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Kia ora
Official Information Act request 25.265

Thank you for your email dated 22 June 2026 asking for the following information under
the Official Information Act 1982 (the Act):

“1. Any documents, data, analysis, or modelling used, consulted, or relied on by
the Commission in concluding that the proposed interchange fee caps move
interchange fees towards "more efficient levels" and promote allocative,
productive, and dynamic efficiency, as stated at paragraphs 2.15-2.17 of the
Draft Decisions Paper, including any detailed methodology for assessing
these efficiency claims.

2. Anydocuments summarising the evidence relied on by the Commission in
forming the view that "reducing interchange revenue to more efficient levels,
still provides incentives for smaller and challenger issuers to compete"” as
stated at paragraph 2.18 of the Draft Decisions Paper, including any analysis
of the competitive effects on small and challenger issuers.

3. Anydocuments, data, or analysis used, consulted, or relied on by the
Commission in reaching the conclusion that regulation of Mastercard and
Visa will not result in significant substitution to American Express, as
discussed at paragraphs 2.42, 3.23, and 3.32 of the Draft Decisions Paper,
including any data on American Express's market share in New Zealand and
Australia and any comparative analysis of market conditions.

4. Anydata, or analysis used, consulted, or relied on by the Commission in
reaching the conclusion that New Zealand market conditions "differ
materially" from Australian market conditions with respect to American
Express's ability to gain market share, as referred to at paragraphs 3.23 and
3.32 of the Draft Decisions Paper.

5. Anydocuments, data, analysis, or modelling used, consulted, or relied on by
the Commission in deriving the 0.20% premium applied to commercial
credit interchange fees above personal credit interchange fees, as set out at
paragraphs 3.7, 3.7.1, 8.7.2, and 3.2873.33 of the Draft Decisions Paper,
including the calculation methodology for the 0.10% component attributed
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to higher fraud prevalence and administrative costs and the 0.10%
component attributed to market stability and Australian benchmarking.

6. Anydocuments summarising the methodology used by the Commission in
calculating the credit premium over debit transactions, including any
quantification of the "greater value to merchants through fraud-related
protections"” referred to at paragraph 3.37 of the Draft Decisions Paper.

7. Any documents summarising the methodology used by the Commission in
deriving the premium on commercial credit products over consumer credit
products based on merchant benefits, as referred to at paragraph 3.39 of the
Draft Decisions Paper, including any data or analysis obtained through
"stakeholder engagement"” on this point.

8. Anydocuments, data, or analysis used, consulted, or relied on by the
Commission in reaching the conclusions at paragraphs 3.57-3.59 and 3.62-
3.63 of the Draft Decisions Paper regarding the two steps labelled "Step 3" of
the methodology for setting foreign-issued credit interchange fees, including
any evidence for the Commission's statement that there is no "additional
benefit beyond what already exists for foreign-issued personal credit cards”
and any basis for applying a zero premium for commercial versus consumer
foreign-issued cards.

9. Anydocuments recording or summarising the estimation methodology used
by the Commission in deriving the difference between the estimated $40
million in merchant service fee savings and the estimated $50 million in
interchange fee reduction (ie the acquirer pass-on cost), as stated at
paragraphs 4.2-4.3 of the Draft Decisions Paper.

10. Any documents, data, or analysis used, consulted, or relied on by the
Commission in forming the expectation that merchants will pass on the
benefits of lower merchant service fees to consumers, as stated at
paragraphs 4.8-4.10 of the Draft Decisions Paper.

11 Any documents, advice, analysis, internal or external communications
related to or relied upon for the proposal to cap interchange fee rates with
reference to a 1 December 2025 commercial rate (described at paragraph
3.2 of the Draft Decisions Paper), including any consideration or assessment
of the impact of this proposal, particularly in respect of the card schemes.

12. Any documents, data, analysis, or modelling used, consulted, or relied on by
the Commission in concluding that commercial credit interchange fees were
"unreasonably high" in July 2025 including any comparison or analysis of
interchange levels against issuer costs and merchant benefits.”

Our Response
As discussed with on 7 July 2026, much of the
information within scope of your request has been redacted and/or withheld due to the

confidential nature of the information, or to protect the free and frank expression of
opinions within the Commission.
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There are 59 documents in scope of your request. Eight are released with some
information withheld, three are refused and the remainder are withheld in full. Please
see the document schedules attached as Annex 1 and Annex 2 for full details.

The following sections of the Act have been used:

9(2)(b)(ii) to protect information where the making available of the
information would be likely unreasonably to prejudice the
commercial position of the person who supplied or who is the
subject of the information

9(2)(ba)(i) to protect information which is subject to an obligation of
confidence or which any person has been or could be
compelled to provide under the authority or any enactment,
where the making available of the information would be likely to
prejudice the supply of similar information, or information from
the same source, and itis in the public interest that such
information should continue to be supplied

9(2)(g)(i) to maintain the effective conduct of public affairs through the
free and frank expression of opinions by or between or to
Ministers of the Crown or members of an organisation or
officers and employees of any public service agency or
organisation in the course of their duty

18(d) the information requested is or will soon be publicly available

With regard to the information that has been withheld under section 9 of the Act, | am
satisfied that the reasons for withholding the information at this time are not
outweighed by public interest considerations that would make it desirable to make the
information available.

Further information
We hope this response has been helpful.

If you have any questions about this response, please do not hesitate to contact us at
oia@comcom.govt.nz.

If you are not happy with our response, you have the right to complain to the
Ombudsman. Information about how to do this is available at
www.ombudsman.parliament.nz.
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The Commission will publish this response on our website as part of our proactive
release process. Any personal information will be redacted prior to publication.

Nga mihi nui

Irené Kilford
Senior Advisor | OIA & Information
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Annex 1 Document Schedule

Doc # | Title/Description Decision on Release

Question 1:

1 Expert Report by Wilko Bolt “The Retail Refused under section 18(d)
Payment System in New Zealand:
Efficiency, Pricing and Competition”.
Dated December 2023. The documentis
available here: Report September-2023-
.pdf

2 Report by Amelia Fletcher “Literature Refused under section 18(d)
Review on Competition, Efficiency and
Surcharging in the Retail Payment
System”. Undated. The document is
available here: Literature review

Question 2:

3 Memo to Market Regulation Committee Released with some
to Payments Team dated 27 January information withheld under
2026. Subject Commercial Credit Cards sections 9(2)(ba)(i), 9(2)(b)(ii)
Interchange Fee methodology and 9(2)(g)(i)

4 Memo to Market Regulation Committee Released with some
from Payments Team dated 24 March information withheld under
2026. Subject: Proposed draft position for | sections 9(2)(ba)(i), 9(2)(b)(ii)
commercial credit interchange fee and 9(2)(g)(i)
regulation

5 Memo to Market Regulation Committee Released with some
from Commercial Credit Team dated information withheld under
February 2026. Subject: Commercial sections 9(2)(ba)(i), 9(2)(b)(ii)
Credit—Step 3 - Considering Issuer Costs | and 9(2)(g)(i)

6 Memo to Market Regulation Committee Released with some
from Commercial Credit Team dated information withheld under
March 2026. Subject — Commercia Credit | sections 9(2)(ba)(i) and
—Step 2 - Considering the New Zealand 9(2)(b)(ii)
Context

7 White paper from Mastercard: The state Refused under section 18(d)
of commercial card acceptance 2025.
The document is available to download
here: whitepaper
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Questions 6 & 7:

8 Memo to Market Regulation Committee Released with some
from Payments Team dated 19 February information withheld under
2026. Subject: Update on merchant sections 9(2)(ba)(i) and
engagement - Commercial credit cards 9(2)(b)(ii)
interchange fees

9 Memo to Market Regulation Committee Released with some
from Commercial Credit team dated information withheld under
February 2026. Subject: Domestic sections 9(2)(ba)(i), 9(2)(b)(ii)
Commercial Credit — Step 3 —Merchant and 9(2)(g)(i)
Benefits

10 Memo to Market Regulation Committee Released with some
from Commercial Credit Team dated information withheld under
February 2026. Subject: Foreign Issued sections 9(2)(ba)(i), 9(2)(b)(ii)
Commercial Credit — Step 3 - Merchant and 9(2)(g)(i)
Benefits

Question 8:
Refer to document 5 from Question 2
above
Refer to document 8 from Questions 6/7
above

Question 11:
Refer to document 4 from Question 2
above

Question 12:

11 Memo to Payments Division from Released with some

dated 27 May 2025. Subject information withheld under

Domestic commercial credit cards — sections 9(2)(ba)(i) and
recommendation to leave unregulated 9(2)(b)(ii)
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Annex 2 Document Schedule for Withheld Documents

The documents listed below are a mixture of emails, excel spreadsheets, file notes and
word documents. Although not individually dated, they are all from the period between
September 2025 and January 2026. All business hames from the document titles are

withheld under section 9(2)(ba)(i) of the Act.

Title/Description

Grounds used to
withhold

[withheld] meeting 3 Oct 2025 - file note

[withheld] Commercial Cards Response October 2025

CONFIDENTIAL - COMMERCIAL CARDS [withheld] Cards Response
December 2025 - response to information request

[withheld] - Response to additional questions on submission (from
last year’s interchange work)

[withheld] - Request for Information — Fraud and Credit Loss Trends
for Commercial Credit Cards

Quarterly meeting file note 12 September 2025

[withheld] response to ComCom questions 26 Sept 2025 (NB
password protected) - response to information request

[withheld] /ComCom: Request for Information — Fraud and Credit
Loss Trends for Commercial Credit Cards

[withheld] email: Request for Information — Fraud and Credit Loss
Trends for Commercial Credit Cards

[withheld] email: Request for Information — Fraud and Credit Loss
Trends for Commercial Credit Cards

[withheld] email: Request for Information — Fraud and Credit Loss
Trends for Commercial Credit Cards

[withheld] initial discussion on commercial credit cards filenote -
08.10.25

[withheld] Commercial credit responses - 17.11

[withheld] Request for Information — Fraud and Credit Loss Trends
for Commercial Credit Cards

[withheld] email RE: Following up on Wednesday's commercial
creditinterchange discussion [CCNZ-IMANAGE.FID327787]

[withheld] email Re: Request for Information — Fraud and Credit
Loss Trends for Commercial Credit Cards

[withheld] initial discussion on commercial credit cards file note -
26/09/25

[withheld] Commercial cards: submissions

[withheld] CONFIDENTIAL email Re: Request for Information -
Fraud and Credit Loss Trends for Commercial Credit Cards

[withheld] email RE: Following up on our interchange fee decisions -
commercial cards

CONFIDENTIAL Filenote — [withheld] Meeting - 15/12/2025 -
commercial credit cards

9(2)(ba)(i) & 9(2)(b)(ii)
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Title/Description

Grounds used to
withhold

Filenote — [withheld] Meeting 15/12/2025 - commercial credit cards

[withheld] File note - meeting 10 Oct 2025

[withheld] email: RE: Following up on our interchange fee
regulations - commercial credit cards [CCNZ-IMANAGE.FID327046]

[withheld] email: RE: Following up on our interchange fee
regulations - commercial credit cards

[withheld] discussion on commercial credit cards, trade accounts,
other topics file note - 25.09.25

[withheld] filenote -Dec 2025

Email re [withheld] documents [CCNZ-IMANAGE.FID469375]

[withheld] email Re: Commercial Credit Card Payments —following
up on our interchange fee regulations & seeking the right contact
[CCNZ-IMANAGE.FID464678]

[withheld] meeting 29 Jan 2026 File note

[withheld] email FW: Following up on our interchange fee
regulations - commercial credit cards

[RESPONSE] Commercial credit cards - Questions from the
Commerce Commission to [withheld] (5715943.1) - ATG.docx

File note — [withheld] Meeting 08/01/26

[withheld] email RE: Quick Request— Commercial Credit Card
Interchange Fees [CCNZ-IMANAGE.FID442014]

CONFIDENTIAL - share of spending by merchant segment

[withheld] Fraud Data

File note - ComCom / [withheld] - Pricing paper - 26 August

Email RE: ComCom/ [withheld] discussion re interchange fee
consultation paper

CONFIDENTIAL [withheld] - ComCom Interchange Analysis

Spreadsheet: [withheld] x critical loss analysis

[withheld] Email RE: Following up on our interchange fee decisions -
commercial cards [CCNZ-IMANAGE.FID326869]

CONFIDENTIAL [withheld] - Submission on Retail Payment System -
Consultation on Costs to businesses and consumers(5250339.1)

Spreadsheet: Pass-through wt avg unblended share

Spreadsheet: IN CONFIDENCE Draft Decision Impact Charts

Spreadsheet: Surcharging analysis

Spreadsheet: CONFIDENTIAL Reprice estimates compliance data

9(2)(ba)(i) & 9(2)(b)(ii)

IN-CONFIDENCE - Considering application of a freeze in our draft 9(2)(ba)(i), 9(2)(b)(ii)
decision (Word document) and 9(2)(g)(i)
9(2)(ba)(i), 9(2)(b)(ii)
)

Analysis — Commercial (Word document)

)
and 9(2)(g)(i
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b COMMERCE Document 3

(« _ commission
Y J 4

Te Komihana Tauhokohoko

Proposed commercial credit card interchange fee
methodology - Memorandum

Subject: Commercial credit cards interchange fee
methodology
To: Market Regulation Committee
From: Payments Team
Date: 27 January 2026
Classification: In Confidence
Purpose

1. The purpose of this memo is to seek feedback on ourearly thinking for.the commercial
credit interchange fee methodology.

