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[5<].
Question 15 - Issuers’ Experience

Teya cannot comment on the full extent of issuers’ experience when dealing with the schemes as
acquiring comprises the largest portion of our business. However, we can comment given our
experiences with the Teya Business Account — a business debit card issued by Teya in partnership
with Visa. While Teya Business Account was only recently launched, our relationship with the
schemes on a day-to-day basis remains related to acquiring [3<].

Through this process, both schemes were highly responsive to our queries and worked
constructively with us, even taking the initiative to ensure issues did not arise.

Question 16 - Materiality of Issues for Acquirers

[<].

[<].
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Question 17 — Behavioural Fees

[5<].

4 As of 2022 as per the Future of Payments Review report.
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Question 18 — Optional Services to Understand Behavioural Fees
Teya agrees with the PSR’s findings that acquirers have to purchase optional services to understand
behavioural fees, and as such enact changes that can stop them from incurring such fees on an
ongoing basis. [¥<].

Question 19 — Non-Price Outcomes

Do you consider that we have omitted issues of concern regarding non-price outcomes experienced by

issuers, acquirers or merchants in our assessment? If you do consider that relevant outcomes have been
omitted, please explain what these outcomes are.

[<].
Question 20 — Remedy Prioritisation

What are your views on our proposed remedies? Which remedy or category of remedy set out in Chapter 8
do you think the PSR should prioritise implementing?

[5<].
Questions 21-32: Remedies

Question 21 - The Need for Interim Remedies

Are any transitional provisions needed?
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[<].

Question 22 - Regulatory Financial Reporting

Please explain (with reasons) if you think we should be considering a regulatory financial report remedy?
[<].

The ORR, for instance, highlights that:

“Good quality financial information is important for effective regulation as it helps to ensure that the interests
of customers [...] are properly protected. [...In particular, the regulated company] Network Rail’s regulatory
financial statements [...are] more relevant for regulatory purposes than
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the information contained in statutory financial statements [...as] the [regulatory] statements are set out in a

format consistent with our relevant policies and regulatory framework.”

[<].
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5ORR, Regulatory accounting guidelines for Network Rail (2024).
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Question 23 - Mandatory Consultation and Timely Notification

Teya understands the mandatory consultation and timely notification remedy to be a formal
consultation period for stakeholders to digest and possibly challenge fee increases proposed by
schemes. Under this remedy, fee increases would indeed be proposals until their final acceptance
following an arbitration process. Acquirers would be the principal recipients and participants in such
a consultation forum, given that acquirers have the technical expertise that merchants (particularly
smaller ones, which make up 99% of businesses in the UK) lack. Further, any fees would require
acquirers to provide significant resources in the form of implementation specialists, partnership
associates, and legal or compliance resources, to name a few — making their participation a key
requirement in a consultation period.

During this consultation period, schemes would be required to provide stakeholders with an
opportunity prior to the implementation of fee increases. Further, the timely notification remedy
would require that fee changes are not effected until a specific period, likely one or two months,
has passed.
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Teya supports these proposed measures but notes that they must be carried out with key considerations.
[5<].
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[<].

A mandatory consultation period and timely notification could grant acquirers sufficient time to
understand the rationale behind fees and fines, enabling them to ensure adherence to the rules and
providing an opportunity to address any misunderstandings or errors before the charges are
implemented. [3<].

Question 24 - End-User Involvement

Teya understands this remedy as requiring schemes to provide detailed pricing information to
merchant associations, merchants directly, and consumer groups.

Teya believes that this remedy is not an effective mechanism to protect the most vulnerable
merchants in the economy. First, the largest merchants (who have significant resources to decode
scheme fees) already have relationships with schemes to negotiate pricing and fee optimisation.
The added benefit of a proposal to add small, independent merchants to the conversation is null as
such merchants — who comprise Teya’s primary client base — outsource the complexity of dealing
with the scheme and processing fees to acquirers. This is what led to the rise of fintech acquirers,
as small businesses looked for simplicity when it came to accepting payments, opting for
blended/standard pricing over IC++. Therefore, forcing the sharing of scheme fee information with
merchants will threaten to roll back on the simplicity that small businesses appreciate.
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As such, due to the complicated nature of scheme fees, Teya believes that other remedies,
particularly the mandatory consultation and taxonomy systems, are more beneficial transparency
measures.

Efforts should be placed towards ensuring more transparency towards acquirers rather than
merchants themselves, as fintech acquirers have aimed to serve SMEs with fairer products, pricing,
and general business practices. [5<]

Question 25 - Taxonomy and Categorisation

Teya understands this remedy refers to a standardised classification of fees across all major
schemes. This means the use of a similar alphanumeric coding system and fee names across

However, standardised taxonomy and categorisation will not be adequate. We additionally argue that
every scheme should have a single source of truth for explaining all aspects of the fees they charge, in the
form of a single webpage on their online portals. This means that a single page on the schemes’ online
portals should include the fee classification, past billings of that fee, definitions and explanations (including
examples for behavioural fees), evolutions over time, and associated bulletins. The remedy would aim to
ensure acquirers can correctly compare and understand fees in billing statements through respective online
portals.

Teya firmly believes that public disclosure initiatives should be accompanied by specific rules for
Visa and Mastercard regarding how they deliver information to scheme participants. Specifically,
Teya supports the PSR stipulating standardised formats for Visa and Mastercard to present
multilateral scheme and processing fee levels and rules. This should include, but not be limited to,
different billing event IDs and clear, concise descriptions for each scheme and processing fee
levied on participants. Importantly, the taxonomy must be granular enough to differentiate
between different fees. Often, the taxonomy for a large group of fees is written in the same way,
so identifying specific fees can be difficult.

[<].
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[<].

Further, a standardised and sufficiently granular taxonomy or system for fee classification would
be beneficial — particularly if mandated by the PSR and standardised across all schemes. This need
is exemplified by our experience with billing practices from both major schemes. [¥<].

[3<]. Teya highly welcomes a remedy that requires schemes to publish a ‘single source of truth’
or standardised taxonomy of fees that outline their objective and why they were introduced. Again,
this could simply take the form of a single page on scheme portals with their classification, past
billings, explanations, evolutions over time, and associated bulletins. A standardised taxonomy
would greatly enhance transparency and usability for service users. Such measures would not
only streamline the billing process but also foster a more transparent and competitive
environment, ultimately benefiting all stakeholders in the payment ecosystem.

Question 26 - Costs to Stakeholders

Teya believes that the vast majority of the costs of the PSR’s proposed remedies would fall on Visa
and Mastercard themselves as opposed to scheme participants or end-users. [3<].

t Page 29
eyq Teya’'s Response to MR22/1.9

Page 173



[5<].

1<].

Do you agree that the initiatives we considered to boost competition are unlikely to achieve the outcomes
we would want to see in a timescale that removes the need for regulatory intervention? Please explain
your position either way.

Teya supports the PSR’s efforts to develop Account-to-Account payments as a potential
alternative to cards. [¥<].
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[<].

Nevertheless, Teya does believe the PSR can do more to boost competition in this regard, in a way
that ties to this market review. The PSR and FCA have recently launched a workstream looking into
the Digital Wallet ecosystem, and the potential risks to competition it may create. This workstream
will naturally draw inspiration from the work of the European Commission in securing
commitments from Apple to unlock the use of the NFC chip to third parties, and thus enable the
creation of alternatives to Apple Pay, the most common Digital Wallet in the UK. '° As highlighted
by the PSR Panel’s Digital Payments Report, the fact that “contactless payments are very well-
established and well-accepted by consumers” and that “QR codes are less secure than contactless
communication between an NFC chip and a POS terminal” creates an imperative for the PSR to
take similar steps and enable third-parties to freely leverage the NFC chip on Apple iPhones to
conduct A2A payments.' [<].

[<].

10 https://www.psr.org.uk/media/yqinyhhn/cp24-9-cfi-digital-wallets-july-2024-v2.pdf (Paragraph 2.8)
" https://www.psr.org.uk/media/x3tjjuj1/psr-panel-dpi-report-may22.pdf Paragraph 125 to 128
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Question 28 - Surcharging and Steering

Do you agree that the initiatives we considered to encourage surcharging or other forms of steering are
unlikely to remove the need for regulatory intervention? Please explain your position either way.

Yes, Teya agrees that surcharging and steering are unlikely to remove the need for regulatory
intervention.

As expressed in our previous responses during the course of this market review, enabling
surcharging on all cards would not be a workable solution given how the practice worsens the
purchasing experience for customers, a factor which merchants are seeking to optimise more and
more. Even if the practice were somehow introduced at scale, a material portion of customers would
nevertheless prefer to shop at merchants which did not surcharge the preferred payment method.
To avoid losing further business, merchants surcharging would react by stopping the practice. Known
as the business-stealing effect, this is the same phenomenon, which means merchants can’t stop
accepting a must-take payment method. Just like merchants could not stop accepting Visa or
Mastercard cards, they could not sustainably surcharge them.

