC Commc'ns, Inc., 489 F. Supp. 2d 1 (D.D.C. 2007) 

(assessing public interest standard under the Tunney Act); United States v. InBe>> N.V./SA., 

2009-2 Trade Cas. (CCH) ¶76,736, 2009 U.S. Dist. LEXIS 84787, No. 08-1965 (JR), at *3, 

(D.D.C. Aug. 11, 2009) (noting that the cou rt 's review of a consent judgment is limited and only 

inquires "into whether the government's determination that the proposed remedies will cure the 

antitrust violations alleged in the complaint was reasonable, and whether the mechanism to 

enforce the final judgment are clear and manageable."). 4 

As the United States Cou rt  of Appeals for the District of Columbia Circuit has held, a 

court  considers under the APPA, among other things, the relationship between the remedy 

secured and the specific allegations set fo rth in the United States' complaint, whether the decree 

is sufficiently clear, whether enforcement mechanisms are sufficient, and whether the decree 

may positively harm third parties. See Microsoft, 56 F.3d at 1458-62. With respect to the 

adequacy of the relief secured by the decree, a cou rt  may not "engage in an unrestricted 

evaluation of what relief would best serve the public." United States v. BNS, Inc., 858 F.2d 456, 

462 (9th Cir. 1988) (citing United States v. Bechtel Corp., 648 F.2d 660, 666 (9th Cir. 1981)); 

see also Microsoft, 56 F.3d at 1460-62; Alex Brown, 963 F. Supp. at 238; United States v. Alcoa, 

Inc., 152 F. Supp. 2d 37, 40 (D.D.C. 2001); 1nBev,  2009 U.S. Dist. LEXIS 84787, at *3. Cou rt s 

have held that: 

' The 2004 amendments substituted "shall" for "may" in directing relevant factors for 
court  to consider and amended the list of factors to focus on competitive considerations and to 
address potentially ambiguous judgment terms. Compare 15 U.S.C. § 16(e) (2004), with 15 
U.S.C. § 16(e)(1) (2006); see also SBC Commc'ns, 489 F. Supp. 2d at 11 (concluding that the 
2004 amendments "effected minimal changes" to Tunney Act review). 
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[t]he balancing of competing social and political interests affected by a 
proposed antitrust consent decree must be left, in the first instance, to the 
discretion of the Attorney General. The cou rt 's role in protecting the 
public interest is one of insuring that the government has not breached its 
duty to the public in consenting to the decree. The court is required to 
determine not whether a pa rticular decree is the one that will best serve 
society, but whether the settlement is "within the reaches of the public 
interest." More elaborate requirements might undermine the effectiveness 
of antitrust enforcement by consent decree. 

Bechtel, 648 F.2d at 666 (emphasis added) (citations omitted). 5  In determining whether a 

proposed settlement is in the public interest, a district cou rt  "must accord deference to the 

government's predictions about the efficacy of its remedies, and may not require that the 

remedies perfectly match the alleged violations." SBC Commc'ns, 489 F. Supp. 2d at 17; see 

also Microsoft, 56 F.3d at 1461 (noting the need for courts to be "deferential to the government's 

predictions as to the effect of the proposed remedies"); Alex Brown, 963 F. Supp. at 239 (stating 

that the coutr should give "due deference to the Government's evaluation of the case and the 

remedies available to it"); United States v. Archer-Daniels-Midland Co., 272 F. Supp. 2d 1, 6 

(D.D.C. 2003) (noting that the cou rt  should grant due respect to the United States' "prediction as 

to the effect of proposed remedies, its perception of the market structure, and its views of the 

nature of the case"). 

Courts have greater flexibility in approving proposed consent decrees than in crafting 

their own decrees following a finding of liability in a litigated matter. "[A] proposed decree 

s Cf BNS, 858 F.2d at 464 (holding that the cou rt 's "ultimate authority under the 
[APPA] is limited to approving or disapproving the consent decree"); United States v. Gillette 
Co., 406 F. Supp. 713, 716 (D. Mass. 1975) (noting that, in this way, the cou rt  is constrained to 
"look at the overall picture not hyperc ritically, nor with a microscope, but with an a rtist's 
reducing glass"); see generally Microsotf, 56 F.3d at 1461 (discussing whether "the remedies 
[obtained in the decree are] so inconsonant with the allegations charged as to fall outside of the 
`reaches of the public interest"'). 
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must be approved even if it falls short of the remedy the court would impose on its own, as long 

as it falls within the range of acceptability or is 'within the reaches of public interest. 