Recommendations

Itis recommended that the Market Regulation Committee

2. Note the proposed methodologicalapproach to setting.commercial credit card interchange
fees; and

3. discuss feedback on the commercial credit.card interchange fee methodology.

Background and context

4. InourlJuly 2025FinalDecision and Reasons Paper, we outlined our methodological
approach to setting interchange fee caps. The methodology we applied determined whether
interchange fee caps would change, and to what extent, for different transaction types.

5. This methodology included three steps:
ar=Consideringilbenchmarks, including the current rates in New Zealand

b. Considering the New Zealand context with respect to international comparator
benchmarks

c. “Considering the relevant costs and benefits for issuers, merchants and cardholders.

6. Thisimethodological framework was applied to all transaction types processed through
Mastercard and Visa networks, including commercial transactions. We elected to use a
benchmark approach — with considerations given to other factors such as relevant cost and
benefits — instead of other methodologies such as a merchant indifference test or a pure
cost-based approach. The merchant indifference test was not suitable to apply to the New
Zealand payments market due to Eftpos being the best comparator, which would have
suggested interchange fee caps be set close to zero. While we gave consideration to costs



we deemed relevant, a pure cost-based approach was also rejected due to little support for
it in the economic literature and theory.

7. Due to alack of commercial credit card regulation in international comparators and some
submitted evidence on the distinct characteristics of the commercial credit card market,
compared to personal, we were unable to determine, with sufficient confidence, what the
most optimal interchange fee cap would be. Although some information was available,
sufficient analysis of the commercial credit card market could not be completed within the
timeframe.

8. s9@)
Z,
Therefore, we committéd to revisit
commercial interchange fees, which we described as being too highgwhenmwe had more
information.’

9. Since the Final Decision we have received further information,on the commercial credit
card market. The Australian caps are also a more appropriate'cemparatorthan before, with
the considerations given for setting their caps now wider than issuer costs. Following these
developments, we are now revisiting the task of setting.caps'on commercial'credit
interchange fees.?

The three-step methodology

10. In revisiting commercial interchange fees, we are not intendingito apply a different
methodology to the one in our July decision.dnstead, we willbaddress the past difficulties by
using new information we have gathered and limiting the'reliance on international
benchmarks (step 1 of the methodology). We notethere are potentially four product caps
for commercial credit carddnterchange — domestic and foreign-issued, and in-person and
online for each.

Step 1 - Benchmarks

11. In the first step, we will considér international benchmarks and the current rates for
commercial interchange feesin New Zealand. Australia is the only jurisdiction that
regulates commercial interchange fees with a cap. In our July decision, we used Australia
as a sense check only due toitheir different and more complex system of weighted average
benchmarks, their reliance on a cost-based approach, and the RBA’s impending review of
theirinterchange caps levels. We now have the benefit of having more information about
their post-review caps and a better understanding of their methodology which remains
cost-based but allows for wider considerations and seeks to reduce complexity by

Commerce Commission “Interchange Fee Regulation for Mastercard and Visa Networks - Final
Decision and Reasons Paper” (17 July 2025), p8

2 Commercial debit interchange fees are capped at the same level as personal debit interchange fees.
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removing the weighted-average benchmark for credit.® This allows us to use Australia as a
comparator jurisdiction to benchmark against, without changing our view of the validity of a
cost-based approach to setting interchange caps. The RBA’s review of their interchange
caps has also provided us with further useful information in the form of submissions on
their consultation paper and proposed interchange caps.

12. While the EU was our primary comparator benchmark in our July decision, commercial
interchange fees are not capped through regulation there. Therefore, the commercial credit
interchange rates in the EU cannot be benchmarked against or used as a robust sense
check. However, we will consider the current rates for commercial interchange fees in the
EU and UK.*

13. Itis important to note that, while the EU rates were used as a starting paintin our July
decision, other considerations in steps 2 and 3 led to substantial deviations from the’EU
rates for most transaction types. For example, although the EU caps interchange for
personal credit transactions at 0.30%, we decided on 0.30% for in-person transactions;but
a substantially higher 0.70% for online transactions. Therefore, although Australia is the
benchmark for commercial credit, other considerations mean-we.are not bound by it.

14. Although unregulated in the EU and UK, there has beendndications that the current
commercial credit interchange rates charged there are also consideredtoo high. For
example, in June 2025, the Competition Appeal Tribunal of England,\Wales found
commercial credit card interchange fees were excessive.sw 9(2)(b)(ii)

\\h\ere we are‘referring to observed unregulated
market rates, we will give further consideration to how:these are contextualised and what
weight we give them.

3 The RBA’s July 2025/consultation papér proposéd caps for commercial interchange at the same level as
equivalent personal transaction types due to the RBA finding issuers costs to be similar.
s 9(2)(ba) (g () O Q‘
/’ v \\ RBA Consultation Paper

available atihttps://www.rbaigov.au/payments-and-infrastructure/review-of-retail-payments-

regulation/2025-07/consultation-paper/interchange-fees.html (weighted-average benchmarks

discussed p 30, commercial credit cards discussed p 35-37.)

4We have requestedi,commercial interchange fee data from the European Commission (EU) and the
Payment Systems Regulator (UK) but have not been able to acquire it as this data is not collected by
either regulator. Instead, we have taken rates from Mastercard and Visa’s websites to show the
range of interchange fees charged for commercial transactions.

5 Competition Appeal Tribunal, 27 June 2025, para. 353. Found at
https://www.catribunal.org.uk/sites/cat/files/2025-
06/151711722%20%28UM%29%20Merchant%20Interchange%20Fee%20Umbrella%20Proceeding
$%20-%20Judgment%20%2027%20Jun%202025.pdf

6s 9(2)(ba)(i), s 9(2)(b)(ii)
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15. While there are fewer comparator jurisdictions that regulate commercial interchange fees
than for personal, step 1 will still provide the useful framing and starting point for our setting
of caps. The tables below show the rates and rate ranges in each jurisdiction collected to
date:

Table 1: current market rates or caps in NZ and comparator jurisdictions

Current NZ Australia Proposed Current EU | Current UK
market rates | caps Australia caps’ | market market rates®
rates®
Domestic
In-person 0.45% - 2.20% | 0.50%, max | 0.30% 1.25-1.90% | 1.30=1.90%
commercial 0.80% (MC) (MC)
credit (0.45%-0.80%
strategic §9(2)(ba)i); s 9@ [0.30 —2.00%%{,0.30="1.90%
] merchants, N (Visa) (Visa)
Online ) industry, govt
commercial | 5.4 recurring; A
credit 1.95% - 2.10% .
standard;
2.20%
premium)

Foreign-issued

In-person 1.85% - 2.30% | Uncapped| 0.40% N/A™ N/A™
commercial QZ)(Ea)(i), s 9(2)(b)(ii)

credit )

’ Preferred option proposed in RBA Consultation Paper, see policy 2 and policy 4, p 66.

8 Mastercard, https://Wwww.mastercard.com/europe/en/business/support/merchant-interchange-
rates:html and Visa,
https://www.visa.co.uk/content/dam/VCOM/regional/ve/unitedkingdom/PDF/fees-and-
interchange/april-25/intra-eea-apr25.pdf

® Mastercard, https://www.mastercard.com/europe/en/business/support/merchant-interchange-
rates.html#accordion-08b17bb319-item-53b8fdf58c and Visa,
https://www.visa.co.uk/content/dam/VCOM/regional/ve/unitedkingdom/PDF/fees-and-
interchange/april-25/uk-apr25.pdf

% EU interregional commercial credit card rates are not required to be published and are therefore
unavailable publicly.

" We understand that UK interregional commercial credit card rates are also not required to be
published.
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Online 1.50%
commercial
credit [Cl: as above]

Table 2: effective rates (weighted averages) in NZ and comparator jurisdictions

Nz Australia EU weighted | UK weighted
weighted weighted averages' averages'®
averages'? averages'®

<
ND

In-person
commercial
credit

v

wo A

Online
commercial
credit

Foreign-issued

In-person
commercial N/A (all foreign-
Online credit - A
commermal N/A
credit @

Step 2 - New Zealand Con%

Through our own research, we understand there is commercial credit
weighted-average data that has informed a 2024 EC study, but the data and findings remain
confidential as these are based on information provided by one scheme only, see p99
https://competition-policy.ec.europa.eu/document/65d4f65a-6b23-49¢c7-91cb-e5cd166a19ed en

MARKET REGULATION COMMITTEE Paper



16.

17.

18.

As in the July Decision paper, we will contextualise the interchange rates and caps observed
in comparator jurisdictions by considering differences between those markets and New
Zealand. Some characteristics of the New Zealand market that differ from comparator
markets have been raised by submitters as rationale for deviating upward from international
interchange benchmarks or disregarding them all together. By considering the New Zealand
context, we will address these arguments and also ensure that inferences taken from
comparator jurisdictions about the optimal level of commercial interchange is appropriate
for the New Zealand market.

Although fewer international regulated benchmarks are available for commercial
interchange in step 1 of our methodology, step 2 will serve the same purpose as in the July
Decision Paper. However, while important differences between the New Zealand payments
market and those of the benchmarked jurisdictions have been scrutinised,previously,
further evaluation of the differences between commercial payment markets will be'carried
out.
The following list of factors reflects current thinking and is subject to change as the team
continues to build out and test its draft position.

a. Key areas of interest — Domestic-issued commergial cards:

i. Scale and market share of commercial cards — smallshare of transactions
but a disproportionately large and'growing share'of.total interchange value in
New Zealand.

ii. Interchange levels and trends =relativelyhighiinterchange rates for
domestic commercial cards, § 9GO ARG

iii. Competitive neutrality and AMEX substitution risk — potential for migration of
commercial spend to AMEX if Visa/Mastercard commercial cards are
regulated inlisolation.

iv. Issuer market structure and.smallissuer viability — greater reliance on
interchange revenueforsmaller and New Zealand owned issuers, with
limited-ability to recover costs through interest income, scale, or global
diversification:

v. High proportion ofiSMEs in the New Zealand economy — NZ’s SME heavy
profile limits.comparability with overseas markets and affects both issuer
incentives and merchant outcomes.

vi. Limited substitutes for commercial cards —in house credit and other B2B
payment alternatives may be costly or impractical for many businesses.

N V)M)(i), s 9(2)(b)(ii)
N

viii.

b. Key areas of interest — Foreign-issued commercial cards:

i. Highreliance on inbound tourism relative to population size -
s 9(2)(ba)(i), s 9(2)(b)(ii)
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ii. Exposure of tourism and hospitality merchants to high fees - limited ability
to steer, surcharge, or refuse foreign issued cards, leading many merchants
to absorb costs.

iii. Limited effective alternatives for foreign issued payments — offshore bank
transfers and account to account options are often not realistic substitutes.

iv. Weak competitive constraints on foreign issued interchange - reduced
merchant ability to influence payment choice or negotiate pricing for cross

\0/ N‘

vi. Foreign issuer cost allocation and incentives —issuer,costsilargely borne

offshore, 5 2A2)HBA)0); S 92)(H)(H) ( \ . ,\

vii. Inbound AMEX commercial card spend — potential significance of foreign

AMEX commercial transactions, S @B SGEIH0 \~

border commercial transactions.
V. s 9(2)(ba)(), s 9(2)(b)(ii)

Step 3 - Costs and Benefits

19. Having parameters for an appropriate commercialiinterchangefee‘cap set out in steps 1
and 2, consideration of the relevant costs and benefitswill then determine the level of our
proposed cap. These are the issuer costs,attributable to theyprovision and operation of
commercial credit cards, and the'benefits enjoyed by merchants from accepting these
payment products.

20. We will consider the benefitsito merchants andbenefits to commercial credit cardholders
that are indirectly enjoyed’bymerchants:iHowever, while we will consider merchant and
cardholder benefits;we maintain that otherbenefits that are exclusively or
disproportionately enjoyed by commercial credit cardholders over merchants do not need
to be fully fundedvia interchanges

21. Although some benefits are more difficult to quantify than costs, these benefits will inform
our judgement on a premiumifor commercial credit transactions over the base rate (0.20%
forin-person debit) to strike the appropriate balance for where the funding for such benefits
should*come from. Thisspremium may, therefore, differ from that of personal credit
transactions and different premia may be appropriate for online and foreign-issued card
transactions:.