The key assumption driving this conclusion is that consumers are quicker to switch shops than to
switch payment methods. We believe this to be a fair assumption given the dominance of cards
compared to any other payment method in the UK, and the much higher degree of competition
between merchants. This is also particularly true when it comes to small local businesses, who don’t
have any of the bargaining power over their customers which large and well-established businesses
may have [<].

Question 29 - ).
Do you agree with that a price cap or price control could not be implemented following this market review
given the issues identified in this interim report, in particular with regard to collective robust and reliable

data from the card schemes? Please explain your position either way.

[5<].
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12 [}(]
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[<].
Question 31 - Other Remedies

Are there other remedies we should consider on either an interim or long-term basis? We would be
particularly interested in evidence to demonstrate why any such remedy was proportionate and capable of
being effective in addressing the problems we (or you) have identified.

[<].
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Question 32 - Customer Benefits

[5<].
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UK Finance Response to PSR Market Review into Card Scheme and Processing Fees

This response has been sent to schemeandprocessingfees@psr.org.uk

UK Finance welcomes the direct engagement that the PSR has taken in advance of this
consultation.

Executive Summary

The Interim Report found that the card market is “not working well”. Our members
disagree with this narrative and we point out in this response why it is actually
working extremely well

The approach may have benefitted from a deeper understanding into what is
necessary to build and maintain payments systems that can deliver economic growth
(by enabling very convenient and fast payments in store and online, that are safe and
secure from fraud, manage technology and cyber risks, and deliver consumer
protection when things go wrong)

The Interim Report identifies a difference in the relative distribution of net costs and
income between consumer facing issuers and merchant facing acquirers. Issuers
point out that this economic model has greatly benefited the consumer banking
market, fostering fintechs to offer competition and choice in consumer banking to
millions of UK consumers, in addition to maintaining free banking. In addition, the
card networks have enabled both issuers and payment acceptance firms to gain
access to their network through arrangements with established scheme members

The focus on merchant costs is viewed by many as being too narrow. We suggest
the policy focus should be looking at what works well (such as providing world
leading solutions to meet consumers’ and merchants’ needs, as highlighted by Joe
Garner in his Future of Payments Report and focussing on the outcomes for retail
payments outlined in the Bank of England’s recent discussion paper (both referenced
later in this response). Payments policy and outcomes would benefit from regulators
and policy makers being prepared to take learnings from the cards market which
could assist in the development of open banking and emerging payment types — we
would add that the UK'’s position as a world leading card market and the benefits that
flow to merchants and consumers did not happen by accident

There is some support for some of the findings on the scheme change management
processes that could be improved, but most acquirers think the approach should be a
measured one and are not supportive of regulatory intervention in scheme mandates
(a few acquirers would welcome regulatory approval of mandates). Further work by
the regulators in this area would be better focussed on what outcomes would be
desirable rather than what rules should apply to prescribe how those outcomes will
be achieved
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This response is structured in three parts:
(a) General industry commentary on the Interim Report’s narrative;
(b) Commentary from the card acquirers’ viewpoint; and

(c) Commentary from the card issuers’ viewpoint.

1. General Industry Commentary on the Interim Report’s Narrative
1.1 Introduction

This is the third market review from the PSR in recent times that has found that the card
market in the UK is “not working well”. Below we assess if that statement holds up to
scrutiny.

Overall we conclude that the over-arching narrative and the context in which it is reported is
significantly incorrect and unbalanced. “Not working well” implies that consumers and
businesses are not receiving high quality services. The cards industry response is that this
narrative is inaccurate. Visa and Mastercard, alongside other card market participants and
partners have delivered and invested heavily to ensure that the card market delivers positive
outcomes for businesses and consumers — the market is robust, stable, secure and
extremely convenient; consumers have excellent payment protection in store and online (a
current example is the recent Carpetright insolvency, where consumers who paid by card will
be able to apply for a refund?!, whereas cheque, bank transfer and cash customers will not).
Fraud is coming down proportionately year after year. Ecommerce and cross border
payments have grown substantially (and securely), driven by innovations and investment
from the cards industry, unlocking economic growth. The participants in the market have
enabled new forms of commerce to emerge, such as the many online marketplaces that
have harnessed the internet as a sales channel where cards have enabled buyers and
sellers to complete their purchases seamlessly.

The market “not working well” synopsis risks significant public misconceptions about the
cards market — which has the potential to unfairly damage the trust and confidence that
consumers and businesses have in paying with and accepting cards. The “market not
working well” narrative is materially at odds with Joe Garner’s recent review into UK
payments (referenced below). This is important — 61%?2 of all payments made in the UK are
made by card.

1 This is through the “chargeback” rules and processes established by each scheme, where issuers
receive claims from their customers, screen them and then raise disputes/refund requests through to
the acquirer via the scheme. Time limits and conditions apply (in the scheme rules and customer
banking terms and conditions). Issuers credit their customers with successful disputes/refund claims
and acquirers in turn credit the issuer and charge the merchant (or where the merchant is insolvent,
suffer a credit loss)

2 The UK Finance Payments Report 2024 https://www.ukfinance.org.uk/policy-and-guidance/reports-
and-publications/uk-payment-markets-2024.
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On the acquiring side, opinions (and the strength of those opinions) vary. Most willingly
accept the role of the payment system operator to continually drive standards and
innovation, and do not support the type of interventions proposed, but would rather place the
focus on transparency, improving change management processes and the explanations that
accompany them. Acquirers would then be able to manage their businesses and merchants
more effectively, influence intended behaviours, and ensure that opportunities to bill for fees
paid or to decline services not needed are not lost. A few acquirers however expressed
stronger support for the regulators to intervene in the mandate approval process.

The question is whether direct intervention by way of blunt tools such as directions is the
best way to deliver such improvements, or whether they could cause the unintended
consequences of stifling innovation, or creating a consultation bureaucracy requiring
significant resource, leaving the UK as a less attractive market to launch new products and
services. At a strategic level, our view is that a market and consensus led response to the
Interim Report is likely to deliver better outcomes than regulatory intervention.

1.2 A more balanced narrative

We are not suggesting that the cards market is perfect nor that some areas cannot be
improved. But we do think it is time to present a more balanced narrative that shows how
effective and efficient the card market is, the benefits it brings to the UK and the UK’s leading
position of having one of the most innovative, safe and secure cards and payments markets
in the world — and it is very competitive with over 200 issuer/acquirer participants directly
operating on the networks, many of whom also enable other PSPs to access it (such as via
sponsorship issuing and acquiring deals, payment facilitators and ISOs (third party sales
organisations) that partner with acquirers. UK issuers, acquirers and Visa and Mastercard
have all played their part here (alongside others like American Express, Klarna and PayPal).

The Interim Report focusses heavily on changes in cost to assess if a market is working well
and serves consumers’ and businesses’ needs. However, our members think it does not give
a fair evaluation of the investment industry makes and the outcomes delivered to improve
safety, security and stability to counter the threats of financial and cyber-crime. At the
network level, these investments are funded by processing and scheme fees.

There are other ways to create a regulatory and policy environment that promotes
competition and choice, rather than very intensive, extensive and expensive interventions.

1.3 The Future of Payments Review (FPR) and the Government’s Payments Vision

On the preceding day to the submission of this response, The Bank of England issued its
discussion paper on innovation in money and payments (BoE Paper) which noted that HM
Treasury will take forward a Payments Vision?®, following the FPR. We think it is worth

3 The Bank of England’s approach to innovation in money and payments, Discussion Paper 30/07/24:
“HM Treasury has been considering its response to the 2023 Future of Payments Review, which
provided recommendations to successfully deliver world-leading payments. The government has now
confirmed its intention to take forward a National Payments Vision, and we will engage closely with
HM Treasury to meet their ambitions for the UK payments landscape as a whole.”

4
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recollecting some key points in the FPR, UK Finance’s recommended approach to the
Payments Vision and some commentary in the BoE Paper.

It is fair to say that Joe Garner noted merchant dissatisfaction on merchant costs, but the
FPR report is clear that the approach should be to offer merchants and consumers choice
and let the market play it out. Having reviewed the UK card market and compared it
internationally the FPR report notes (p9): “from a consumer point of view, the UK holds a
leading position for the purchase experience of goods and services — both in-person and
online”. This “ leading consumer experience [has been] driven by cards in general and
contactless in particular. The UK has high card adoption, and the contactless experience is
faster and contains better consumer protection than international alternatives to cards.”
(conclusion 1, p 31).

The FPR focusses on what consumers need and identifies a number of factors for
consumers choosing which way to pay (p19). The top 6 factors are:

e familiar payment method
e speed

e purchase protection

e security

e ease of tracking payments
e wide acceptance

The digital experience of cards has not only evolved rapidly over the years but is set to
continue innovating : “There are significant changes rolling through the cards market
currently. New providers of card machines are emerging, and the prospect of using a mobile
phone as a digital card reader has already become a reality. Furthermore, digital wallets are
changing the nature of consumers’ relationship with their cards, further reducing friction in
the payment process, and shifting the economic models. Innovation appears to be occurring
in the cards payments market at a significant rate.”

