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Please see my comments below regarding the ToR.
1.2 As I noted in my response and in my opinion and experience, the reason acquirers have
not passed the savings realised from the IFRs may be due to a number of reasons. Firstly,
merchant acquirers large and small have a significant amount of overheads and must pay fees
to the schemes per transaction, not to mention yearly license fees and other program fees.
Smaller merchant acquirers are simply not able to compete with larger acquirers due to the
fact that by virtue of sheer volume, larger acquirers can afford to ‘absorb’ the loss of passing
the lowered scheme fees on (usually for what is identified as low risk merchants). Lower risk
merchants (established retail stores and large retail companies for example) will usually only
work with the large acquirers due to this reason and by virtue of the longstanding reputation
larger acquirers hold versus a newly established boutique merchant acquirer. Scheme fees
have also been increased and the card schemes have been focusing on merchant jurisdiction
restrictions, which are subject to fees and non-compliance assessments which are often
significant and can lead to the loss of the merchant from the acquirer. This is a particular
concern for UK based merchant acquirers, particularly given the implications of a potential
no-deal Brexit.
The PSR validates that the fees charged to merchants by merchant acquirers may be due to
increasing fees and ancillary costs levied by the card associations. Additionally, card not
present acquiring is a high-risk business particularly in the current climate of Brexit
uncertainty which has had a knock-on effect on the economy. Merchant acquiring is an
extension of credit risk assumed by the acquirer and often a merchant can become
delinquent, intentionally or unintentionally. Merchant acquirers must take the risk profile
into consideration for each merchant as in an insolvency situation (merchant side) for
example, the merchant acquirer is financially liable for refunding card holders by virtue of the
card scheme rules and Section 75 of the Consumer Credit Act 1974. The merchant acquirer
has no protection.
Additionally, From the 17th August 2017, one card scheme modified acquirer international
fees for card-not-present transactions which then must be passed on the merchant if the
merchant acquirer by virtue of its size and market share cannot afford to absorb. In addition
to this a number of other fees were increased and introduced.
It was my understanding that the IFRs looked to even the playing field for merchants and
consumers. However, it should be considered how viable it is for merchant acquirers to pass
on such savings from the IFRs when they are subjected to increases and new charges
elsewhere from the card operator.
1.14-1.17
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By suggesting that the PSR will not investigate whether the fees charged to merchant
acquirers by card scheme operators will, in my opinion, hamper your investigations as to why
IFR reductions are not always being passed onto merchants and ultimately consumers by
merchant acquirers. Smaller acquirers are finding it increasingly hard to compete with larger
acquirers. In order to understand and address the dynamics of effective competition, models
of oligopolistic behaviour, which is intrinsic to your review given the dominance of Visa and
MasterCard must come into equation. Such charges and fee increases, which arguably restrict
competition without producing any objective countervailing benefits, in my opinion leads to
increased prices which transfers wealth from the merchants and consumers to the card
association1 as merchant acquirers have no choice but to pass on the cost as they too are
businesses and must make a profit to operate.
1.21
Appears to contradict 1.14
2.25
I would strongly urge the PSR to examine several initiatives which could be considered unfair
to merchant acquirers and merchants and even restrict access to the card payments market.
a) The location of the merchant
Recently the schemes have been focusing on the location of the merchant as previously
adhered too. The requirements include meeting the below parameters to comply with the
rules. This includes the merchant’s permanent location as being determined where the
merchant employees or agents are accountable for the sale or distribution of the goods or
services purchased in the specific transaction work such as the actual location where the
merchant conducts business activities amongst other requirements.
If the scheme
determines a merchant acquirer to be non-compliant with their requirements, the merchant
acquirer must terminate that merchant and may be subject to non-compliance fines which
can be extremely significant. With the cross-border nature of the internet, this type of
program could lead to an unfair disadvantage to both merchants and merchant acquirers.
b) For new merchant acquirers that wish to become Principal Members and wish to
acquire ‘high-risk’ transactions such as dating, adult or licensed gambling. It appears
they are now required to have significant amounts of collateral, which is a barrier to
market.