22. To give some examples of how we will apply this step of the methodology:
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We will consider potential market impacts of any cap set for commercial credit
cards, specifically effects on fintechs, small issuers and the market share and
competitiveness of American Express, all of which may have competition
implications. This will be achieved by ensuring relevant issuer costs are accounted
for which will mitigate impacts on businesses who use these payment products. The
impact of the commercial credit caps implemented in Australia will also provide a
useful example.’

Strategic merchant rates and recognition of the rationale for them to bet set at a
level sufficiently below the rates for non-strategic merchants will be considered %

when determining any premium.

In our July paper we stated the provision of credit allows consu
consumption and make purchases with greater flexibility butal

for a merchant's goods and/or services. In this assessm&

ces demand
the
credit provision to commercial credit cardholders induces and to@e
od

extent than for personal credit transactions, amon er paymentm

Also in this assessment, benefits to foreign-issue mercial cr%dholders
may be relevant if these are indirectly enjoye erchan

ide , including transaction
21 O tive cards issued. The data shows
onfor commercial credit cards than
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d. We have also received information on fraud and credit losses, in bps over the last
year, across a range of issuers."”

24. Regarding benefits for merchants, we have insights from
and from Also, insights from
issuers and schemes, among other stakeholders. This information includes insights on:

a. benefits of accepting commercial credit cards including in comparison to other

payment methods; (L
b. the scope for accepting alternative forms of payment from commercial customers %
and these customers' incentives; and @ q

expected future trends and views on appropriate interchange le

MARKET REGULATION COMMITTEE Paper



COMMISSION
” NEW ZEALAND Document 4

Te Komihana Tauhokohoko

(\‘ COMMERCE

Market Regulation Committee Paper

Subject: Proposed draft position for commercial credit
interchange fee regulation

To: Market Regulation Committee
From: Payments team
Date: 24 March 2026
Classification: In Confidence
Purpose
1. This memo provides our draft reasons and recommendations for including

commercial credit interchange caps in our pricingstandard. It includes the narrative
underpinning the draft decision and how itlis being positioned.in the draft reasons
paper. A summary of our analysis and recommendation/for each commercial credit
card interchange fee rate. Links are provided to the.full analysis recorded in separate
memos.

, SO0 Q - ?\
D A@

Executive summary — Draft decision on commercial credit interchange fee
caps

-

What we are recommending

3. Wesrecommend that the'*Commission issue a draft decision to amend the existing
pricing standard to introduce interchange fee caps for commercial credit card
transactions, covering both domestic and foreign-issued cards.
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Table 1 High level overview of our recommended draft caps

Product Proposed draft caps
Domestic In-person: 40-50 basis
commercial points
credit
Online /
card-not-present: 80—
90 basis points

Foreign-issued | In-person: 70 basis

commercial points

credit
Online / Q
card- not -p
basis p

Draft recommendation and rationale

Represents a small, proportionate premium
over domestic personal credit, retaining
established structural differences between
debit and credit (10bp) and between
in-person and online transactions (40bp). A
range is proposed to support Commissioner
judgement on where to set the.draft cap,

-

~ 4 Across the erimplied
weighted-aVerage interchang%
are'materially below current levels

broadly

W@ al benchmarks.

igned with the final foreign-issued
personal credit'caps, with no additional
cific premium. Reflects that

ed commercial credlt_

ene now.

terchange fees did not reduce. We explicitly invited schemes to
commercial credit rates. Since that decision, we have not observed

ul reduction in commercial credit interchange fees, prompting us to

OWsmn we signalled further intervention would be considered if




6. Stakeholder engagement since July 2025, including with merchants, _
I and overseas regulators, has reinforced that:

6.1 merchants value lower merchant service fees over commercial cardholder
benefits such as rewards, JIEEAUEEA® reporting tools; and (L

6.2 many of the benefits funded by commercial interchange accrue to %
cardholders, not merchants, and would not be purchased by merchants if q
unbundled.

7. On this basis, we consider current commercial credit interc eestob ve
efficient levels, reducing competition and efficiency in the'retail payme stem,and
justifying further regulatory intervention under the A

How we set the proposed caps

8. We apply the same three-step methodolog e Jul ecision. This
involves exercising judgement across be ,the N and context and
relevant issuer costs and merchant b i

Domestic commercial credit \

9, We start from New Zealand’ isting regulat cture, which remains the most

robust anchor:

9.1 20BP / 60BP or, omes@ﬁial debit;

9.2 a 10BP i&redit@c ; and

93 a % ift for oQtra sactions.

Int W , Aust vides the most meaningful comparator. Australia’s

p@ framevNW plies commercial credit rates materially below current
wi

alanddevels, a weighted-average benchmark of around 50bp and a

10.

p. While New Zealand-specific factors SO@Gajirso@mi

mum
\N% y some caution, they do not support current rates exceeding /i

11. \N fore propose a range of 40-50BP (in-person) and 80—-90BP (online) to:
Ql.l

O 11.2




12. The proposed range also reflects feedback that the caps proposed in the December
2024 Draft Decision (domestic - 20BP in person, 40BP online) which matched to the
personal credit proposed caps were likely too low. Since then, we have gathered
additional information on issuer cost, fraud and market data and merchant benefits
and consider a cap slightly above the domestic personal credit caps to be more
appropriate.

13.

14.

15. To support judgement between these optio ~ pI|ed -average
interchange rates are included in Table 4 se ch tive to current
weighted averages and comparator mes. W g Committee direction

on where within this range the d ision sh

Foreign-issued commercial credit

16. For foreign-issued tra he evi earer. In our December 2024 draft
decision, we propo relg mmercnal credit should be aligned with
foreign-issued per redlt on asis that we did not have sufficient evidence
to justify a diff n bet two. While commercial cards were ultimately
not regulatéed in‘the July eC|5|on the underlying rationale for alignment
has not ¢ hat nged is the level of the foreign-issued personal credit

t

ap w n the i ision, to which we now propose to align.
2@ssued commercial credit:

merchant benefit relative to foreign-issued personal

fraud risks, processing costs and chargeback
exposure to personal credit; and

QQ? represents a very small share of global issuer portfolios, meaning NZ-specific

impacts on issuer incentives are negligible.




18.

The substantial premia already applied to foreign-issued personal credit @ =saan
" higher fraud risk, cross-border processing costs and limited alternative payment
?pﬁons faced by foreign cardholders. Applying an additional commercial-specific
premium would risk double-counting these cost drivers. Accordingly, consistent with
the approach signalled in the December 2024 draft decision, we propose full
alignment of foreign-issued commercial credit interchange caps with the final
foreign-issued personal credit caps.

Table 2 Expected impacts

Interchange fees Merchant service fees

Domestic Estimated reduction of $43—49
commercial million per year for domestic
credit commercial credit.
Foreign-issued Estimated reduction of ~¥$11 million
commercial per year for foreign-issued
credit commercial credit.
19. We acknowledge uncertainty around\pass-throughparticularly given recent scheme

repricing, growth in blended pricing models and limited visibility over pass-through
where merchants contract via intermediaries SSQIBAIFSIRBIT We have
sought further informationffrom acquirers to stréngthen this assumption and will
reflect this uncertainty transparéntly indhe draft decision.

Implementation period

20.

21

We propose a minimum three-month implementation period, targeting a November
2026 go-live, alighed with the system-wide release cycle. This approach is intended
to minimise/operationakdisruption, allow acquirers to reprice once across domestic
and foreign-issued transactions and avoid delaying merchant benefits. However, we
recognisethat commercial credit cards are currently unregulated. Our July 2025
decision allowed longer implementation periods and stakeholders strongly contested
implementation timelines previously.

Accordingly, this is a draft position only. We expect substantive submissions on
implementation and will retain S9@2)@0"

A\ 4 ]




Table 3 Key risks and mitigations

Risk How we have addressed it

Caps set too low We recognise uncertainty around issuer responses at lower cap
could create levels, given SME reliance on commercial credit cards. We have
uncertainty therefore used a cap range to support judgement and will test these
around issuer risks through consultation, including targeted engagement with
responses in an SMEs and issuers, to better understand the likely market response.
SME-concentrated

market '
/ V4 'Q
Schemes offset We have assessed and modelled this risk using co W ™
reductions by monitoring data (Attachment B). Under acon
repricing lower scenario, around F92ERTSSR6)
interchange fee offset, although matenal net reductions remain’
rates well-calibrated maximum cap, suppenhancw- -
and transparency, is fit for purpose at this stage, with to
consider additional tools if repri materiall ermines
outcomes.

delling. AMEX’s

Migration to We have assessed th|s CI"ItIC
ial cr needtorise

AMEX increasing [B G100 domestlc co
merchant costs ]
We will continue to monitor

AMEX ac nd transaction trends.
i . QA
Lower than We S d pas M\‘assumptions using updated
expected MSF mo&g data gagement with acquirers, while
pass-through dgmg ainty due to blended pricing and

’i ermedi pose enhanced post-implementation
nitori merchant service fees and related charges to assess
reall rough.

Compressed assessed implementation risk based on engagement with
implementation che es, issuers and acquirers, and recent experience with repricing
creates system release cycles. The proposed minimum |mplementat|on
operational risk period is a draft position for consultation, with s 9(2)@)i

Overall assessment

0. On balance, the proposed draft caps:

22.1 materially reduce excessive interchange fees;



22.2 align commercial credit more closely with efficient cost and benefit
benchmarks;

22.3

22.4 are consistent with our statutory objective of promoting competition and

efficiency in the retail payment system for the long-term benefit of %L

merchants and consumers.

How we got here %

23. The rest of the document provides an overview of how we urrecommended
draft decision. It includes an overview of where we came ourratio f
intervention and the methodology behind our proposed recommendation.

Overview of our proposed draft caps and expected impact

24, This section provides a summary of our prop raft caps and the expected

impacts.
Table 4 Summary of our recommendec ¢ @I credit and impacts

Card type Payment Current Current Recommended Implied
method weighted draft position  weighted
: average average?
Domestic ‘contacted

el p=eEIS In-person - No change
debit® ss O

& ' ! ‘No change
Domestic T
commercia! B S0EE

credit \
Foreign- n-person OBP No change .

issued Onllw  140BP No change
commercial '

debit

person 110-240BP* 70BP

ans not currently regulated.
e calculated implied weighted averages for total domestic commercial credit and total foreign-issued
commercial credit using the percentage share of in-person and online transactions only as weights. We
O assume commercial credit card interchange fee rates for all merchants move to the recommended draft
caps. For domestic cards i of total domestic commercial credit transactions are in-person and [
are online. For foreign-issued commercial credit, the equivalent shares are [ See Attachment
B for more detail on impact calculation.

. Visa submitted that commercial debit cards for in-person transactions are [l
of total domestic commercial card transactions.

The above content withheld under sections 9(2(ba)(i) and 9(2)(b)(ii)



Foreign- Online 110-240BP* 1.99% 150BP
issued

commercial

credit

Impact to domestic commercial credit interchange fees*

Impact to foreign-issued commercial credit interchange fees

Estimated impact to merchant service fees (based on 90% pass-through)

25.

-$11m
-$54-49m

Figure 1 provides the estimated impact on card issuers interchange fee revenue
assuming the proposed lower rates.?

h to merchant service fees

e are less confident in applying a 90% acquirer to merchant pass-through rate. This
is because:

Our impact estimates are derived from transaction values and interchange fees for the 12-month period
between Dec 2024 and Nov 2025. The estimates exclude any potential changes driven by schemes in
interchange fee rates for unregulated card types (for example, domestic prepaid) or regulated card types
where the observed weighted-average interchange fee rates are currently below the caps.

Based on monitoring data for the 12-month period December 2024 — November 2025.

-549-43m

S



26.1 We received initial feedback from acquirers that schemes are rebalancing
interchange fees between Dec 2025 and May 2026. Increases resulting from
these changes will impact the overall interchange fee reduction and pass-
through rate.

26.2

26.3

26.4

26.5 We are uncertain whether ther een i Xp n other fees, including
scheme fees and acquireramar thoug&e peared to increase in
eer

other jurisdictions following chan?a ulation.
27. We have requested further ary information from acquirers to assess initial

gth ic cap implementation, including share
prici ue 27 March). This information will help
hrough estimate and impact on merchants

strengthen our.con

for the draft de
Where we fin@p

wit review of commercial cards last time
28. I uMber 2 aft decision, we proposed draft interchange fee caps for
(o] ial credit car
ision

paper

alongside other card types. However, in our July 2025 final
we ultimately decided not to introduce caps for commercial credit at that
ime. Alth considered interchange fees for commercial credit cards to be
excessi\ said we did not yet have sufficient information to determine an
appropriate cap. We noted that we planned to gather further information to support
i and may consult again on potential caps in a later process unless fees
QQeKase materially on their own.”

7

Summarised from X10 of our previous final decision and reasons paper.
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Further information gathering and evidence

29.

30.

31.

32.

Since that decision, our targeted engagement and updated monitoring have
strengthened the case for intervention and informed the level of the draft caps. We
have not observed material reductions in commercial credit interchange fees
following our July 2025 invitation to voluntarily lower rates. We have gathered
additional evidence through updated monitoring data, targeted engagement with
merchants, issuers and schemes. This included further analysis of fraud, cost drivers
and merchant acceptance benefits for both domestic and foreign-issued commercial
credit.