The FPR recommended that HM Treasury take forward a Payments Vision and we welcome
the confirmation from the Bank of England that HM Treasury will be taking it forward.

The Bank of England notes in the BoE Paper” that its “policy outcomes in retail payments
are geared towards the goal of delivering trust and confidence in money”. Its Outcome 2
includes the need for the regulatory environment to “support safe and sustainable innovation
in payments”. Outcome 3 includes “There must be end-to-end resilience across the
payments chain for retail payments”. Outcome 4 includes “Infrastructure providers must
have sustainable and coherent funding and revenue models to ensure they can invest in
their resilience and modernisation”. There is much in the FPR and the BoE Paper outcomes
referred to above that help frame this response to the Interim Report. We do so by
considering UK Finance’s approach to the Government’s Payments Vision. In our

4 Section 4.3.1 BoE Paper
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submission to HM Treasury on the Payments Vision we focused on 4 key areas, which are
consistent with the BoE Paper outcomes. They are:

o Confidence;

e Resilience;

o Accessibility; and
¢ Value and choice.

Below we briefly assess the cards market against these key areas and the extent to which
the Interim Report accurately represents the cards market.

1.4 Confidence : The Foundation to Enable Growth

Both merchants and consumers have a very high degree of confidence in the cards market.
On 24.5 billion occasions in 2023° consumers and businesses opted to use and accept a
card — that is on average over 775 transactions per second. Consumers are protected
against fraudulent use of their card and the card market has invested heavily to reduce
fraud. The UK Finance Fraud Report 2024% shows that card fraud represents a few basis
points of total transaction value (5.8 pence per £100 in 2023) and has been reducing year on
year in both value and the number of cases. Prevented fraud is over £1bn. Consumer
protection through chargebacks and Section 75 Consumer Credit Act 1974 (for credit cards)
gives consumers confidence that they can apply to obtain a refund if something goes wrong
with their purchase or their supplier becomes insolvent’. Consumer confidence is driven by
the knowledge that they can pay how they want to pay, safely and securely in millions of
outlets in the UK, worldwide and online. Confidence for the merchant is knowing that they
will be settled and their acquirer and third parties provide the tools they need to prevent
fraud and help their business grow. Merchants also want high authorisation rates — declined
transactions lead to unnecessarily lost sales in addition to the very necessary prevention of
fraudulent purchases.

We mentioned earlier that the UK has a world leading proposition in enabling consumers
and merchants to transact securely and reliably. An example can be found when looking at
EMV 3DS authentications in the UK (authentication is the part of the payment process that
checks the buyer is who they say they are). According to data obtained by UK Finance from
one of the 3DS providers, the UK market performs much better than its peers with higher
authentication success rates than Ireland, Europe, Africa and Asia, the Americas, Oceania,
and the Middle East. This is because the industry has worked tirelessly, using Al and risk
tools and analysis to allow transactions to safely progress to authorisation (this is a check on
whether there are sufficient funds or credit available) without stepping up the authentication

5 UK Finance Payment Report 2024 https://www.ukfinance.org.uk/policy-and-guidance/reports-and-
publications/uk-payment-markets-2024

8 https://www.ukfinance.org.uk/system/files/2024-
06/UK%20Finance%20Annual%20Fraud%20report%202024.pdf

" See footnote 1 p3. Section 75 CCA claims are also subject to conditions and eligibility requirements
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into a “challenge” (where the buyer has to two factor authenticate, whether by SMS or
banking app approval). The challenge rate is also much lower in the UK than its peers,
highlighting a robust and world leading payments landscape.

The card systems’ successful defensive capabilities are the foundation that has delivered
trust and confidence. When the positive enablers of cards are layered on top of those
foundations, real economic growth is fostered. Cards play a significant role in driving and
enabling ecommerce and commercialising the internet. During Covid, enabled by cards
many local retailers and hospitality outlets could turn their businesses towards ecommerce
enabled businesses - opening up new revenue opportunities domestically and
internationally. The two increases to the contactless limits were handled seamlessly and
efficiently by the industry, making purchases even easier to make. The speed and
convenience of cards and the market’s ability to accept and promote new acceptance
methodologies like contactless, Apple Pay and Google Pay, deliver a very quick and secure
check out for merchants and consumers. The consumer and merchant experience of cards,
especially in the UK, simply do not square with a “market not working well” narrative.

1.5 Resiliency

Resiliency is about always being “on”, whatever the threat, be it internal or external,
malicious or not. That means the card networks, the issuers and the acquirers need to make
sure everything works, all of the time. Outages in the cards markets are rare and the card
schemes themselves are well into the 99.999% range of availability — often referred to as
“five nines”. This level of performance is remarkable for any technology business and is the
result of industry collaboration and investment in multiple data processing centres with
automated switchover capabilities and billions invested in cyber-crime prevention. The card
sector performance stands out if compared to other sectors, such as transit or travel.

The investments in resiliency, technology and cyber risk prevention and mitigation cannot be
under-estimated. Those investments are made by all participants in the cards system and
are paid for by the economics they earn from it. Referring back to the BoE Paper outcome
4, those economics for all participants in the card network represent “sustainable and
coherent funding models” that fund “resilience and innovation”.

1.6 Accessibility

The cards market has made great strides in the accessibility arena with many issuers
ensuring their cards are readily identifiable and useable by consumers with visual
impairment (with raised dots, notches and visual enhancements) and with respect to card
machines UK Finance itself has established standards with the RNIB2. Industry continues to
collaborate to improve accessibility.

8 https://www.ukfinance.org.uk/policy-and-guidance/guidance/card-terminal-security-and-accessibility
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1.7 Value and choice

Here we would point to the availability of many payment options. Our members think the
Interim Report plays down the importance of other payment types and does not place
sufficient weight to its own recognition that in many cases cards are cheaper than
alternatives, such as buy now pay later (14% of people in the UK used this product in 2023,
up from 12% in 2022°). Studies in Sweden!® and a white paper by BCG!! have also
highlighted that cards are cheaper than cash.

The value that merchants and consumers derive from cards is not adequately explored in
the Interim Report, as no doubt they are difficult (though not impossible) to place an
econometric model over. By failing to present, or fairly consider, econometric evidence of
value in the Interim Report, we are presented with an opinion that there is no evidence of
value or that value is a “vague concept’. Vague or not, we would contend that it is one of the
most important items when it comes to determining how someone wants to pay or be paid
and how to create a well-functioning payment system (which we will turn to below). There is
significant weight placed on merchant feedback, but it does not appear that 9 merchant
responses represent significant concerns from the merchant community.

Most financial firms that interact with consumers or small businesses are required to assess
“fair value” under the Consumer Duty. Cost is a relevant factor but value for money is the
major consideration. All participants in the card networks would agree that the card market
and the benefits it brings to merchants and consumers, is value for money. But “value for
money” is not explored in the Interim Report. More expensive alternatives are dismissed as
not being significant enough to represent a complete alternative to cards (which are
addressed as “must take”) or act as a significant brake on the pricing on scheme and
processing services. Instead, the focus is on a periodic review of costs and an assertion that
no extra value or service was offered in that period (despite the investments made in
resilience, security, fraud, tokenisation etc). Therefore an understanding of how investments
are made in the payments market and the long term return profile of investing in network
effect developments are not explored — some fail, others succeed, but they are often
associated with negative cash flow in early years to encourage network wide adoption. The
“must take” cost driven approach does not allow for an explanation or assessment why
consumers (97% have a debit card'?) and merchants choose to use and accept cards — the

® The UK Finance Payments Report 2024 https://www.ukfinance.org.uk/policy-and-guidance/reports-
and-publications/uk-payment-markets-2024
10

-of - -in- [th/s report looks as the soc:a/ unit costs of payments]
1 “The Hldden Cost of Cash and the True Cost of Electronic Payments in Europe and the UK”,
Boston Consulting Group White Paper
2 The UK Finance Payments Report 2024 https://www.ukfinance.org.uk/policy-and-guidance/reports-
and-publications/uk-payment-markets-2024
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cards industry would contend this choice is driven by the value and benefits they bring to
both sides of the transaction equation.

It is not easy to reconcile a position that the cards market does not work well that also
provides a high degree of consumer fraud and purchase protection, is always on, is
extremely convenient to use (especially with the growth of contactless and mobile wallets), is
very safe and secure and is cheaper than the many alternatives available.

1.8 Intervention and Growth

As we have highlighted, the UK is recognised as a world leading card market, often
launching new services and innovations before other markets. We are concerned that
excessive regulatory intervention either on how they price or how they bring new features to
market, might delay the introduction of innovative payment solutions into the UK. Whilst
some participants would welcome further transparency in scheme and processing services,
there is a material degree of caution that such measures could end up with significant
unintended consequences, such as platform investments or burdensome consultations.
Moreover, the types of interventions proposed do seem somewhat disproportionate and
unprecedented, when compared to other markets, save for perhaps the energy market
(where the interventions related to direct costs incurred by consumers that could impact cost
of living). The impact of card costs on consumers is unproven. When measuring the Interim
Report’s estimate of increased fees (£250m) against the total card turnover in the UK (£930
billion in 2023'") and the very small cost per transaction (pennies), it would be fair to question
whether the scale of the problem identified would warrant such an interventionist approach in
any other industry.