States v. Am. Tel. & Tel. Co., 552 F. Supp. 131, 151 (D.D.C. 1982) (citations omitted) (quoting 

United States v. Gillette Co., 406 F. Supp. 713, 716 (D. Mass. 1975)), aff'd sub nom. Magland 

"' United 

v. United States, 460 U.S. 1001 (1983); see also United States v. Alcan Aluminum Ltd., 605 F. 

Supp. 619, 622 (W.D. Ky. 1985) (approving the consent decree even though the court would 

have imposed a greater remedy). To meet this standard, the United States "need only provide a 

factual basis for concluding that the settlements are reasonably adequate remedies for the alleged 

harms." SBC Commc'ns, 489 F. Supp. 2d at 17. 

Moreover, the court's role under the APPA is limited to reviewing the remedy in 

relationship to the violations that the United States has alleged in its complaint, and does not 

authorize the court to "construct [its] own hypothetical case and then evaluate the decree against 

that case." Microsoft, 56 F.3d at 1459; see also InBev, 2009 U.S. Dist. LEXIS 84787, at *20 

("the 'public interest' is not to be measured by comparing the violations alleged in the complaint 

against those the court believes could have, or even should have, been alleged"). Because the 

"court's authority to review the decree depends entirely on the government's exercising its 

prosecutorial discretion by bringing a case in the first place," it follows that "the court is only 

authorized to review the decree itself," and not to "effectively redraft the complaint" to inquire 

into other matters that the United States did not pursue. Microsoft, 56 F.3d at 1459-60. As the 

United States District Court for the District of Columbia recently confirmed in SBC 

Communications, courts "cannot look beyond the complaint in making the public interest 
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determination unless the complaint is drafted so narrowly as to make a mockery of judicial 

power." SBC Commc'ns, 489 F. Supp. 2d at 15. 

ln its 2004 amendments, Congress made clear its intent to preserve the practical benefits 

of utilizing consent decrees in antitrust enforcement, adding the unambiguous instruction that 

"[n]othing in this section shall be construed to require the court to conduct an evidentia ry  

hearing or to require the cou rt  to permit anyone to intervene." 15 U.S.C. § 16(e)(2). This 

language effectuates what Congress intended when it enacted the Tunney Act in 1974. As 

Senator Tunney explained: "[t]he coutr is nowhere compelled to go to t rial or to engage in 

extended proceedings which might have the effect of vitiating the benefits of prompt and less 

costly settlement through the consent decree process. " 119 Cong. Rec. 24,598 (1973) (statement 

of Senator Tunney). Rather, the procedure for the public interest determination is left to the 

discretion of the cou rt, with the recognition that the cou rt 's "scope of review remains sharply 

proscribed by precedent and the nature of Tunney Act proceedings." SBC Commc 'ns, 489 F. 

Supp. 2d at 11.6 

6 See United States v. Enova Corp., 107 F. Supp. 2d 10, 17 (D.D.C. 2000) (noting that the 
"Tunney Act expressly allows the cou rt  to make its public interest determination on the basis of 
the competitive impact statement and response to comments alone"); United States v. Mid-Am. 
Dairymen, Inc., 1977-1 Trade Cas. (CCH) ¶ 61,508, at 71,980 (W.D. Mo. 1977) ("Absent a 
showing of corrupt failure of the government to discharge its duty, the Cou rt, in making its 
public interest ifnding, should ... carefully consider the explanations of the government in the 
competitive impact statement and its responses to comments in order to determine whether those 
explanations are reasonable under the circumstances."); S. Rep. No. 93-298, 93d Cong., 1st 
Sess., at 6 (1973) ("Where the public interest can be meaningfully evaluated simply on the basis 
of briefs and oral arguments, that is the approach that should be utilized."). 
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VIII. 

DETERMINATIVE DOCUMENTS 

There are no determinative materials or documents within the meaning of the APPA that 

were considered by the United States in formulating the proposed Final Judgment. 

Respectfully submi tted, 

/s/ 
Craig W. Conrath 
Michael G. Dashefsky 
Justin M. Dempsey 
Mark H. Ham er 
Gregg I. Malawer 
Bennett J. Matelson 
Anne Newton McFadden 
Rachel L. Zwolinski 

Attorneys for the United States 
United States Department of Justice 
Antitrust Division 
Litigation III 
450 Fifth Street, NW, Suite 4000 
Washington, DC 20530 

Dated: October 4, 2010 
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