This work has improved our understanding of how commercial credit differs from
other regulated card types and the extent to which current interchangefees exceed
levels necessary to support efficient outcomes. While some uncertainty remains,

s 9(2)(ba)(i), s 9(2)(b)(ii) L4 \, we nowsconsider
there is a sufficient evidential basis to propose draft caps for consultation. This
evidence indicates that incremental issuer costs and'merehant benefits for
commercial credit are limited, supporting only a$small premium over personal credit
for domestic transactions and alignment with.personal credit caps for foreign-issued
transactions.

International experience since our July decision reinforces the case for intervention.
In Australia, the RBA’s 2025 consultation proposed significantly lower caps for
domestic commercial cards matching these to.personal credit and new caps for
international (foreign-issued) transactions (treatingwpersonal and commercial credit
the same) based on issuer costs and signallediremoving the credit weighted-average
benchmark.? In December2024 in the UK, the PSR found that once interchange fees
for certain transaction types fell outside.regulation, Visa and Mastercard increased
fees to unduly high levels without'cost justification, demonstrating the risks of
leaving fee categories unregulated.’

In June 2025, the UK Competition Appeal Tribunal found that Visa and Mastercard’s
defaultmultilateral interchange fee arrangements constitute unlawful restrictions on
campetition under UK and EU competition law. The Tribunal held that these default
feesioperate as non-negotiable price floors, shielding interchange fees from effective
competitive pressure. Importantly, the findings applied to commercial and
inter-regional card transactions, not only consumer cards. While the Tribunal did not
assesssthe,appropriate level of interchange fees, its findings underscore that
observed interchange rates cannot be assumed to reflect efficient pricing outcomes
in‘the"absence of regulatory constraint.

RBA “Review of Merchant Card Payment Costs and Surcharging” Consultation Paper (15 July 2025)
available at https://www.rba.gov.au/payments-and-infrastructure/review-of-retail-payments-
regulation/2025-07/pdf/review-of-merchant-card-payment-costs-and-surcharging.pdf?v=2025-07-14

PSR “Final Report of its Market Review into UK—EEA consumer cross-border interchange fees (MR22/2.7)”
(13 December 2024) available at https://www.psr.org.uk/publications/market-reviews/mr2227-market-
review-of-uk-eea-consumer-cross-border-interchange-fees-final-report/
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11

EU merchant evidence indicates that while consumer interchange fees are capped,
scheme fees and other uncapped wholesale charges have increased materially,
raising concerns that unregulated components of card pricing tend to trend above
efficient levels absent intervention.'° Taken together with New Zealand’s persistently
high commercial credit weighted averages, this new evidence base supports moving
now to consult on caps calibrated to efficient-cost benchmarks, while retaining an
open mind on final levels through consultation.

Use of submissions

34.

We did not apply a cap on domestic commercial credit cards as part of the July 2025
decision and our responses to submissions on domestic commercial credit were
limited. We have used the submissions, as well as engagement material/«ollected
since the July 2025 decision, to inform our analysis for this draftiposition.

Our approach to further interchange fee regulation

The problem - Why we are proposing further regulation_of interchange fees and how our
decision promotes competition and efficiency in the retail payment system

35.

36.

37.

38.

As set out in the preceding section, this assessment'is supported by updated
monitoring, targeted stakeholder engagement and internationalbevidence gathered
since our July 2025 decision. Together these provide a,stronger evidential basis for
intervention and inform the structure of the draft/caps proposed.

Interchange fees for commercial credit cards havemot decreased since our July 2025
decision and remain unreasenably high, resulting in merchants paying more than
reasonable fees for accepting Mastercard and Visa commercial card payments. These
elevated fees flow through.to higher merchant service fees which are ultimately
borne by all consumers through-higher retail prices or imperfectly applied
surcharges.

In decidingwhether to issue a pricing standard, we must consider whether there are
any features of the rétailipayment network, or any conduct of participants in the
network, that reduces or.are likely to reduce competition or efficiency.!! The
functions and. powers of the Commission must be exercised for the purpose of
promoting competition and efficiency in the retail payment system for the long-term
benefit of merehants and consumers in New Zealand.!?

Benchmarking shows domestic issued commercial card interchange fees are more
than'double those of domestic issued personal credit cards, despite similar issuer
costs'and merchant acceptance benefits.!® These rates are almost double the levels

10

11
12
13

Euro Commerce “Ten years after the Interchange Fee Regulation, we need new action to tackle new
wholesale price increases” (12 June 2025) available at
https://independentretaileurope.eu/storage/files/documents/250612-Coalition statement IFR-10-
year anniversary.pdf

Retail Payment System Act 2022, s 18(a).

Retail Payment System Act 2022, ss 4(1) and 3.

Weighted average interchange fees for domestic issued commercial credit cards are compared
with for domestic issued personal credit card.

Withheld under sections 9(2)(ba)(i) and 9(2)(b)(ii)



39.

40.

12

Content on this page withheld under sections 9(2)(ba)(i) and 9(2)(b)(ii)

observed in comparable jurisdictions such as Australia.'* Average interchange fees
for foreign-issued commercial credit cards is These high fees reflect features
of the Mastercard and Visa networks, where schemes compete for issuers by
offering greater cardholder rewards funded by interchange. This incentivises
interchange fee setting above efficient levels. The ‘must take’ nature of the schemes
further weakens merchant resistance.

In our view, merchants are paying a material premium for benefits they are unlikely
to be willing to pay for separately. For example, merchants may be willing to
contribute via interchange to support some availability of commercial,credit,
effectively replacing the need for merchant-provided credit. However, merchants
have little incentive to do so when it comes to rewards, 7, financial reporting
and data management services which are provided at no cost to,.the commercial
credit cardholder's business and offer no direct benefit tothe,merchant S@EIUSE@OHO

also indicated that lower interchange.was more important than
rewards and other benefits to most of its members.<Other.merchants{ig =

have since expressed similar views.

Together these features reduce competition and efficiency in.the‘retail payment
system and demonstrate a clear problem warranting further regulatory intervention.

How this decision promotes competition and efficiency in.the retail payment system

41.

42.

Our draft decision to cap interchange.fees forecoemmercial cards promotes
competition and efficiencyby reducing merchant service fees towards more efficient
levels and rebalancing how cardholder benefits are funded. Lower interchange fees
will ease cost pressuresion merchants:and,.reduce indirect costs funded by a wider
group of consumers than just those benefitting from commercial cards through retail
prices and surcharges. This draft decision, and its expected impacts, will be tested
through broader consultation to meet our statutory obligations and inform our final
assessment of the competitive and efficiency effects.

Bringing.interchange closer to efficient levels improves allocative efficiency by
ehcouraging more transparent pricing of nonpayment benefits bundled into
commercial credit cards, such as travel insurance. This may shift toward a more user
pays modeland strengthen competition with standalone products. The decision
enhances productive efficiency by lowering acquiring side costs and supports
dynamic efficiency by reducing distortions that currently favour established scheme
products'over emerging payment innovations. Overall, the intervention realigns
incentives within the Mastercard and Visa networks in a way that better delivers
long-term benefits for merchants and consumers.

14

Weighted average interchange fees for domestic issued commercial credit cards are in New
Zealand compared with in Australia.
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Our methodology for determining reasonable fees

™~

Starting with the o Considering the New Considering relevant

benchmarks 2 Zealand context costs and benefits

43.

44,

45.

We use a three-step methodology to set interchange fee caps that deliberately
avoids relying on any single factor. We begin with benchmarks, which include both
New Zealand’s current cap levels and those in comparator jurisdictions such as the
EU and Australia. These serve as an initial anchor only and are not applied rigidly.
From there, we place weight on the New Zealand context, recognising'domestic
market features and our final step considers relevant issuer costs and merchant and
consumer benefits.

These steps further shape the structure of the caps by-accounting for factors such as
fraud prevalence, differences between debit and creditproducts andthe value
merchants and consumers derive from card type‘and payment method. We
emphasise that determining appropriate caps.is a'balancing exercise requiring
judgement across all three steps, rather than giving determinative weight to any
single consideration.

We signalled that setting a pricing standard for interchange fees is a balancing
exercise that requires judgement invour July 2025 decision.*® This application of
judgement was alluded to by the schemes in their submissions on our draft decision
on interchange fees:

Mastercard “It is true that'there.is support'in the literature for the proposition that
interchange fees can be*too high” if left.unregulated. But the two-sided nature and general
complexity of payment.networks should give the Commission reason to be cautious when
pushing those'interchange fees. down.:.”18

Visa “Visa's objective is not to set interchange too high or too low, but rather to set
intefchange at'a level that'encourages the use and acceptance of digital payments and
sUpports economic growth: Set too high, this risks merchants not accepting digital payments
and alternative secure technologies; set too low, issuers will not have an incentive to
innovate (e.g., to issuespayment account credentials).”*’

15

16

17

Commerce Commission “Retail payment system — Interchange Fee Regulation for Mastercard and Visa
Networks — Final Decision and Reasons Paper” (17 July 2025), para 2.1.

Mastercard “Submission - Commerce Commission Draft Decision on interchange fee regulation for
Mastercard and Visa networks" (18 March 2025), p46.

Visa “Response to the Commerce Commission on Interchange fee regulation for Mastercard and Visa
networks - Draft Decision and Reasons Paper" (18 March 2025), p5.
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Considering a weighted-average cap to restrict card schemes from offsetting
reductions in overall interchange

We propose retaining a carefully calibrated maximum cap rather than introducing a
weighted-average benchmark at this stage. Modelling indicates that while some
repricing risk exists, material net reductions in interchange fees would still be achieved

under the proposed caps. A maximum-cap approach represents the most proportionate
and effective tool now, reducing excessive interchange while avoiding unnecessary
complexity and retaining flexibility to respond if repricing behaviour materially
undermines outcomes.

46. In considering how best to structure commercial credit interchan v-
assessed whether a weighted-average benchmark is required i ion to
maximum cap. The key concern is whether, without such nchmark, card schemes

could offset reductions in higher interchange rates by increasing lower, strategic or
industry rates that sit below the cap. This risk is not%cal.

47. Following our July 2025 decision, schemes initi priced a range oEtrategic and
industry rates, possibly increasing total inte i ese merchants
despite headline reductions in capped c !!I his repricing is ongoing,

and the schemes have since reinstate is experience

highlights the potential for repricing within and b aymaximum cap where
schemes retain sufficient pricing ibility.

48. To assess the scale and ma @ commercial credit, we modelled
alternative repricing scenarios,us nce data (Attachment B). This
analysis estimates that, ive scenario where schemes fully reprice

strategic and disc posed caps, approximately Se@EaOsEEO:
year of the gross.i ion for domestic commercial credit could be

offset.

49.

50. e%onsidered whether introducing a weighted-average benchmark, alongside
a um cap, would be a proportionate and effective additional constraint. A
eighted-average benchmark could further limit schemes’ ability to offset
ductions at the top end by repricing lower rates, particularly for strategic
O merchants. However, it would not prevent schemes from seeking to recover revenue

through other channels (such as unregulated card categories or scheme fees), nor
would it eliminate repricing incentives entirely.
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51 Implementing a weighted-average benchmark would also introduce material
complexity and regulatory cost. It would require ongoing access to detailed,
scheme-specific merchant composition and transaction-mix data, more frequent
recalibration and more complex compliance and monitoring processes. This would
reduce transparency for merchants, increase implementation risk and likely delay
the delivery of benefits. It would also represent a departure from our current,
consistent maximum-cap framework without clear evidence that commercial credit

presents a uniquely acute repricing risk relative to other card types. (L

ftiproposed caps for domestic commercial credit

Current range Current weighted Draft decision
average

39-200BP* 40-50BP

39-200BP* 80-90BP
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55. On balance we recommend a 10-20BP premium for domestic commercial credit
transactions benchmarked against domestic personal credit (+20BP on domestic
commercial debit and +10BP on domestic personal credit). This accounts for the
small uplift for fraud prevalence and costs associated with commercial credit
issuance and the administrative cost of alternatives if a merchant had to offer trade
accounts to accept commercial credit payments. Noting in-person payments make
up approximately| " of domestic commercial credit transactions and online
transactions make up approximately -.19 59(2)(ba)(i) and 9(2)(b)(ii)

56. We propose a range rather than a point estimate. This reflects residual uncertainty
about the potential impact of lower interchange fees

risk but may leave interchange fees higher than
outcomes for merchants.

57: Implied weighted-average interchange r et out i 1 to assist
ekin

judgement between these options. W.

gC direction on where
within this range the draft decisic@ be set.&\

Step One: Starting with the benchmarks S
-~

We benchmark domestic commercial credit caps using international context and New
Zealand’s existing cap structure. EU commercia! ciedit rates are unregulated and only
provide contextual insight. Australia offers the most meaningful comparator through its
clearer, post-review cost-based caps. New Zealand’s base rates - 20bp/60bp for
commercial debit, a 10hbp uplift for credit, and a 40bp uplift for online, remain the
foundation, reflecting issuer costs, credit risk and higher online fraud exposure.