The dynamic cards market that we have in the UK today is the product of a progressive
regulatory environment and scheme led investment and innovation. Issuers and acquirers
(and their intermediary PSPs) enabled by this environment have also invested and innovated
to serve consumers’ and merchants’ interests. It did not happen by accident.

The impact of further regulatory intervention into the cards markets need to be considered
extremely carefully. They are likely to disincentivise investment and risk taking on new
solutions and discourage competitors to launch here in the UK. Investment and innovation
will naturally be made elsewhere first. We therefore caution against significant local
interventions into the workings of global networks.

1.9 Concluding Remarks (and Open Banking)

Firstly, the narrative on competition should be about choice and that should be centred
around what consumers and business want as a total proposition, not just on merchant
costs. Even the Interim Report itself notes that more expensive options are available and
that merchants willingly take them up because they deliver enhanced sales and it's what
their customers want.

Secondly, this response and the Interim Report are not about open banking, but it may serve
help bring to life the key points we wish to make — and of course the Interim Report mentions
open banking as an important way to increase competition in the market.
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The cards industry is supportive of new payments types coming to market to create choice
for the payments providers, consumers and merchants. Unfortunately, by focusing on the
economics of the cards industry through the single lens of merchant costs, there is a
consequence as to how regulators look at open banking. That approach is missing a deep
understanding of what merchants and consumers need and the costs to payments firms and
banks of serving those needs (and the incentives needed to promote alternative options).
By not taking benefits and “value” into account in the cards world, and the critical role the
schemes and their clients play, the regulatory approach to open banking is not seeking to
learn from the many positive attributes of cards and “what works well”. The focus on open
banking is therefore based on prescriptive methods, seeking to foster a market without
applying market principles or fully considering what users want. In other words, if open
banking is to succeed in offering greater choice, it needs to find its own market led
alternatives to what the card system already offers in order to build a compelling proposition
that consumers and businesses will voluntarily choose to adopt. The BoE Paper outcome 2
includes “Retail payment methods must be responsive to consumer choice and needs. They
should be quick, easy, secure, cost effective and widely available to support financial
inclusion”. Cards meet these tests and we recommend that the regulatory approach to cards,
open banking and retail payments generally adopts the more progressive approaches set
out in the FPR and the retail payments section of the BoE Paper.

The risk for the UK is that heavy intervention in the cards market will damage what works
well there and sets the scene for an overly prescriptive approach to the open banking
market. All of this has a direct impact on growth — payments are the lifeblood of commerce
enabling safe, secure and vibrant economic activity to take place.

UK Finance held group and bilateral discussions with acquirers to understand their
perspective on the Interim Report. Whilst they recognise the importance of Visa and
Mastercard and the benefits that they have created and continue to create, they would
overall welcome more consultation, explanation and transparency.

2.1 Network Effect

Acquirers appreciate that network effects necessitate near universal take up of a particular
feature. They recognise the importance of a payment scheme to set common operational
and processing rules. They recognise the benefits of merchant monitoring at a scheme level
to protect the ecosystem, the innovations in tokenisation, card on file (and the ability to stop
recurring payments), contactless and smartphone enabled digital wallets. They value the
investments in fraud and cyber security and resilience and the stand in mechanisms
available in the event of a processing platform outage at the scheme or issuer level. They
recognise the core acquiring platform has enabled them to offer dozens if not hundreds of
value added services to merchants — to the extent perhaps that a view on the “acquiring
market” is now out of date and that it is these other services, especially gateway,
ecommerce, alternative payment type and vertical integrations that are the key determining
factors in how merchants choose their PSP. They note that the schemes are very well
established networks and have enabled a very deep and broad payments market to thrive. In
the same way that new issuers have joined the network, new acquirers have joined the
network, enabled by the schemes’ approach (not led by regulation) to welcoming fintechs,
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that may have begun their commercial life as a “plug and play” digital POS solution for
SMEs, or as online only payment gateways, that became payment facilitators and ultimately
progressed into direct acquiring principal members of the schemes. Some of these digital
only players have also evolved into POS in-store acquirers deploying tokenisation to meet
merchants’ needs for an omni channel full stack integrated payment acceptance solution.

All of that said, acquirers do have some support for some of the findings.
2.2 Reduction in services?

Acquirers found this proposal as somewhat misguided and that it is not the place of
regulators to mandatorily require a reduction in services. This could lead to grouping of
services and less transparency or less choice in accepting or declining a service.

2.3 Transparency

Naturally, acquirers would of course welcome the opportunity to pass on any reduction in
fees. A few acquirers agree the regulators should be involved in approving mandates, but
most don’t agree that such regulatory intervention is the right way forward. Price capping
either directly or indirectly by reserving approval of mandates, can have unintended
consequences for the market as a whole. Their primary issues relate to their own
businesses, wanting to understand why certain fees are levied so that they can respond and
help merchants navigate those fees and how they can implement required mandates and
scheme change. Fuller transparency and explanation will also enable acquirers to ensure
that at the merchant level, they can attribute and appropriately recover charges incurred on
behalf of their merchants.

They would welcome enhanced information and explanation, particularly with respect to fees
levied to ensure they are able to firstly understand the logic and reason for a mandate,
particularly where it has a behavioural intent. Greater transparency and enhanced
explanations would enable the acquirers and their merchants more effectively to change the
behaviours and outcomes as intended, or to identify those services that may no longer be
needed, or are less of a priority or relevance to their businesses.

Most acquirers would support some form of consultation on mandates. As noted, most don’t
support escalation processes involving regulators and many would be very concerned that
this would create an unmanageable and stifling process, that would also not foster UK led
innovation. Most would support a process (only for the major mandates) that involved
enhanced engagement and explanation. In that more constructive and industry led way, the
acquirer community would be able to comment on the mandate and the rationale and ideally
assist the schemes in delivering a clearer set of documentation that is right first time (which
would limit the number of re-issues correcting earlier releases).

Some acquirers would welcome longer time periods to implement major mandate releases
(and a minimum period for fee changes (including interchange)) — as this can be
operationally burdensome and is a key component of general “blended” pricing reviews that
occur periodically. They would also welcome clearer response times and service levels on
queries, although this should be mitigated if the consultation process outlined above is
effective.

1
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Most acquirers agree that enhanced post transaction information coupled with greater
information on mandate requirements would enable them to manage their businesses better,
enabling them to identify charges to pass onto merchants or assist them in selecting or
switching off certain optional services. Some commentary was received that charges to
acquirers should be made in such a way that they are capable of being measured and
applied at the merchant level.

The schemes already have programmes intended to assist issuers and acquirers in this area
(and one large acquirer noted that there has been a recent significant improvement in
engagement). These existing programmes could be enhanced to meet the suggestions
outlined above, without the need for formal regulatory intervention. We would support a
cross industry and regulatory engagement process to collaboratively deliver an outcomes
focussed resolution, in strong preference to a regulatory prescriptive approach.

2.4 Impact on innovation

There is a concern that a regulatorily imposed consultation process could be inflexible and
create an unwieldly bureaucracy demanding significant resource, with frequent interaction or
intervention from regulators on price related issues that could materially delay innovations in
the UK market, or result in other card markets receiving new products and services in priority
to the UK. There are broader consequences to price related interventions that are not fully
considered in the Interim Report. Some acquirers question the extent to which the
regulators should be involved in veto-ing any particular mandate or what its role would be if
the consultation process does not resolve differences of opinion on costs, transparency,
requirements or timing. We think extreme care needs to be exercised here as the proposals
could have a negative impact on innovation.

2.4 Concluding Remarks

Overall acquirers would welcome having some say in helping the schemes maintain the
UK’s position as a world leading card market. As noted, one or two have stronger support for
regulators to be involved in the change management approval process, but the majority have
a more measured approach. They would be satisfied with some enhanced engagement that
would lead to a clearer understanding of why a change is needed, precisely what needs to
be done, extended/minimum notice for fee changes and how they can access further
information in a timely manner. Some flexibility on major mandate’s implementation timelines
would also be welcomed, although that needs to be carefully balanced against not placing
the UK as a much more difficult place to launch products and services as compared to other
markets.

UK Finance held discussions with issuers to understand their perspective on the PSR's
Interim Report. Whilst some issuers think increased transparency on mandates and
services for issuers and acquirers would be beneficial, they are somewhat critical of the
need for continued interventions in the cards market, which works well (and were more
concerned with the cards market “not working well” narrative). There are more important
issues on the horizon for issuers, such as ensuring commercial sustainability and consumer
protection in open banking, making authorised push fraud protection workable and fair and
ensuring that the cards market can keep helping consumers by relaxing strong customer
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authentication rules into an appropriate risk based framework so that the everyday customer
does not get stepped up to buy the same coffee, at the same time and at the same place
every day. The focus should be on making the market more convenient, rather than over-
inflating micro level concerns.