2.30
1

A Jones, EU Competition Law: Text, Cases, and Materials (Oxford University Press, 2014) 666
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According to the card scheme rules, the merchant acquirer assumes the financial risk for each
merchant which it acquires transactions for. This can lead to a significant financial liability for
the merchant acquirer particularly as chargebacks for card-not-present transactions can
come up to 540 days after the transaction was made under certain reason codes. This is often
abused by cardholders that have ‘buyers remorse’ and remains a contingent liability for the
merchant acquirer. Merchant acquirers must include a risk factor when they provide a rate
to merchant and they must take into consideration in addition to the scheme fees, the new
charge as aforementioned by one card scheme on certain international and EEA transactions.
A merchant acquirer must pass on such costs to the merchants and ultimately the consumer
otherwise they would be making losses.
2.52
Given the aforementioned location requirements, the PSR may wish to consider whether this
will impact UK merchants as often with digital goods and services sold online in particular, it
is hard to justify such requirements when the principle of free movement of goods and
services has been enshrined in EU law for a long time now. With the current instability of the
financial services market due to the uncertainty of Brexit, this poses a real concern for both
UK merchants and UK merchant acquirers.
2.53
We agree that this is relevant consideration also. When a card issuer and merchant acquirer
are the same entity, the transaction between them is known as an ONUS transaction as is
subject to an even lower interchange fee. The two largest UK issuers and merchant acquirers
can effectively dominate the market through sheer volume and the benefit of being subject
to lower fees by virtue that they are both the card issuer and the merchant acquirer.
2.54
We believe we have given a number of items here in this response and indeed or other
response that may be of interest to the PSR, as in our opinion they are intrinsically linked to
the fees that merchant acquirers charge the end merchant.
3.8
We consider the aforementioned collateral requirements for smaller acquirers wishing to
become Principal Members is concerning. Additionally, both Visa and MasterCard have
recently amended their rules for marketplace providers and Payment Facilitators, meaning
that it is generally not possible or viable for smaller acquirers to board them due to the risk
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and collateral requirements from the card associations. Although not directly relevant to the
card operators this statement is relevant to the supply of card acquiring services. The PSR
should note that major UK banks appear to be reluctant to provide corporate or business
banking services to merchant acquirers, payment facilitators and even authorised payment
institutions, citing that these entities are not within their risk or business appetite. Lack of
denial of access to banking services is proving a challenge for a number of UK merchant
acquirers. These actions almost contradict the onus of PSD2 and the innovations it seeks to
progress.
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In competition terms, either for existing or new entrants, there would presumably be some pressure either
commercially, or from a regulatory perspective to avoid super-profits in what is not necessarily a pure competitive
market with only some 20 Acquirers , so that all or the main part of this VAT recovery would be passed on to
merchants.

We are of course not asking you to take sides in any dispute, but rather in a review -where as you say acquirer costs
may have a bearing on charges to merchants- a wondered if you would be prepared to state your position on what
you might expect acquirers to do in competition terms, if they were suddenly flushed with some £0.25bn or more
p.a. of now recoverable VAT. Because they are adding it on their acquirer charges they recover the formerly
irrecoverable VAT on their cost base - and the majority of merchants can claim VAT charged by the Acquirer back as
well , as they too charge VAT and it is borne ultimately by you and me when we buy goods and services at the retail
trade stage. The idea of VAT is that it is not a cascade tax favouring vertically integrated producers, but is neutral viz
a viz integrated and non-integrated verticals. That happens in terms of tax incidence by operation of the deduction
mechanism so that sectors with a number of vertical non-integrated stages are not at a disadvantage, if they
charge output VAT downstream they can recover input VAT on their upstream input costs..
If however ‘there is irrecoverable VAT and that too is passed on by the retailer to the final consumer , the
latter do not just bear the £0.25bn passed on from acquirer to merchant, but 20% on top that’s another
£50million !

Best wishes
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