Relevant Summary of consideration
benchmark

: : ‘ EU does not regulate commercial credit,
leav g only wide unregulated market rates that don’t align with NZ’s

Q egulatory objectives. Useful only as context, especially given concerns

in EU/UK that commercial interchange is excessive and may face future
regulation.

i Australia remains a useful comparator jurisdiction because we now have
tralia clearer post-review caps and a better understanding of its cost-based
methodology, which has been simplified by removing the
weighted-average benchmark for credit (with the domestic caps
remaining at current levels). This allows us to use Australia as a

1% Based on monitoring data for the period Dec 24 — Nov 25.
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sense-check, while still recognising that New Zealand may diverge due
to different market conditions and our broader methodology.

Base rates in Commercial debit 20BP/60BP - Already regulated and market specific;
New Zealand Credit products 10BP uplift — applied to reflect higher issuer costs, credit

58.

59:

risk and additional functionality of credit products; Online transactions
40BP uplift — retained to account for higher fraud risk and costs
associated with online transactions compared to in-person.

Our approach to domestic commercial credit interchange caps draws6n
international context, domestic settings, and the wider three-stepmethodology,
rather than relying on any single benchmark. EU rates offeronly contextuakinsight
because commercial credit is unregulated there and varies widely, although both*UK
and EU regulators are now considering intervention as'rates continue torise.

Australia provides the most relevant benchmark‘as the enly jurisdiction with
regulated commercial interchange, though New Zealand may stilkdiverge due to
different market conditions and methodology. Our existing.caps and structures -
20bp/60bp for commercial debit, a 10bp upliftifor credit, and a 40bp uplift for online
transactions remain the base parameters, reflectingrissuercosts, credit risk and the
higher fraud exposure of online payments.

Consideration of the caps set in the’European Union

60.

61.

The EU does not regulate commercial cfedit interchange fees, meaning there are no
formal caps that can-serve as’a benchmark.for New Zealand’s commercial credit cap
setting. Instead, only'market rates aré available which vary widely, with Mastercard
commercial crédit.interchange typically ranging from 1.25—-1.90% and Visa ranging
from 0.30-2.00%; reflecting the.absence of regulatory constraint, like the ranges
experiencedin New Zealand.

SYIUN/ N\
4 » N While EU
personal card caps informed parts of New Zealand’s July decision, we ultimately
deviated substantially from EU levels (eg, applying premia for online transactions).
Recent findings by the UK Competition Appeal Tribunal found that commercial
interchange fees were excessive and indications that both EU and UK authorities may
consider/future regulation, further support treating EU commercial rates as context
rather than guidance.

Conssideration of the caps set in Australia

62.

Australia is the only jurisdiction that currently regulates commercial interchange
fees, making it the most relevant external benchmark for New Zealand’s commercial
credit cap methodology. While previously used only as a sense-check due to its more
complex weighted-average system and pure cost-based approach, the recent RBA
review has simplified its methodology and provided clearer, post-review cap levels,
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allowing Australia to serve as a more meaningful comparator. Australia’s current
rates have also been in place for several years, allowing us to analyse the impacts
they have had on the commercial credit card market.

63. Current Australian caps for domestic commercial credit sit at 0.50% (weighted
average benchmark across all credit card transactions over a 12-month period) with
a maximum of 0.80%. While Australia’s approach provides valuable parameters, our
approach can diverge based on Steps 2—3 of our methodology, which account for
New Zealand market differences, issuer costs and merchant benefits.

Consideration for caps that already exist in New Zealand

64. We have considered current New Zealand caps and approaches:

64.1 Commercial debit cap of 20BP for in-person: Commercial debit caps have
been in place since the initial pricing standard. In our previous décision we
maintained the current domestic debit caps 16 provide reasonably.sufficient
margins for alternative payment providersiandismall issuer banksto compete.

64.2 Retaining 10BP premia for credit transactions: The 10-basis-point uplift on
debit is carried over from the Julyspersonal cards.decision, where the same
premium was applied to movedrom personal dehit to personal credit caps.
The rationale - higher issuer costs; credit risk and,additional credit
functionality applies equally.to commercial products. As a result, we apply the
same 10bp incrementte commercial debit.caps to create the base rates for
commercial credit.

64.3 Retaining 40BP premia for online transactions: The 40-basis-point
differential betWeen in-persen’and online transaction types comes directly
from thewexisting commercial debit caps. Domestic in-person debit is capped
at 0:20%,while domestic.online debit is capped at 0.60%, reflecting higher
fraudandrisk costsifor online payments. This same structural difference is
carried’over to.commercial credit, preserving the established 40bp gap
between in-person and online transaction categories.

65. This is supported by our decision memo available here.

Step Two: Consideration for the New Zealand context

NZ-specific features introduce downside risk, not a structural case for premia.
SME reliance on commercial credit creates uncertainty if caps are set too low, rather
than evidence that higher interchange is efficient. We manage this downside risk by

using a range internally to support Committee judgement on an appropriate proposed
cap for draft consultation. Other NZ-specific factors do not warrant adjustments beyond
those justified by issuer costs and merchant benefits.
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Relevant cost or Impact on determining an appropriate cap
benefit

Small issuer ability
to compete in
payments and
ultimately banking

High proportion of
SMEs in NZ

Market share of No or small downward pressure - Less releva equall r market

commercial cards share of commercial credit is growi d appears higher than
here versus rest of international comparisons althoug re unr

world

Giving the market
to AMEX

e not large enough and benefits
d cards.

Domestic corporate
travel patterns

structural and market c eristics that influence whether domestic commercial
cre 'Lvmuld i those applied elsewhere in the methodology. We have
idered our concentrated banking and card issuance market, the high proportion

, the market share of commercial credit here versus the rest of the world,
ole o Me and our domestic corporate travel patterns.
m

66. The New Zea nEconten’Q@tures unique to New Zealand that affect the

67. The X atter because they determine who bears cost burdens, how
competi pressure operates and whether NZ is sufficiently different from

x or jurisdictions (EU/UK/Australia) to warrant adjustments to premia
QQ?V d those justified by issuer costs or merchant benefits alone. When tested

rough this lens, we conclude that S9@BaES@EIE = relevant:
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67.1 Small issuer ability to compete — Reducing interchange fee revenue, reduces
small issuer and small banks’ ability to compete. A reduction in interchange
fees could cause issuers to withdraw products or scale back competition.
However, we do not consider commercial credit products to be typical entry
level products.

I
67.2 High proportion of SMEs and SME reliance on commercial credit cards -

Commercial cards are predominantly used by SMEs SS@BaHsa@) @) (L
T S

. Lowering commercial credit interchange
fees may reduce cardholder benefits. We want to reduce excessive

interchange fees while appropriately managing downside i

Ide& \
68. Other factors raised by stakeholders are considered not relevant to premia because
they either lack NZ-specific significance, are already essed elsewhere.in the
methodology, or do not affect the broader merc se.These in%
68.1 our market-share comparisons with risdicti hich are
unreliable due to structural differ Q
68.2 claims that regulating Visa/Master com Qdit would give AMEX
an unfair advantage — we consi he Ar&a currently remains low and
AMEX is still not a must tak for hants EEEIGAOISISEGIHN

v

uncertainty in a market with a high concentration of

68.3

68.4 rns, which are too narrow to justify system-wide

pr

Considering W

69.

<<\
X

20 Taken from our latest ongoing monitoring data from 1 December 2024 — 30 November 2025.
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Small uplift justified for relevant issuer costs. Commercial cards show slightly higher
fraud prevalence and marginaliy higher fraud loss rates.




Relevant cost

22

Impact on determining an appropriate cap

Fraud losses

Supports only a small uplift

Fraud prevention
costs

SN - Helps justify a small premium.

Decline rate risk

Minimal impact. No significant premium justified.

Cost of
alternatives

Supports av0|d|ng a very low cap but does not justi
premium -

Administrative and
operational costs

large positive
Provides some justification for a small pre

L %-«

Other relevant
cost differences

No downward adjustment justified;(c not mate ort a
higher cap either.

p 4

RBA cost study
(sense check)

Reinforces that any premi

€ sma

73. Relevant issuer costs for commercial e those that provide a clear
benefit to merchants or are neces r the functioning and sustainability of the
payment system. These incl
73.1 fraud losses an eventi where commercial cards show

slightly hlg eval and.marginally higher fraud loss rates;
73.2 decline hat link to fraud management;
73.3 viabl Qatlves (eg, Amex or merchant-provided credit); and
lstra inked to the more complex customer relationships and
ount struc of commercial card programmes.
74. ies mirror those used in the July Decision and generally indicate

ifference between commercial credit and personal credit products.

sts that are less relevant to setting an interchange premium are those that mainly
deliver value to cardholders rather than merchants, or that arise from choices in
product design rather than unavoidable system costs. These include extended
interest-free periods, reward schemes
These features are either excessive, discretionary, or should be funded through
issuer revenue streams other than interchange (eg, fees or interest).
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76. Credit losses are intentionally priced into issuers’ credit-product design and
therefore should not be funded by merchants. Because these excluded costs are
substantial drivers of commercial credit card product pricing today, removing them
from consideration reinforces that only a small, tightly scoped premium is justified
and prevents merchants from effectively subsidising cardholder benefits that offer
them little or no direct value. This is supported by our decision memo available here.

Step Three: Considering relevant merchant benefits

Small uplift justified for relevant merchant benefits. Outsourced provision of credit —

cost of alternatives (trade accounts) warrants small premium. May avoid thie merchant
bearing administrative cost and risk of running trade accounts.

Relevant merchant benefit

Network externality
benefits

Impact on determining an appropriate cap

No uplift justified as benefits (universal acceptance,
credibility of card payment qually t bita
personal credit. é _" l

Transaction processing
efficiency & speed

' Guaranteed payment &
settlement certainty

Fraud protection & security

Access to ine c

Vel \Y

merc

No uplift justified,€fficiency gains exist but are not greater
than those already.recognised for commercial debit and
personal credit,

Ndii shifts default risk from

Not aboanal C clvit.
m ts to issuers sonal credit already provides
ide ettleme inty.

Not'abovepersonal credit. Credit products generally offer
strongerfraud protections than debit. But commercial
credit offers no greater protection than personal credit.
Additional'risks relate to cardholders, not merchants.

- above personal credit. Credit enables broader online
cceptance where debit options remain limited. But
commercial credit provides no more online-commerce
benefit than personal credit.

Facilitation of higher value
transactions

utsourced provision of
dit — cost of alternatives
de accounts)

No uplift justified. Higher average spend is already
captured through ad valorem pricing, not a justification for
higher interchange.

Warrants small premium above personal credit as

merchants do not need to provide credit terms to trade
customers coupled with the volume of repeat customers
and transactions. May avoid the merchant administration
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cost and risk of running trade accounts,?lincluding debt
collection activity in the event of payment defaults.??

Outsourced provision of No uplift justified. Most commercial cards are paid in full
credit — potential to induce | and revolving balances are limited. Spending is constrained
additional demand by employer controls, therefore little incremental demand

il

78.

79.

beyond personal credit.

Merchant benefits are benefits that merchants directly receive from accepting
domestic commercial credit cards, assessed relative to the benefits they already
receive from commercial debit and personal credit. A merchant benéfit.is only
relevant to additional interchange premia if it reduces merchant ¢ost; operational
complexity, or risk, or if it increases the merchant’s ability to make'a'sale over‘and
above the existing card types with capped interchange. Givén this; only a smallset of
benefits meet the threshold.

We consider domestic commercial credit offers merchants'more value than
commercial debit through guaranteed payment@and’settlement certainty,
fraud-related protections inherent to credit products; access.to online commerce,
and avoiding the cost of operating trade accounts. Thesefeatures shift default risk
away from merchants, support remote.and'digital transactions and reduce the
administrative and financial burden of managing créditrelationships. This justifies a
small premium over commercial debit.

Relative to personal credit/we consider that there a small premium is warranted to
account for the administrative cost of establishing and running trade accounts.
However, we do not considerthat a premium over personal credit is warranted from
the outsourced provision of credit indacing additional demand. This is because:

79.1 credit proyvision to small business commercial credit cardholders may induce
demand but it is likely'to be similar to characteristics of personal credit due to
similar.collateral used\to cover defaults for small business commercial credit
and.personal credit, and

79.2\ sadditional merchant demand induced by credit provision to large business
commercial’cardholders is constrained by limits — both expenditure and type
of transaction - imposed at the corporate level.

21

22

Mastercard submission at p 26 stated that while alternatives to commercial credit cards may have lower
direct costs to the merchant, there may be higher administrative costs and challenges with payment
delays and defaults.