3.1 PSR’s Focus on Cost Reduction — benefitting consumers and competition?

Through the three investigations into the card market, the regulatory approach is to drive
down merchant costs. We think that on balance this is too narrow an approach and needs to
consider broader banking market and consumer interests. The Interim Report notes that
increased costs from scheme and processing fees will likely end up with higher acquirer
costs and that will not likely be in the interests of consumers.

But is this consumer benefit argument backed up by any compelling evidence and is it
considering the full interests of consumers above and beyond the price they pay for goods
and services? Whilst cost efficiency is important, it is essential to recognise that payments
are part of a broader economic chain, and that chain incurs costs - which will not simply
disappear as a result of price caps. They will be absorbed elsewhere.

3.2 The acquirer / issuer net cost imbalance

The Interim Report notes that the PSR may look at the imbalance in relative net costs (fees
less rebates/incentives) to issuers as compared to acquirers. The Interim Report notes the
different market dynamic of issuing and acquiring, where acquirers “must-take” both
schemes and cannot negotiate, whereas issuers do have the ability to negotiate. Whilst that
finding might or might not be accurate, issuers think the PSR should consider very carefully
about intervening in that overall “who pays” dynamic and have in mind what the current fee
structure both reflects and enables. The current fee structure supports a balance of costs
and benefits across the payment ecosystem and into broader markets. Merchants receive
substantial benefits from card payments, including increased sales, reduced fraud, reduced
handling costs and offering choice to consumers as to how they want to pay. The UK stands
out internationally as one of the few markets in the world where consumers are generally not
charged for their bank account or card payments. In addition, it is simply more efficient to
collect fees on the merchant side, rather than try to collect fees on the consumer side.

3.3 Consumer Benefit

Issuers disagree with the extent of the merchant costs focus and point to how they are
delivering excellent services to consumers. The issuer platforms are very stable and when
combined with the acquirers’ and the schemes’ efforts, widescale or even local outages
within the cards industry are extremely rare. The cards industry has performed very well
during recent global technology challenges. In addition to “keeping the lights on” and
providing resilient services, issuers keep consumers safe from cyber security threats, and of
course fraud. They are responsible for authenticating consumers and protecting them
against fraud (and usually reimbursing them for fraudulent use of cards, including for
contactless transactions up to £100). They also carry s75 Consumer Credit Act liability,
including for the full amount of a purchase when only a small proportion of the price was paid
by credit card.
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Whilst acquirers take the financial risk of chargebacks, the issuers invest heavily in people,
consumer friendly workflows, card platforms, and systems to service their customers’ when
something has gone wrong with a purchase. As noted earlier, Carpetright customers who
paid by cash, bank transfer or cheque will be left with no refund, whereas card customers
will be fully protected (if they make a claim and meet the conditions)®. Issuers use advanced
techniques to work with the schemes and acquirers to identify problem merchants so that
they can be swiftly rooted out from the ecosystem, further protecting consumers. Issuers
continue to innovate and provide a wide range of other services and benefits in addition to
delivering what consumers need and protecting them from the threats that have harmed
other sectors.

The Interim Report and other card market reviews do not satisfactorily recognise the
materiality of the benefits provided to consumers by the cards industry, nor the costs and
risks borne by the whole industry to ensure the cards ecosystem functions effectively. The
current economic model is consistent with the BoE Paper outcome 4 statement:
“Infrastructure providers must have sustainable and coherent funding and revenue models to
ensure they can invest in their resilience and modernisation”.

Changing the economic model in the cards sector away from that approach, could have two
important negative consequences in consumer banking to which we turn to below.

3.4 Consumer Banking

Choice and innovation: A key aspect of the current fee construct is that it supports banking
competition and choice. Challenger fintechs tell us that the current economic construct and
balance of costs and income has supported significant innovation in the retail banking and
payment account market, enabling new market entrants to launch and grow. These newer
players would argue that without large savings, loans and mortgages books, they have to
compete on consumer payments (largely served by cards). A reliable and fair balance of
compensation and costs for card transactions enables these fintech challengers to attract
inward investment in the early stages of growth. The overall costs and revenue dynamic has
spurred on these challengers to invest in and differentiate their consumer payments
experience. This in turn creates healthy competition so that the larger more established
banks and building societies and other card issuers have to respond and often lead with their
own innovations and customer service enhancements.

The sector as a whole is providing a range of benefits in consumer experience, safety and
convenience, largely driven by new platforms enhancing in-app functionalities where the first
movers where the often the fintechs. Developments include card freeze and freeze releases,
almost real time payment functionality, increased payments tracking and visibility, budgeting
and savings tools and the ability to split credit or charge card transactions post purchase and
spread the cost of higher value items in a clear and transparent (and regulated and
protected way).

13 See footnote 1 p3
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Larger banks have also invested to deliver better outcomes for consumers, including for
example by analysing consumers’ subscriptions payments and adopting a contact strategy
to ensure that those consumers can retain or switch off those subscriptions. Deeper analysis
of claims has enabled some large issuers to identify problem merchants and approach the
market and the relevant acquirers. These actions help to reduce fraud but also flag genuine
merchants who are not delivering what they promised to deliver to their customers.
Appropriate risk actions can then be taken across the ecosystem which ultimately benefits
consumers.

The costs of investment by fintechs and large issuers alike do not come with any associated
direct income stream. They are funded by the overall economics of their participation in the
card networks.

Millions of consumers now benefit from these enhanced and differentiated services. Whilst
the regulatory concerns have been about competition in the cards sector, there is an under-
appreciation of the positive impact that the card system has enabled. When assessing if the
card market is functioning well or not, we suggest that we need to take into account broader
considerations in the payment account market and the extent to which the cards economic
model has facilitated growth, innovation and improved customer experience and given
consumers more choice.

Free to issue banking: The UK is relatively rare in that consumers obtain all the benefits
provided by cards, usually for free if in credit (of course premium paid for bank account/card
account options are available too): issuers do not pass transactional costs onto their
consumers. Issuers are concerned that changing the economic model in cards could have
undesirable consequences for a largely “free to issue” market. Either consumers may need
to be charged for their bank account or payments that go through them, or the costs of
providing cards will have to be funded by other consumer banking products such as loans,
overdrafts, savings and mortgages.

3.5 Concluding Remarks : Broader Outcomes and Approaches

If the focus of the three assessments on whether the cards market is working well had more
regard to considering merchant and consumer value, we think different and more balanced
conclusions would have been made — such as is found in the Future of Payments Report.

Issuers want the card market to evolve and innovate and think that the best way to do that is
to have an outcomes focussed approach led by industry, rather than overly interventionist or
prescriptive approaches that will render the cards industry as internally rather than externally
focussed.

There is concern that in seeking to protect consumers against price rises at merchants
because of perceived higher merchant card fees, there is little analysis in any of the card
scheme reviews about what consumers really value or would prefer more broadly.

Payments do not exist in a vacuum. They are part of a connected commerce economy and
the personal banking sector and payments (cards especially) bridge those sectors. A
broader approach on consumer outcomes might have considered whether consumers think
it in their best interests to have reductions in merchants’ costs (in the hope they trickle
through to consumer goods prices) in exchange for (a) paying for their payment account
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services as a monthly charge or it being paid for through other services like loans or (b)
having less choice as to their payment account provider(s).

UK Finance Payments Report 2024 https://www.ukfinance.org.uk/policy-and-guidance/reports-and-
publications/uk-payment-markets-2024
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PSR - Market review of card scheme and processing fees

Vanquis Banking Group (“Vanquis”) welcomes the opportunity to respond to the Payment
Systems Regulator's latest consultation: Market review of card scheme and processing
fees.

Introduction

Vanquis occupies a unique role in the UK banking system as the largest specialist finance
provider for financially underserved customers, serving 1.75 million people through our
core banking services and the Snoop App, which helps users save up to £1,500 a year on
household bills. We offer tailored products and services that promote financial inclusion
and social mobility, underscoring our purpose: to deliver caring banking so our customers
can make the most of life’s opportunities.

Response to Consultation

Rising fees and limited negotiation: As a Visa Credit Card issuer exclusively in the UK,
Vanquis has observed a consistent rise in Visa's fee pricing. Services such as Card
Updater and Token Vault, once free, now incur fees. Despite a 12-month lead time for
these changes, opportunities for negotiation are minimal, forcing issuers to comply with
the new fees.

Impact of cross-border interchange fees: While the post-Brexit increase in cross-border
interchange fees by Visa and Mastercard benefits issuers, it negatively affects customers
and the broader payment ecosystem. Such significant adjustments should undergo a
consultation process to ensure fairness and transparency for all stakeholders.

Dominance of Visa and MasterCard: Cards remain the most popular payment method,
with alternative options like digital wallets and PayPal also relying on Visa and
Mastercard’s infrastructure. This reliance underscores the dominance of these card
schemes, making it challenging for alternative payment methods to gain traction.

Opportunities for innovation: As a credit lender, we see ample opportunities to introduce
innovative payment options to enhance market competitiveness. Visa currently offers
robust fraud and dispute management, while Open Banking requires further scaling to
reach critical mass and achieve similar levels of protection.

Visa's commitment to innovation: Visa's investments in Al and security-led technology to
reduce fraud and increase card acceptance demonstrate their commitment to
maintaining leadership in the payment industry.

Views on consumer steering and wallet operators: We concur with the PSR’s findings that

consumer steering and decisions by wallet operators provide limited competitive
constraints on Mastercard and Visa. The small number of effective alternatives and
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increased friction in the payment process hinder these strategies from being more
impactful.

Analysis of alternative services: There are currently insufficient alternatives to
Mastercard and Visa's optional services available to acquirers and merchants. This lack of
competition forces acquirers and merchants to accept unfavourable terms and pricing,
impacting overall market efficiency and fairness.

PSR’s role and recommendations: The PSR's efforts to limit unjustified Visa pricing
changes are welcomed. However, this must be balanced with initiatives to develop a
broader UK payment infrastructure, facilitating alternative payment methods. Launching
new schemes is challenging due to Visa and Mastercard's entrenched infrastructure,
requiring significant effort to overcome resistance.

Feedback on remedies and transitional provisions: We support the PSR’s proposed
remedies to enhance competition and transparency. Prioritising the development of a
broader UK payment infrastructure and mandatory consultation on fee changes are
crucial steps. Additionally, transitional provisions should be considered to ensure smooth
implementation without undue disruption to market participants.

We appreciate the PSR's initiative in addressing these issues and encourage continued
efforts to create a more competitive and transparent payment landscape in the UK.
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Virgin Money response to the PSR Market review of card
scheme and processing fees — Interim report

provisional findings that: (i) acquirers and
merchants typically have limited
alternatives available to them for
Mastercard and Visa’s optional services;
(ii) acquirers and merchants face
significant implications if they do not use
these optional services; and (iii) acquirers
and merchants have limited
countervailing buyer power when
negotiating prices for these optional
services

No. | PSR Virgin Money Response

1 Do you have any views on how we have The facts and considerations identified in
described the facts and considerations we | Chapter 3 are well described and we do
have identified in Chapter 3? Do you think | not think there are any other factors that
there are any other factors we should should be considered as relevant context
consider as relevant context to our market | to the market review.
review?

2 Do you have any views on our analysis and | Chapter 4 focusses on the Acquiring side.
provisional finding that Mastercard and As Virgin Money is an Issuer, we do not
Visa are subject to ineffective competitive | have any specific views from an Acquiring
constraints on the acquiring side? perspective.

3 Do you have any views on our analysis and | Chapter 4 focusses on the Acquiring side.
provisional finding that the constraint that | As Virgin Money is an Issuer, we do not
consumer steering can pose on have any specific views from an Acquiring
Mastercard and Visa is limited by the perspective.
small number of effective alternatives and
by the increased friction that steering
could generate in the payment process?

4 Do you have any views on our analysis and | Chapter 4 focusses on the Acquiring side.
provisional finding that decisions by As Virgin Money is an Issuer, we do not
operators of wallets are unlikely to result have any specific views from an Acquiring
in an effective competitive constraint on perspective.

Mastercard’s and Visa’s fees?

5 Do you have any views on our analysis and | Chapter 4 focusses on the Acquiring side.
provisional findings that: (i) alternatives As Virgin Money is an Issuer, we do not
available to acquirers in the UK do not have any specific views from an Acquiring
provide an effective competitive perspective.
constraint on decisions made by
Mastercard and Visa in the supply of core
processing services; and (ii) that no
alternative suppliers of core processing
services currently operate in the UK?

6 Do you have any views on our analysis and | Chapter 4 focusses on the Acquiring side.

As Virgin Money is an Issuer, we do not
have any specific views from an Acquiring
perspective.
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provisional finding that the revenue from
the acquiring side accounts for the large
majority of net scheme and processing fee
revenue for both card schemes in recent
years?

No. | PSR Virgin Money Response

7 Do you think there are any other Chapter 4 focusses on the Acquiring side.
competitive constraints on Mastercard As Virgin Money is an Issuer, we do not
and Visa in the supply of optional services | have any specific views from an Acquiring
which we have not yet considered, but perspective.
that we should consider? If yes, please
describe those constraints and their effect
on Mastercard and Visa’s ability to set
prices of optional services.

8 Do you have any views on the alternatives | Chapter 4 focusses on the Acquiring side.
to their own optional services suggested As Virgin Money is an Issuer, we do not
by Mastercard and Visa as described in have any specific views from an Acquiring
Annex 47 If yes, please explain whether perspective.
you consider the alternatives to be
suitable for all or some purposes and the
extent to which they compete with
Mastercard and Visa for the supply of a
particular optional service (or services).

9 Do you have any views on the optional Chapter 4 focusses on the Acquiring side.
services that we have not focussed on in As Virgin Money is an Issuer, we do not
our analysis (in particular those presented | have any specific views from an Acquiring
in Annex Ato Annex 4)? If yes, please perspective.
explain what these additional optional
services are and what competition
concerns you have around the supply of
these services

10 | Do you have any views on our analysis and | We agree with the PSR's provisional
provisional finding that Mastercard and finding that Mastercard and Visa are
Visa are subject to competitive subject to competitive constraints on the
constraints on the issuing side? issuing side, We agree that these

constraints are mainly a result of
competition between Mastercard and
Visa, rather than with providers of other
payment methods, as each scheme
competes to win issuing portfolios. We
have nothing to add regarding the analysis
undertaken by the PSR.

11 Do you have any views on our analysis and | As per 5.40 on page 79 "Given our

provisional conclusion that Mastercard
and Visa face stronger competitive
constraints on the issuing side than on the
acquiring side, in our analysis of market
outcomes, developed in Chapter 6, we
have focused on the acquiring side"

Virgin Money is an Issuer so we do not
have any specific views from an Acquiring
perspective.
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12 | Do you have any views on our analysis and | As per 5.40 on page 79 "Given our
provisional finding that the average provisional conclusion that Mastercard
scheme and processing fees (as a and Visa face stronger competitive
proportion of transaction value) paid to constraints on the issuing side than on the
Mastercard and Visa by acquirers have acquiring side, in our analysis of market
increased substantially in real terms in outcomes, developed in Chapter 6, we
recent years? have focused on the acquiring side"

Virgin Money is an Issuer so we do not
have any specific views from an Acquiring
perspective.

13 | Do you have any views on the extent to As per 5.40 on page 79 "Given our
which changes in average fees levels in provisional conclusion that Mastercard
recent years have been accompanied by and Visa face stronger competitive
commensurate changes in: o The value to | constraints on the issuing side than on the
customers of the services provided by acquiring side, in our analysis of market
Mastercard and Visa? o The quality of outcomes, developed in Chapter 6, we
service provided by Mastercard and Visa? | have focused on the acquiring side"

o Innovation by Mastercard and Visa? o

Aspects of the transaction mix or Virgin Money is an Issuer so we do not
characteristics of acquirers or merchants | have any specific views from an Acquiring
that we may not have fully captured in our | perspective.

econometric analysis (see Annex 7)?

14 | Do you have any views on our analysis and | As per 5.40 on page 79 "Given our
provisional findings in our profitability provisional conclusion that Mastercard
analysis? In particular: o Are there any and Visa face stronger competitive
factors that we have not covered in our constraints on the issuing side than on the
report that may provide information on the | acquiring side, in our analysis of market
relative profitability of Mastercard’s and outcomes, developed in Chapter 6, we
Visa’s UK operations compared to their have focused on the acquiring side"
global and European operations? o Are
there any other comparators that have Virgin Money is an Issuer so we do not
greater similarity to Mastercard’s and have any specific views from an Acquiring
Visa’s UK operations than those that we perspective.
have identified in our report?

15 | Do you have any views on our analysis and | We are a single-homing Issuer with

conclusion that issuers have a generally
positive experience regarding the
information they receive from Mastercard
and Visa (such that they are able to
access, assess and act on that
information)?

Mastercard and agree that from our
perspective, we generally have a positive
experience regarding information received
and that we can access, assess, and act
on information. However, as discussed re:
possible remedies, we also agree that
improvements can be made in relation to:

- simplification/rationalisation of fees (but
not bundling).

- standardisation of fee communications,
including clear flagging of the mandatory
or optional nature.

- taxonomy of pricing announcements to
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make searching for fee information easier
(rather than being embedded in regular
weekly announcements).

16 | Do you have any views on our analysis and | Virgin Money is an Issuer so we do not
assessment of the materiality of issues have any specific views from an Acquiring
experienced by acquirers? perspective but we can sympathise with

the challenges that Acquirers face in
relation to understanding the complex
nature of fees imposed by card schemes,
based on our own challenges as an Issuer

17 | Do you have any views on our analysis and | Virgin Money is an Issuer so we do not
assessment of our analysis in respect of have any specific views from an Acquiring
behavioural fees, and acquirers’ ability to perspective.
pass these fees on to merchants (as set
outin Table 4)? If so, do you have any
experience and/or views how widespread
the issues identified are and their
underlying cause or causes?