5 9(2)(ba)(i), s 9(2)(b)(ii)
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80. Other claimed benefits do not justify any premium, because they either do not
exceed what personal credit already provides, are cardholder benefits

81. We have found no evidence that commercial credit outperforms personal credit on
these dimensions. Many touted advantages such as rebates, expense management %

tools, reporting, virtual-card functionality and loyalty benefits are value-added

services for cardholders, not the merchant. Therefore, these should/hot-be funded

by merchants through interchange. This is supported by our deci o) availak
here, with cardholder benefits outlined in more detail at An& t m&

Foreign-issued commercial credit transactions

Recommended
draft decision

BP — same as
personal credit

Foreign-issued
commercial credit — In-
person

Foreign-issued
commercial credit —

150BP — same as
personal credit

online
82. We propose aligni% -issuthercial credit interchange caps with those
already applie f n-iss nal credit, meaning no additional
commercialssp c premi ied. This reflects that:

82.1

: he relevant benefits, access to international customers with limited
alterna nd elevated fraud-risk protections, are already fully recognised
&ting foreign-issued personal credit premia.

82.Qu r costs for foreign-issued commercial cards are already fully accounted

r in the foreign-issued debit and personal credit caps and foreign-issuer
incentives do not justify additional premia. NZ transactions make up a very
Q small share of global issuer portfolios, so aligning foreign-issued commercial

credit caps with personal credit caps is unlikely to impact issuer willingness to
O allow acceptance in New Zealand.
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82.4 FOREBANSIAEII T personal and commercial credit cross-border fraud loss
risks, fraud-prevention costs, chargeback handling and international
processing costs. These are already reflected in the substantial foreign-issued

uplifts.

82.5 NZ-specific contextual factors highlight both cost pressures on merchants as
well as merchants’ benefits from foreign-issued card acceptance, [y

SI2EANSIAmET New Zealand has an unusually high reliance on (L

foreign-issued cards ¥ == of total spend), heavily concentrated in

tourism-exposed sectors that have limited ability to steer or absorb cost
increases. These merchants are least able to bear higher interchange fees, etq
lack of\

mi%r

they value the benefits of accepting foreign-issued cards
viable alternatives. We consider these contextual fa
both personal and commercial credit.

82.6 AMEX considerations do not justify a comme

82.7

Step One: Starting with the benchmarks

We start with New Zealand’s own commercial dehit caps as the base rates for
foreign-issued commercial credit, applying a 10-basis-point credit uplift to reflect
product differences. We then use Australian foreign-issued rates only as comparators,
providing a sense-check without driving or determining the New Zealand starting point.

Benchmark / base Relevance 1o this decision

ated and interregional commercial interchange rates are not
and published, neither Mastercard nor Visa are required to disclose
he

Currently unregulated but primary comparator because Australia
Austr regulates commercial interchange generally. New caps (publishing

\ 31 March) proposing 1% for all cards and payment methods. We
have used this as a numeric comparator.

Caps set i

rates in New | We start with New Zealand’s own commercial debit caps
ealand (60/140BP) as the base rates for foreign-issued commercial credit.
We have retained the credit (10BP) and online (40BP) uplifts to
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reflect relevant differences according to our methodology and
findings to date.

83. For foreign-issued commercial credit, NZ’s base rates establish the starting point.

Consideration of the caps set in Australia

84.  Australia provides a S92BAMISA2AEN sense check for our approach. While Australia %L
currently leaves foreign-issued commercial credit uncapped, meaningsno present
benchmark exists for these transaction types, the RBA’s latest capsdu q
published 31 March set foreign issued interchange fees at 1%. Thiscap.includes
debit, credit and commercial and does not differentiate betwe ayment methods.

85. The RBA’s

meaningful comparative lens, while recognising
cost-based methodology to our methodology

Consideration for New Zealand caps

86. Our foreign-issued commercial debit.c
serve as the base rates for foreig
already decided in the July Decisio

used
before any further adjustw@r comm ia%\.
87. This is supported by o@ merm e here.

Step Two: Consideration New and context

.60% fo @ and 1.40% for online,
mm&ﬁr it. These debit caps,
the

thodological starting point

Relevant cost or benefit Impact on determining an appropriate cap

The market share of foreign-issued card transactions in

Market s o
cards @rﬁon of total | NZ is high and these transactions are a meaningful cost
forei & spend driver of merchant acceptance costs. However, market
Q share comparisons with other countries are not a reliable
basis for setting commercial credit interchange caps.

igher reliance on foreign- I |.NZhas a higher share of foreign-issued cards
issued cards FERERGES@EWEEE Our initial view is that the current caps
for personal credit are sufficiently high to not hinder

merchant acceptance. FS2NBRI S SBIII]
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s 9(2)(ba)(i), s 9(2)(b)(ii)

AMEX migration and risk of | Does not justify non-regulation of commercial cards.

increased costs for However, given an increase in merchant acceptance of

merchants AMEX we will continue to monitor transaction volume
and value growth and S9(2)(5a)i); s 9(2)(b))

Considering the cost of Possible upward pressure, S 9@2)Ba)0; S @)
alternatives for foreign- Ve
issued commercial cards in

New Zealand

Consideration for foreign- No additional premia warranted. Given the sizé of the

issuer incentives to allow New Zealand card market, there would be limited impact

acceptance in New Zealand  to individual foreign-card issuers'of aligning foreign-issued
commercial credit caps to‘personal commercial credit
caps.

88. Across all contextual factors assessed.at\Step 2, our’emerging position is that no
additional premia are warranted for foreign-issuéd commercial credit cards. The
existing premia applied to foreign-issuéd personal credit and commercial debit are
considered sufficient to account for New Zéaland-specific conditions such as higher
inbound tourism reliance, elevated alternative'payment costs and greater exposure
to foreign-issued transactions.

89. Market-share comparisons with otherjurisdictions are not viewed as a reliable basis
for adjustments. and"AMEX’s competitive position does not justify avoiding regulation
of Visa/Mastercard commergial cards. Similarly, NZ’s small market size means
aligning commeércial-credit caps with personal-credit caps is unlikely to affect
foreign-issuéer incentives to allow acceptance in New Zealand.

Higher reliance of foreign-issued cards

90. New Zealand’s.unusually high reliance on inbound tourism means foreign-issued
cards play adisproportionately large role in payment acceptance. Around of all
NZ card transactions are made on foreign-issued cards, far higher than Australia’s
/S, "when the RBA chose not to regulate. The resulting interchange costs fall heavily
on tourism-exposed sectors such as accommodation, hospitality and travel. These
merchants often cannot steer customers to cheaper payment methods and face
concentrated, hard-to-avoid acceptance costs.

91. Submitters have raised concerns that regulating foreign-issued commercial cards
could increase decline rates or reduce inbound spend, with Mastercard estimating
up to FHRBRESSEENT of sales could be lost if international issuers decline more
transactions. Visa also cautioned that lower caps could prompt cardholders to
migrate to higher-cost AMEX in travel-heavy segments.
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92. Feedback from the RBA’s tourism submissions reinforces the vulnerability of these
sectors. The RBA summarised that tourism merchants are among the least able to
absorb or pass on foreign-issued card costs and these arguments were widely used
to support lower interchange caps and stronger regulation.

93. This is supported by our decision memo available here.

Step Three: Considering relevant issuer costs (L
No additional premia justified because the existing foreign-issued caps already fully %

account for the relevant cost drivers. NZ transactions make up only a very simall share of
foreign issuers’ global portfolios -2 0F @Al ¢ V |

Relevant cost

Fraud losses and
fraud prevention @ prevalence, higher fraud loss exp
costs detection, cross-border verificati
foreign-issued cards exhibit
alternatives, and the foreig

uplifts to account for s.
Costs of These cost differenc relevant and'already included. This is
international explicitly pa y foreign-iss s (debit & credit) include a
transfers / 0.40-0.80% p m above tic.
cross-border

processing

&

Higher evant, @ e;dy fully priced into current personal and
decline-rate ri /o mercia%t aps. No additional commercial uplift needed.

for foreign reign issuers may consider declining NZ transactions if interchange
issuers V is se st.
Ad % Consikd relevant
an

Q‘Mional
costs

Limited i' ; * Relevant and already accounted for. Foreign travellers/businesses
alter x cannot use Eftpos or domestic A2A alternatives. This contributes to
pa t options | the higher foreign-issued caps set in the July Decision.
or@gn

ers
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Foreign-card issuer costs considered less relevant for foreign -issued commercial credit.

94. Some foreign issuer costs are not appropriate to fund through interchange or are
already fully captured in the existing foreign-issued caps. Cardholder benefits can be
adjusted by issuers through product design or cardholder fees and therefore should
not be indirectly funded by merchants. Credit losses from cardholder defaults are
similarly given less weighting in our considerations because they are already priced
into issuers’ underwriting, screening, interest rates, and fee structures; submitters
also did not identify these losses as a key point of differentiation.

95. The domestic-specific commercial cost differences that exist for NZ-issued cards,
such as more complex onboarding, more intensive account managément or slight
variations in fraud prevalence are less material for foreign issuers given.NZ's very
small share of their global portfolios. Of the foreign issuer costs'that we do consider
relevant to the level of interchange, the already large premium built intopersonal
foreign-issued interchange caps sufficient accounts forthem. Therefore, applying the
same uplift to the premium for foreign-issuer comméercial.credit as domesti¢ would
risk double-counting. This is supported by our deCision'memos available here.

Step Three: Considering relevant merchant benefits

No additional premia above foreign-issued personal credit proposed because no
merchant-specific benefits unique to foreign-issued commerciai credit could be

substantiated. As a result, premia for foreign-issued commercial credit should align with
those already applied to foreign-isstied personal credit.

Relevant benefit Impact on determining an appropriate cap

Convenience benefits fa estic commercial credit to account for
accepting payments stomers but same as premium which is

international custom 0 oreign issued personal credit.
have few alternatives \

! § P
Guaranteéd settlement ‘No uplift above domestic commercial credit - merchant

benefit of guaranteed payment comes with accepting all
credit card products, including foreign issued.

‘Frauhroten\w ' 'Uplift above domestic commercial credit to account for

security high fraud risk of foreign issued credit cards. Propose to
Q apply the foreign issued personal credit premia,
\ differentiating between in-person and on-line (card not
(Q present) which have higher fraud risk.
V4

Our current evidence does not suggest merchants gain additional benefits from
accepting foreign issued commercial credit in comparison to foreign issued personal
credit. We consider that the relevant additional benefits merchants accrue from
foreign issued commercial and personal credit are:
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96.1 convenience of being able to accept payments from international customers
who have few other alternatives, and

96.2 fraud protection and security due to foreign issued credit products having a
higher risk profile for fraudulent transactions, particularly on-line
transactions.

97. For demand stimulation, we concluded that foreign-issued commercial cards do
provide merchants access to international travellers, students and business (L
customers, so a premium above domestic commercial credit is justified. However, %
the memo finds no evidence of additional benefit beyond what already exists for q

foreign-issued personal credit,
zy&

rre
personal

98. Fraud protection is also considered relevant because foreAued car
higher fraud risk, especially online, so a premium mirroring foreign-issu
credit premia is appropriate.

99. Guaranteed settlement is acknowledged as a.g

warrant a further premium because
both domestic and foreign persor@i

is not unique to commercial cards.

100. We ruled out several fa

applied to foreign
aggregator-dri
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tion periods for
the scale of change
adiness. We recognise that
nd that implementation

In our July 2025 final decision, we pr.
products that were not previously reg
involved and stakeholder concerns
commercial credit cards a
timeframes were a con

108. Since that decisio inec itional insight into the practical timelines for
implementing inte : , including through recent scheme repricing
and engageme i gquirers on system release cycles. This informs

our draft ming, while recognising that this remains an area
where stakeholder fee ill be important.

109. a Msition,xa opose a minimum implementation period of three months
(o) datg‘ of the final decision. Subject to the timing of that decision, we aim for

mentation,in November 2026 to align with the November system-wide release

cle. Alig this cycle minimises operational disruption and reduces
impl ation costs for issuers and acquirers. This proposal is intended as a
sta@m t for consultation, rather than a fixed position.
110 Xmenting domestic and foreign-issued interchange rates at the same time would
llow acquirers to reprice once, reducing operational overhead and lowering the risk

C<( of multile rounds ofsystem changes, SO

111.
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112.  Our July 2025 decision proposed a staggered implementation, with shorter
timeframes for domestic cards (4 months) and longer for foreign-issued cards (10

months). The RBA is implementing a similar staggered approach (7 months for

domestic caps and 12 months for foreign-issued caps).

113.

more time to interpret changes, reprice products, co nicate to cust
update systems, recent experience highlights both thefe ility of ively rapid
implementation and the operational and financial risks of compressed timeframes,

reinforcing the importance of setting a reali ump

% &\O
&°$
¥ St
SN
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Attachment A: Current rates and caps of all cards for reference

114.

Points to note on the current rates and caps for reference:

114.1

114.2 (L

114.3 UK cross-border IC fee caps are currently under review. @ \q

114.4 |tis difficult to know what categories and rates are fo %ansac ions. NZ
Foreign-issued rates are pulled from the schemes’& interchan

sites and are very difficult to interpret. < ’

O
fﬁ»
4
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Table 7 Comparing current caps and rates here and in comparator jurisdictions %L

Card type

Aotearoa

Payment

method Rate range

In-person -
contacted

In-person -
contactless
Online
Personal credit | In-person
Online
Commercial In-person
credit
Online
Prepaid All
Debit/Prepaid In-person
Online
Personal credit | In-person
Online |
Commercial In-person 1, |'
credit Online “:
= Visa strategic merchants only.