18 | Please provide your views on the Virgin Money is an Issuer so we do not
prevalence (or otherwise) of acquirers have any specific views from an Acquiring
having to purchase optional services to perspective.
identify merchants incurring behavioural
fees

19 | Doyou consider that we have omitted We do not consider that the PSR has
issues of concern regarding non-price omitted issues of concern regarding non-
outcomes experienced by issuers, price outcomes experienced by issuers,
acquirers or merchants in our acquirers, or merchants.
assessment? If you do consider that
relevant outcomes have been omitted,
please explain what these outcomes are.

20 | What are your views on our proposed All the proposed remedies carry some

remedies? Which remedy or category of
remedy set out in Chapter 8 do you think
we should prioritise implementing?

merit. As discussed at the Issuer round
table though, the priority is probably to
aim to encourage card schemes to
simplify/rationalise their fees (but not
bundle them) and to aim to standardise
the requirements for notifying Issuers,
Acquirers and Merchants of fee changes.
This should include a minimum lead time
requirement.
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21

Are any transitional provisions needed?

Setting a minimum lead time for fee
introductions or changes to fees being
implemented would be a helpful
transitional provision.

22

Please explain (with reasons) if you think
we should be considering a regulatory
financial report remedy?

We think other remedies should be
considered as the priority and regulatory
financial reporting should only be
considered as a secondary measure, once
the benefits for the industry have been
fully considered/determined.

23

Please explain (with reasons) if you think
we should be considering possible
mandatory consultation and timely
notification requirement remedies?

Yes, this should be considered. Similar to
fair value outcomes from Consumer Duty,
there would be meritin conducting
assessment exercises. How do schemes
evidence that any financial decisions they
are making provide fair value outcomes for
Issuers, Acquirers, Merchants, and
customers? Full transparency of a pricing
change would be beneficial, where a
scheme should aim to outline the
justification for the increase. This should
include transparency and a reflection of
the cost. Timely notification (good lead
times) would equally be helpful because
sometimes, a price introduction or
increase is implemented in-year, which
impacts the financial plans of businesses
within their financial years. If a lead time
was a minimum of 12 months, it would
allow businesses time to calculate the
impacts and then provision their costs
accordingly for the following financial
year.

24

Do you have any views on ways in which
other stakeholders, for example
merchants, merchant associations and
consumer groups could participate in
consultative discussions with the card
schemes?

The process should be similar to
Consumer Duty in terms of assessing fair
outcomes i.e. a Scheme should
communicate draft proposals to the
industry, after which the participants
should be afforded adequate time to
consider and respond with their views. As
described in our response to Q23, better
transparency would be helpful for all.
Justification of price introductions or
increases etc.
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25 | Please explain (with reasons) if you think Virgin Money is an Issuer so we do not
we should be considering possible have any specific views from an Acquiring
remedies to address complexity and or Merchant perspective. However, as per
transparency issues? In particular, doyou | Q20 response, more detailed, timely and
think that more detailed, timely and accurate information in respect of fees
accurate information in respect of charged to Issuers would be helpful.
behavioural fees would help acquirers and
merchants? Do you think a taxonomy or
system for classifying fees into different
categories would help service users?

26 | Onthe assumption that some or all of our | There is a chance that that roll-out of
proposed remedies are taken forward, do | these remedies will cause an impact for
you have views on whether the costs all market participants. As an Issuer, it is
(implementation or other) incurred by difficult to predict the downstream
various market participants, including the | impact, should the Acquirers and
schemes, issuers, acquirers and Merchants face additional cost.
merchants, would be greater than the
costs they would typically incur when a However, we consider any costs to Issuers
change in fees is announced? In other to be indirect costs re: implementing
words, will the costs associated with changes. It would likely to be more
implementing our remedy be captured (or | beneficial to all if the implementation of
absorbed) through ‘business as usual’ remedies is progressed as opposed to
activity? continuing the status quo, given the

findings in this report. Similar to any
regulatory changes, there is a cost
justification exercise for Issuers, who can
then make informed decisions around
absorption into wider financial plans.

27 | Doyou agree that the initiatives we We are of the view that the remedies
considered to boost competition are proposed should be introduced before
unlikely to achieve the outcomes we resorting to regulatory intervention.
would want to see in a timescale that
removes the need for regulatory We are not close to the conversations
intervention? Please explain your position | being held with schemes so it is difficult to
either way. understand the possible success of

remedies proposed within timelines that
may be set.

28 | Do you agree that the initiatives we We are of the view that the remedies

considered to encourage surcharging or
other forms of steering are unlikely to
remove the need for regulatory
intervention? Please explain your position
either way.

proposed should be introduced and agree
that the initiatives that the PSR has
considered to encourage steering are
unlikely to remove the need for
intervention. As stated in our response to
Q33, we do not believe that anything
should be imposed that has a
downstream impact on a customer's
seamless ability to transact i.e. any
increased friction should be avoided.
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29

Do you agree with that a price cap or price
control could not be implemented
following this market review given the
issues identified in this interim report, in
particular with regard to collective robust
and reliable data from the card schemes?
Please explain your position either way.

We agree that implementing a price cap
would be challenging based on findings to
date and we do not believe that price
control should be considered in the first
instance. As stated within our responses,
the priority should be to focus on a
simplification/rationalisation of fees in the
firstinstance, coupled with
standardisation of communications and
implementation lead times. Once
progress can be made across the
ecosystem with the initial priorities,
consideration can then be given again to
the possibility of controlling pricing
through some means i.e. availability of
simplified information should help with
that challenge.

30

Should any remedies be time-limited? If
so, please provide arecommended
timescale together with your reasons.

We agree that the remedies should be
implemented. Reasonable timeframes
should be imposed for schemes to
implement the remedies and there should
be a direct correlation between the
remedy and the outcome. Consideration
should be given to how long to implement
a remedy for. When will it be reviewed?
Who/how would the outcome be
reviewed? It is difficult to give a
recommended timescale without further
context of what intends to be delivered as
aremedy, how itis intended to be
delivered and what it is trying to achieve.

NOTE - Our interpretation of this question
is that "We agree that any remedies
imposed should be time limited in the
sense that a timeframe be set to assess
the effectiveness of that remedy in
achieving its desired effect".

31

Are there other remedies we should
consider on either an interim or long-term
basis? We would be particularly interested
in evidence to demonstrate why any such
remedy was proportionate and capable of
being effective in addressing the problems
we (or you) have identified.

We are happy with the remedies that have
been identified for now. But there should
be scope to review the outcomes and for
the remedies to evolve over time.
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32

Are there any relevant customer benefits
that we should consider as part of our
assessment of any possible remedies?

Implementing fair value remedies ensures
that customers are paying charges that
accurately reflect the cost attributable to
transacting by card in order to pay for
goods & services. Ultimately, Merchants
will continue to pass on the additional
Acquirer and scheme costs to customers
by raising prices. Transparency across the
ecosystem would enable a better
understanding of the costs incurred
through the card payment journey.

33

Is there anything else we have not
considered, and you think we should
consider?

The review has been thorough to date. The
main consideration from our perspective
as an issuing bank is that any remedies
implemented must not have a detrimental
impact on the customer journey. We do
not want to impose anything that has a
downstream impact on a customer's
seamless ability to transact.
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PSR interim report on card scheme and processing fees

Worldpay (UK) response

Executive Summary

Worldpay is a long-standing member of Visa and Mastercard and this relationship is at the core of
our value proposition to merchants. We are encouraged by some recent improvements introduced
by Visa and Mastercard to provide further transparency, which seems to be in line with some of the
proposals made by the PSR.

However, as highlighted in our previous communications to the PSR, we consider there may still be
room for improvements to the way the schemes apply and change their rules and fees. Such
information could be provided in a more consistent, open, and timely manner. We would support
any efforts towards a more proactive approach adopted by the schemes in seeking feedback from
acquirers on changes they plan to introduce. This would help acquirers to be better prepared for
assessing the potential impact on their merchant customers and operations.

We are pleased that our feedback to the PSR has been considered in the interim report and we
support the transparency objectives behind the proposed remedies. However, we would encourage
the PSR to fully consider how those remedies will be implemented in practice, to prevent any
unintended consequences. For instance, excessive transparency could potentially lead to
unnecessary complexity and further costs, both for our internal operations and our merchants. We
would welcome further feedback from the PSR at the end of this consultation.

In our response, we only address questions in relation to the remedies proposed by the PSR. Overall,
we find remedies 3 and 4 to be material and note that they align with our previous feedback to the
PSR on scheme fees. We do not provide specific views on the proposed remedy 1 in relation to
regulatory financial reporting as it is specific to the schemes.

Consultation response

Question 20 - What are your views on our proposed remedies? Which remedy or category of
remedy set out in Chapter 8 do you think we should prioritise implementing?
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Overall, we are supportive of the PSR’s intention to reduce complexity with scheme fees and
improve the quality of service provided by the schemes to acquirers. We consider remedies 3 and 4
to be material and they align with our previous feedback to the PSR on scheme fees.

Question 21 - Are any transitional provisions needed?
N/A

Question 22 - Please explain (with reasons) if you think we should be considering a regulatory
financial report remedy?

N/A

Question 23 - Please explain (with reasons) if you think we should be considering possible
mandatory consultation and timely notification requirement remedies?

We are supportive of the notification requirement as one of the key issues is the recovery of fees
linked to late and/or unclear changes in scheme fees. The changes in scheme fees are charged to
acquirers, but schemes do not always provide them with the appropriate information to be able to
recover that cost from merchants. It can be that the data is not made available and/or is being
provided too late for us to be able to pass on the extra cost to merchants.

We see the benefit of having a formal requirement for schemes to inform the market of potential
changes to fees ahead of their implementation. To avoid the consultation process turning into a
mere notification of change by the schemes, any consultation on envisaged fee changes by schemes
must take place early enough in the process for acquirers to have an effective influence on the
outcome. When a change is contemplated, we would recommend a minimum period of 6 months to
provide enough time for review and consultation between the schemes and acquirers, followed by
another minimum period of 6 months to implement potential changes.

At this stage, it remains unclear as to what extent the schemes would be bound by the feedback
received during the consultation, and the role the PSR will play in monitoring this process and its
outcomes. We would welcome further feedback from the PSR at the end of this consultation.

Beyond consulting on envisaged changes when introducing major developments or changes to
scheme rules (such as instalment payments capability), a more collaborative and consultative
approach with the members of the scheme could be adopted by setting up working groups of
issuers, acquirers and merchants in advance of changes being introduced.

While we welcome the proposed requirement for the schemes to consult with acquirers on changes,
this type of exercise could become unnecessarily resource intensive and counterproductive in
practice if acquirers find themselves targeted with too many consultations on granular changes. A
threshold for consultation could be established for this remedy to be effectively productive.

Question 24 - Do you have any views on ways in which other stakeholders, for example
merchants, merchant associations and consumer groups could participate in consultative
discussions with the card schemes?
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It would not be appropriate for merchants to be involved in a consultative process, including for the
development of new services. Not all merchants have enough time and capabilities to comprehend
such information and must often rely on their acquirers to provide this information. Merchants
without adequate resources to participate in the consultation process may be unable to advocate for
their interests, which may differ from other merchants who might have other means to access such
process.

The two main contractual relationships are between the schemes and the acquirers, and the
acquirers and the merchants. Contractual arrangements between acquirers and merchants may vary
along with the level of information needed. Adding non-contractual relationships could generate
unnecessary complexity and confusion. Acquirers should maintain their own relationships and are
responsible for making the information available to merchants. While acquirers should remain the
conduit of information between the merchants and the schemes, the schemes should ensure that
acquirers are provided with the right type and amount of information to then appropriately cascade
any fee change to their merchants.

Question 25 - Please explain (with reasons) if you think we should be considering possible
remedies to address complexity and transparency issues? In particular, do you think that more
detailed, timely and accurate information in respect of behavioural fees would help acquirers
and merchants? Do you think a taxonomy or system for classifying fees into different
categories would help service users?

In addition to the key improvements observed with the schemes recently, enhanced tools and
agreed taxonomy would certainly help acquirers and merchants to better understand services and
billing. To this effect, the PSR's proposed remedy for card schemes to develop a pricing
methodology for UK pricing decisions could be a positive development.

Behavioural fees invoicing could be improved for acquirers to accurately pass on the cost. Too often
acquirers are left ‘out of pocket’ for fees that could not be properly assigned to a merchant or fees
that took too long to be clarified by schemes.

The proposal to standardise the information provided by the schemes to foster comparability would
bear little impact on acquirers since they have to offer both to their merchants. However, we would
still welcome standardisation of the information being provided as it would bring greater
consistency and clarity needed to identify the fees, track changes to these and pass them on
accurately to merchants. This should include clear identifiers for all billing events, fees, and
merchants.

Behavioural fees and the complexity that schemes have integrated can make it difficult for acquirers
to assess these without extra reporting to build them into their systems. If a data feed is needed for
acquirers to build their offering, schemes could provide further support.

When the data is available, reporting should be provided by the schemes through their portals and
billing IDs should always be included. Appropriate reporting by the schemes will translate in a better
service for our merchants as we would be able to build it into our systems and pricing. Schemes
should provide acquirers with data feed that would provide acquirers with billing events and where
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each fee and merchant are clearly identified and identifiable. Where data held by schemes are
imperative for acquirers to effectively assess and pass on the costs, schemes should provide them at
no extra cost, and in advance to give acquirers sufficient time to test the change.

As a principle, a reasonable level of information should be made accessible free of charge to
members of the schemes. Alternatively, an industry protocol governing the provision of information
by schemes to their members could be envisaged to improve transparency on fee changes, and to
promote greater engagement in connection with technical issues relating to information available
via online portals.

Where more information is needed from the schemes, we would welcome having measures in place
such as Service Level Agreements (SLAs), similar to those existing for acquirers to respond to queries
from the schemes. While we have recently seen key improvements coming from the schemes,
reasonable SLAs or equivalent commitments could certainly enhance communication. In practice,
the schemes could have a standard SLA in place (for example, 3 days) to reply to members queries,
and where it cannot be met, the schemes could have policies in place to update members on
progress. For instance, a portal enquiry should not be closed due to inactivity when that inactivity is
on the scheme's side. A warning could be provided at least 3 working days in advance to prevent
this.

While we support the PSR’s ambition to remove complexity and increase transparency, some of the
proposed remedies could bring undesirable consequences. For instance, instead of potentially
mandating a reduction in services, the focus should be on ensuring acquirers and third-party
providers are able to compete and not faced with behavioural fees for not taking a service.
Mandating a reduction in services could negatively impact competition and have unintended
consequences such as denying services acquirers/merchants need or making the procurement of
those services excessively bilateral and inefficient, potentially more expensive or lead to a bundle
package of services where some of the line items are not required.

Providing acquirers with clear justification for certain fees and changes, especially temporary market
innovations and development fees, should be a key focus. For such fees, the schemes could present
acquirers with a plan for completion of these innovations/developments and the subsequent
decrease of the related fees.

[>]

Question 26 - On the assumption that some or all of our proposed remedies are taken
forward, do you have views on whether the costs (implementation or other) incurred by
various market participants, including the schemes, issuers, acquirers and merchants, would
be greater than the costs they would typically incur when a change in fees is announced? In
other words, will the costs associated with implementing our remedy be captured (or
absorbed) through ‘business as usual’ activity?

Given the high-level nature of these remedies, it is difficult to estimate potential costs and impact on
resources at this stage. With further details on the implementation of such remedies, market
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participants, including acquirers, will be able to provide a comprehensive cost/impact assessment.
Unintended consequences such as excessive complexity could make these remedies more costly to
implement than the current model.

On consultations, it would not be advisable to consult on every single change, it would add
untenable pressure on participants and likely add excessive complexity. These requirements should
be carefully thought through to increase transparency and simplify billing/pricing information for
acquirers and ultimately, merchants and their customers.

Question 27 - Do you agree that the initiatives we considered to boost competition are
unlikely to achieve the outcomes we would want to see in a timescale that removes the need
for regulatory intervention? Please explain your position either way.

We note the report's focus on open banking as the main alternative to cards. While we support the
development of open banking as an alternative payments’ method that could offer more choice to
merchants, we consider that open banking and card payments cannot be treated as equivalent
today and in the near future, as we have outlined in our previous responses to the PSR. We see open
banking and A2A payment methods as an additional choice and a complement for specific use
cases, not a competitor to cards.

Question 28 - Do you agree that the initiatives we considered to encourage surcharging or
other forms of steering are unlikely to remove the need for regulatory intervention? Please
explain your position either way.

N/A

Question 29 - Do you agree with that a price cap or price control could not be implemented
following this market review given the issues identified in this interim report, in particular
with regard to collective robust and reliable data from the card schemes? Please explain your
position either way.

N/A

Question 30 - Should any remedies be time-limited? If so, please provide a recommended
timescale together with your reasons.

We have consistently raised the need for further improvements in the way the schemes
communicate on fee changes. The proposed remedies to consult and be more transparent should
constitute long-standing commercial practices.

Question 31 - Are there other remedies we should consider on either an interim or long-term
basis? We would be particularly interested in evidence to demonstrate why any such remedy
was proportionate and capable of being effective in addressing the problems we (or you)
have identified.

N/A
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Question 32 . Are there any relevant customer benefits that we should consider as part of our
assessment of any possible remedies?

N/A

Question 33 . Is there anything else we have not considered, and you think we should
consider?

We are generally supportive of the PSR work and proposed remedies; however, it is also necessary
to highlight the risk that could come with these. There is a risk that acquirers could be faced with an
unsustainable increase of operational costs required for the implementation of these remedies, such
as platform changes.

The report notes the difficulty of collecting UK-only data from schemes due to the way they operate
regionally. We encourage the PSR to take into account that divergence between UK and EU regimes
could force both schemes and acquirers to split their operations and platforms, which could be
costly and outweigh the benefits that the proposed remedies could bring.
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