Ll

aae

LRl A

Proposed draft decision.

Foreign-issued card caps take effecton 1 %
Based on monitoring data from schemes far the pagiod December 2024 — November 2025,

(<\
X

Weighted
| average****

Cap

L y 3
S\

N
[N

A
0.60% |

'0.30%

Uncapped

0.60%***

1.40%***

0.70%***

1.500"**
0.70%**

1.50%**

Australia c O
B

Y UK/EU caps
[ |
0.20%
1080.20% 8c/0.20% 0.20%
0.20%
0.30%
0.30% 0.30%
W/A = 0.50%, 0.80% ; Uncapped
max 0.80% cur_ren
weighted Uncapped
average
0.78%
Same as debit 8c | 0.20%
0.20%
1.00% - 1.15%
weighted 0.30%
Uncapped average 1.50%
0.98% Uncapped
Uncapped
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Attachment B: Alternative impact scenarios
115. To account for scheme repricing, we have considered two scenarios for impact

calculation:

115.1 Scenario 1: Domestic commercial credit card interchange fees are set at the
recommended caps for all merchants (meaning merchants who currently are

below the recommended draft caps see their fees rise); and

115.2 Scenario 2: Domestic commercial credit card interchange fees are set at the %L
recommended caps only for merchants whose current rates above the

caps, with no scheme repricing for merchants already belo

Identifying transactions that may be subject to scheme r up to th

116. We used 2024 compliance data to estimate th omestic transactions  so@wa & 9w
subject to strategic merchant, industry and re aym ates. Based on this
data, we estimate approximately [ of ons falli ese categories.
These transactions have a weighted a inte ge ate of . We then
used this rate as the threshold to d ine het&\ e repricing would occur.
Potential repricing impact for domesticg i dit

117.

pri pact, this assumes full repricing to the caps,
er caps may instead allow greater rate differentiation
e likelihood of full repricing to the caps.

July OM decision impact calculation, we assumed that for card types and
t s where weighted-average interchange fees exceeded the caps,
N tes moved close to the caps (scenario 1) and rates remained
where weighted averages were already below the caps or where the card
re unregulated. This likely understated impacts for domestic commercial
edit, where scheme repricing could result in rate increases by multiples.?

2% In comparison to, for example, domestic personal credit online repricing involved a smaller increase to

thel cap from a weighted average of i s9@)ba)i) & 9(2)e)i)
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Maximum caps 40BPS (in-person) and 80BPS (online) — Scenario 1

25 Visa email correspondence available here

https://imanage.comcom.govt.nz/work/link/d/IMANAGE!5780334.1




Table 8 Comparison of alternative impact calculation (40/80BPS recommended caps)
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(l/

Payment Merchant type Transaction Estimated Estimated  Repriced Implie Repriced mplied Difference
method value current interchange interchange eighted in@nge weighted
interchange  fees paid fees average S average
fee rates
In- Strategic/industry/
person recurring
payments
Others
Online Strategic/industry/
recurring
payments
Others
In- All merchants
person
Online All merchants
Total All merchants
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Memorandum
To: Market Regulation Committee 01.06 N0038
From: Commercial credit team
Date: February 2026 %
Classification: In-Confidence — Commercial q
Subject: Commercial Credit — Step 3 — Considering Issuer Cos? \
Purpose & g&
1. This document outlines the relevant issuer costs w onsidered.i ining
the appropriate premium for commercial credit interchange caps ab ose of
commercial debit payment products (currentl ed at 20bps'for in'person and
60bps for online for domestic-issued card s fori and 140bps for

online for foreign-issued cards). This will for ofa ecision. Once we
have prepared our drafting for each éan consi @e any premia are
appropriate. &\

Recommendations Y\ el

2. The preliminary recom is to@ all premium of /" to commercial
credit card intercha e to the r difference in relevant issuer costs between
personal credit an rcial cr@‘

i % ium would apply in addition to the base rate for
son; 60bps online) and the premium for credit over

-

S rds, the base rate for foreign-issued commercial debit (60bps in-
%nline) and the premium for credit over debit (10bps) sufficiently
C e differences between personal and commercial credit. This would give
%interchange cap as personal credit of 70bps for in-person commercial

i d 150bps for online commercial credit, _




Summary of costs considered in this memo

6.

10.

This memo is set out in the following sections:

6.1 What we said in the July Decision

6.2 Issuer cost considerations for domestic commercial credit cards

6.3 Issuer cost considerations for foreign-issued commercial credit cards

Broadly, the relevant issuer costs that will be considered for commercial cards will be
the same as for other card types. This means that the methodology.applied to the
caps set in the July Decision regarding issuer costs will be generally.the same. This
will support our decision on commercial cards as our methodolegy is‘consistent with
previous decisions. Therefore, the categories of relevant issuer costs to be
considered are:

7.1 Fraud losses and prevention costs

7.2 Decline rates

7.3 Costs of alternatives

7.4 Administrative costs

7.5 Other relevant cost difference to personal eards (potentially negative costs)
7.6 The RBA cost studyis also considered as'a sense check

While categories of relevant costs are’similar to those considered in the July
Decision, uniquescharacteristics of commercial cards means that each cost has the
potential to'be substantially different from those of personal cards. This process was
followed fericommercial cards in our July Decision, however, with less information
available, strong submitteropposition, and little time to research the commercial
card market in NZ and globally, the risk of setting a non-optimal rate was higher than
foriother transaction types. Due to having had more time for analysis and having
received further infermation since our July Decision, we are now in a position to use
the methodology to set caps for commercial cards.

Some issuer costs that are considered to be less relevant are also discussed. These
costs.include certain cardholder benefits such as extended interest free periods and
cardholder reward schemes. While these card features are funded by issuers, we do
not consider it reasonable that merchants indirectly pay for such cardholder benefits
through interchange. Credit losses borne by the issuer are also given less weighting
in consideration as a cost relevant to the appropriate level of interchange.

s 9(2)(9)(M)

1833645.1



s 9(2)(9)(0)

11.

What

Considerations given to foreign-issued commercial credit cards is discussed in this
memo. This compares the differences between domestic-issued commercial credit
cards and those that are foreign-issued. The potential differences between foreign-
issued commercial cards and the equivalent foreign-issued personal cards are also
considered to determine whether a deviation from the caps set for personal foreign-
issued cards is appropriate.

we said in the July Decision

Considering relevant costs

12.

13.

14.

15.

16.

1833645.1

A couple of submitters emphasised the value of issuer input to‘understand costs and
potential under-compensation from lower interchange revenue. Several submitters
also said we should undertake a cost study before further requlating'interchange
fees.

We recognise the relevance of some issuercosts - it is generally.accepted that
workably competitive markets have a tendencystowards certain outcomes, including
the existence of prices that reflect normal rates of return aftér covering the firm's
efficient costs. The considerationof these costs is‘therefore a factor we have weighed
up in our analysis.

However, the relevance of this consideration.should not be overstated in the
particular context. Some.iSsuer costs.cannot'be precisely tied to specific transaction
types and, therefore, setting interchange-involves significant judgement, as costs do
not directly determine pricing. We also,note that economic literature on multi-sided
markets does not.generally support a wholly cost-based approach We have
nevertheless considered information provided by submitters on issuer costs when
setting interchange fee levels\where we consider this is consistent with the statutory
purpose:; While some issuer costs are relevant and have been taken into account,
someé issuer costs do net necessarily reflect merchant and consumer benefits.

In light of the limitations of a cost-based approach noted above, a cost study would
still require us to apply a high degree of judgement in setting rates which promote
the statutory purpose. Given the significance of the efficiency concerns affecting
merchants and consumers and our statutory directive to promote their long-term
interests, we determined that the time and resource required to undertake a full cost
study was not justified given the limited benefit it would provide.

We have, however, taken into account costs in our assessment where we consider
these are relevant and have considered quantitative data where it has been provided
by submitters. Considerations that have determined the relevance of issuer costs
include:



16.1 Ifissuers cannot recover their costs, this also reduces the ability of fintechs
and small issuers to enter and compete against other card issuers on the
Mastercard and Visa platforms. While interchange fee revenue is not the only
way issuers can recover relevant costs, it is an important part of an issuer's
revenue and their ability to recover costs, particularly for new or smaller
issuers and potential market entrants. Therefore, we have taken into account
circumstances where costs may not be recoverable, or may be difficult to
recover, by issuers through other revenue sources.

16.2 We have considered relevant card issuer costs where there is clear merchant
benefit for accepting a card payment over other alternative means of
accepting payment, such as contactless enabled payments‘over Eftpos. This
involves balancing issuer costs with merchants’ costs of'card acceptance.

16.3 Some issuer costs, such as those associated with fraud prevention, include
investments in systems that benefit issuers, merchants and consumers. We
have therefore considered the role interchangeplays in incentivising these
investments and providing issuers with the incentive to econtinue to invest in
these systems. We have also consideréd-the,incentivessinterchange provides
for issuers to innovate and develop their paymentproducts.

17. We, however, recognise that due to the multi-sidedmnatureof the scheme networks,
costs are only one factor in determining an efficient level for interchange fees.

Four main categories of relevant costs

18. We considered four main categories of costs: fraud prevalence and costs, decline
rates, costs of international transfers, and ether relevant costs.

Fraud prevalence and €osts

19. Submissions noted the higher_ prevalence of fraud for particular transaction types
compared to others. Forexample, online transactions have a substantially higher rate
of fraud compared toin=person transactions. Because fraud protection benefits
merchants and consumers, we consider the associated costs are relevant when
deciding on appropriate caps. These associated costs include investment by issuers in
fraud prevention. méasures, services provided to deal with fraudulent activity, and
fraud losses borne by the issuer. As we explain below, we have taken into account the
higherfraud costs associated with online, credit and foreign-issued card transactions
in setting caps.

Declinesates

20. Submitters identified the risk of increased decline rates for foreign-issued cards with
lower interchange. Decline rates constitute a cost to merchants and cardholders
through lost transactions. Lost transactions also mean lost interchange revenue for
issuers. While we acknowledge the higher costs associated with foreign-issued
transactions, we do not consider our new rates will have a material impact on decline
rates. This is because we have seen little evidence of such increases in decline rates
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overseas, and no New Zealand issuers have suggested their decline rates vary
between jurisdictions based on different interchange fee caps.

As discussed in Chapter 3, we have also taken a conservative approach to setting
rates for foreign-issued cards, setting them at the higher end of a reasonable range,
and higher, in aggregate, than our comparator jurisdictions. This measured approach
gives us further confidence that no material impact on decline rates will occur due to
the new interchange fee caps, while enabling us to monitor for any impacts of
reduced interchange.

Costs of international transfers

22.

It currently costs more in New Zealand to receive bank transfers between‘countries
than it does for euro-denominated transactions in the Single Euro’Payment Area
(SEPA). This has been accounted for in our decision to apply a.greater premium on
online transactions over in-person transactions for foreign-issued cards than
domestic cards. We also have applied a premium to.dn-person transactions-for
foreign-issued cards over domestically-issued cards. These premiums,.in general,
bring the caps for foreign-issued cards materially.above the equivalent caps in the
EU. We consider this to be necessary as thetalternative of bank transfers is currently
more expensive for New Zealand than it is\sforithe SEPA.

Other relevant costs

23.

24,

We also considered other general costs'that are.necessary for the provision of
different payment productsiand the operation of the payment network. For example,
the additional issuer costs associated with issuing a credit card compared to a debit
card.

We have taken_.these differences’imrelative costs into account when determining the
caps for different types of cards and'transactions, as described in the Chapter 3.

Commercial credit

25.

26.

Based on the information that we currently have, we consider interchange fees on
commercial credit cards to be excessive. However, we do not yet have sufficient
information to,determine an appropriate cap and would need to seek information to
undertake'this andlysis. This is because these card types are not consistently
regulated inother jurisdictions and information that we currently hold about relevant
costs and benefits is insufficient. We will consider consulting further on interchange
fee caps for commercial credit transactions, unless we see these fees come down
significantly.

Submissions suggested that commercial credit cards provide an important line of
credit and working capital that supports growth in New Zealand, particularly by small
to medium enterprises. Commercial credit cards also provide data management and
reporting. Submitters argued that these cards should be funded via interchange as
there is no, or relatively low, interest charged on these cards and balances are
generally designed to be paid in full each month.
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27.  Some submitters stated that capping commercial credit cards would be inconsistent
with international benchmarks. Commercial credit cards are not regulated in many
markets and where they are, international benchmarks are generally higher than the
levels proposed in the draft decision. Businesses may also migrate to more expensive
alternatives, like American Express. Cross-submissions suggested a reduction in
interchange could increase costs to businesses through tighter credit conditions,
higher fees and fewer value-added features.

28. In our view, many of these submissions illustrate that merchants are paying a (L
material premium for benefits they are unlikely to be willing to pay for separately. q

For example, merchants may be willing to contribute via interchange tosupport
availability of commercial credit, effectively replacing the need fo

provided credit. However, merchants have little incentive to
financial reporting and data management services which
the commercial credit cardholder's business and offer no direct'benefit to the

merchant. A Retail New Zealand poll also indicated wer interchan s more

important than rewards and other benefits to m%s members.

cred%

Fraud losses and prevention costs Q

29. We have considered the losses bq%' suers K’% ulent activity. In the July
rau

t-

Issuer cost considerations for domestic co

Decision, we had anecdotal and litative information provided to us through

submissions that suggested ate an losses were higher for
ium applied to an interchange fee cap.

ards. However, we were not provided with data, or
influence such a fa%J hav%
30. Since the publicatio ur Jus n, we have received quantitative information

he degr ifference which could inform the
regarding fraud rates and issuer fraud losses through engagement with stakeholders.
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33. Selected issuers were also contacted with specific q ns regarding their f ud

and credit losses. Their responses are summarise

Average net fraud losses (bps it losses (bps)

d losses provided by issuers (credit losses are considered to be a
to the level of interchange, as discussed later in this memo), the

h
a
ween personal and commercial is not consistent. SS@IBaIISA2GIH

35. While only preliminary, analysis of the fraud costs borne by issuers due to actual
fraud losses suggests only a small uplift to the interchange premium for commercial
cards over personal cards is appropriate for this difference effect.
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36.

Regarding fraud prevention costs, we previously have considered the fraud
prevalence for each transaction type as a proxy to determine reasonable allowances
for the cost of preventing fraud. This includes investment in anti-fraud technology
and different processes for approving payments and detecting fraudulent activity.
Calculated S9@2)Ba)i) s 92)B)), the rate of fraud for commercial and personal card
transactions is shown below:

Fraud Events per card Fraud Events per transaction

Commercial (Total) 5 9(2)(ba)(i), s 9(2)(b)(ii)

Consumer /

37,

While only preliminary, analysis of the fraud prevalence for commercial card
transactions suggests only a small uplift to the interchange/premium for commercial
cards over personal cards is appropriate. While fraud events per card is slightly lower
for commercial credit cards than personal credit cards, according to 82" " S8,
fraud event per transaction is the more appropriate measure of fraud prevalence.
Therefore, fraud prevalence is higher for commercial credit cards than personal
credit cards S92)(Ba)0) S 92)5)0H) putting somewpward pressure.on the appropriate
premium for commercial credit interchange compared to personal credit.

Decline rates

38.

39;

40.

Decline rates are an issuer cost thatiis related to the fraud measures implemented by
an issuer. A declined transaction,imposes a.cost en‘issuers through the interchange
revenue foregone by thesdeclination that otherwise would have been received. A
transaction may be detlinéd by an issuerdue to fraud prevention measures,
triggered by activity flagged as poténtially fraudulent. Regarding decline rates as a
fraud prevention measure by isstiers, we consider our analysis of different fraud
prevalence for commercial cards compared to personal cards (above) to account for
such variationvin'fraud risk. Therefore, if issuers are already compensated for higher
fraud prevalence through.anwuplift to the interchange premium for commercial
credit, there should be minimal reason for issuers to adjust the threshold for
declining transactions,on'a fraud prevention basis.

Another concern regarding decline rates is the possible decision of foreign-based
issuers to not'enable transactions in New Zealand due to lower interchange revenue
thansether jurisdictions. If interchange was lowered enough, it may render payment
acceptance coverage of New Zealand as not profitable. This is a risk that lowering
interchange for foreign-issued cards may invite, especially if interchange is lowered
below cost. However, we consider our base rate for foreign-issued commercial debit
to be sufficiently high to account for such risk. This is discussed later in this memo in
the foreign-issued section.

Decline rates as a potential cost to merchants (or a negative benefit) is discussed in
the merchant benefits memo.
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Costs of alternatives

41. American Express remains the closest alternative to the designated network
commercial cards. Merchant trade accounts, or the provision of credit by merchants
directly to customers, are also an alternative to commercial credit payment
products.

there is clear merchant benefit for accepting a card payment over other alternative
means of accepting payment, such as contactless enabled payments over Eftpos. This
involves balancing issuer costs with merchants’ costs of card acceptance.” Q

42. In the July Decision, we said: “we have considered relevant card issuer costs where (L

atin
emo,.the cost

43. While the relative merchant benefits of accepting commercial car
within a designated network, are discussed in the merchant
of alternative payment methods provides further rational
certain issuer costs. In the absence of a lower cost of option fo
important for any interchange cap to be set at a lev oes not
payment product unviable and, therefore, does not payment a nce costs
for merchants.

mall market share
Merchant trade

unts and the risk of losses
erchants and is therefore a

44, Although American Express
means it is not currently a viable alte
accounts, due to the in-house mana
being borne by the merchants, in
less viable alternative for m nts.

higher costs fo

Administrative costs
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Other relevant cost differences to personal cards and commercial debit cards

48. A potential negative cost (relative issuer benefit) is higher card fees for commercial (L
payment products compared to personal payment products. Commercial customers %
may be less price elastic than individual personal customers in response to annual
fees. This is because commercial customers/businesses may have a‘greater ability \

pay than individuals for a payment product and access to short te it. Issuer
arguments that commercial cards, due to their higher level of complexity, ;%
greater cardholder benefit relative to personal cards also rts the logic tha
commercial customers’ willingness to pay may be hig z ,

49, Issuers are also able to raise card fees for commerci edit cards m%sily than
for personal credit cards due to their exemptio e CCCFA. The Credit
Contracts and Consumer Finance Act 2003 mits iss ility to recoup
lost interchange fee revenue through credi harge @ nal cardholders.
Changes to personal credit card fee i%se toi hange fee reductions must
comply with Section 41 of the CCCFA, stip&&t personal credit card fees

ptiony,issuers have greater ability to

must not be unreasonable. Because,of this ex
adjust card fees in respons anges in inte e revenue for a commercial
credit product than a perso dit productjifinecessary to fund costs.

50. Although this may rs to e or eliminate any impact of reduced
i it products, this would improve efficiency by

interchange for thei
occurs to fund cardholder benefits. Therefore,
older benefits from merchants towards cardholders.

51.

RBA c

5 xotver consideration is the cost study conducted by the Reserve Bank of Australia

BA) in their consultation paper published in July 2025. In their paper, the RBA
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stated that “There is no clear evidence, including from the Issuer Cost Study, that
issuers incur higher costs on commercial cards than on consumer cards on a
percentage basis.” The costs considered by the RBA, and the comparison of these
costs between consumer (personal) and commercial credit is shown in Table 4
below:?

Table 4: Estimated Eligible Issuer Costs related to Card Issuing and Processing on Domestic Credit
Cards

Consumer credit® Commercial credit

00 o, )
Eligible costs
- Authorisation and transaction processing 0.02 0.01
- Fees and other costs associated with mobile wallet providers 0.02 0.01
- Fraud 0.03 0wl
- Cost of funding interest-free periods 012 0.10
- Netscheme fees 0.06 0.06
Total eligible costs
- Excluding cost of funding interest-free period 043 0.09
- Including cost of funding interest-free period 0.25 0.19
(a) Only includes costs for those institutions that also issue domestic commercialcredit cards.
(b) Per cent of transaction value.
Source: RBA.
53. Although there may be differences between the New Zealand and Australian

payments markets that result in‘the cost difference between commercial and
personal to vary between the ,two markets, the RBA cost study provides a useful
sense check and comparison.,While we have:considered the issuer cost information
available to us for the NewZealand payments market, we would expect there to be
some similarities between the dynamics of commercial and personal cards in New
Zealand and, Australia. Therefore, the finding that issuer costs are similar for
commercial and personal‘redit products in Australia provides useful information
with which to frame the outcome of our own analysis of issuer costs.

Issuer costs.considered to be less relevant to the level of interchange

54. As discussed in,our July Decision paper, certain issuer costs, including some raised in
submissions;-are not considered to be as relevant to the level of interchange.
Benefitsithat are exclusively or disproportionately enjoyed by cardholders over
merchants'do not need to be fully funded indirectly by merchants via interchange
and'should instead be funded by other sources of revenue for issuers, such as
cardholder-facing fees. Alternatively, some costs may be reduced or eliminated if
excessive or unnecessary.

5N, | 9(2)(ba)(i), s 9(2)(b)(ii)

3 Reserve Bank of Australia, Review of Merchant Card Payment Costs and Surcharging — Consultation Paper, 15
July 2025. Found at https://www.rba.gov.au/payments-and-infrastructure/review-of-retail-payments-
regulation/2025-07/
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56. Additionally, regardless of the length of interest-free periods, it i
merchants should fund this cardholder benefit through inter
1
57. d scheme points for

cardholders. This is a benefit enjoyed
this cost could be

uptake of different credit card prod issuers./Ho
reduced by issuers through redu the generosity of any rewards scheme or

removing it from cards. Alternativel cheme that aims to attract
cardholders could be funde '@ of revenue that reduce the cross
subsidisation from me

58.

addition to the reasons above, submitters on our draft decision did not
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Issuer cost considerations for foreign-issued commercial credit cards

What we said in the July Decision

59.

60.

61.

62.

63.

64.

65.

1833645.1

In our July Decision, for personal cards, we set in-person foreign-issued card
transactions at 0.60% for debit (including prepaid) and 0.70% for credit; and online
foreign-issued card transactions at 1.40% for debit (including prepaid) and 1.50% for
credit.

Our final decision remains to regulate interchange for foreign-issued card
transactions, but we have revised our proposed caps based on submissijons.
Consistent with our approach to domestic card caps, we have added differentiated
caps for debit and credit cards and excluded commercial credit cards. Foreign-issued
prepaid cards are capped at the same level as foreign-issued debit'cards.

Our final decision on foreign-issued in-person transactions applies a premium of
0.40% over domestic in-person transactions, and a premium of 0.80% over domestic
online transactions. These caps are, in general, higherthan'the regulated.levels in our
comparators. Accordingly, we consider these caps are well-placed to support foreign-
issued card spending in New Zealand. We have'no conclusivesevidence that these
caps will lead to higher decline rates of foreign-issued cardtransactions. We consider
these caps are moving towards more efficient levels that better reflect relevant issuer
costs and merchant benefits of processing and accepting foreign-issued card
transactions in the New Zealand context.

Some submitters supported an interchange fee cap for foreign-issued cards, while
others were against regulating foreign-issued eards. Some preferred a more
simplified structure thataligns domestic and foreign-issued card caps. Some
submitters disagreedwith the proposed-caps. Several submitters argued that caps for
foreign-issued card transactions could'increase decline rates and therefore impact
New Zealand businesses, particularly those in tourism and international trade. A
cross-submission from Tourism Industry Aotearoa urged us to mitigate the negative
impact of regulation on thesekey industries.

For.example, Mastercard estimated that NZS600 million in sales could be lost due to
internationalissuers declining transactions. This was based on the 27% increase in
decline rates.on interregional transactions following the European Commission's
introdutetion/of interchange fee caps on cross-border transactions in 2019.
Mastercard stated that increases in decline rates reflected changes in issuer
behaviour in response to interchange fee requlation.

Our final decision reflects greater compensation for higher fraud risk in foreign-issued
card transactions, particularly online transactions, where the risk is highest compared
to domestic transactions, as raised by multiple submitters.

These higher caps also reflect the greater relative merchant benefits of accepting
Mastercard and Visa cards for cross-border transactions. Alternatives such as Eftpos
for in-person transactions and account-to-account solutions for online transactions
are not viable options for merchants. We consider merchants' greater convenience



66.
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benefits of accepting Mastercard and Visa for foreign-issued card transactions
warrant higher caps compared to domestic caps.

Foreign-issued commercial credit card transactions remain uncapped, consistent with
our approach to domestic commercial credit cards.

Issuer cost considerations for foreign-issued commercial credit cards

67.

68.

69.

70.

71.

1833645.1

We consider the issuer costs, specific to foreign-issued cards, considered for
personal credit cards to be appropriate for commercial credit cards. Sufficient
consideration has been given to all aspects of foreign-issued cards and there is little
evidence to suggest that the conservative (high) caps decided uponforforeign-
issued personal cards would inhibit foreign-issued commercial cards in.New Zealand.

The small differences in issuer costs identified for commercial cards compared to
personal cards can, therefore, be reasonably considered to be accounted for.in the
existing foreign-issued personal interchange caps. Thése existing caps also.include
foreign-issued commercial debit.

All foreign-issued cards are associated with higher'costs andimeore limited viable
alternatives, effects that both put upward pressure on theappropriate level of
interchange, compared to domestic-issued cards. Because our foreign-issued caps
for personal and commercial debit cardsialready account for these characteristics,
attempting to start from a different interchange level would be unnecessary and may
result in double counting of allewances for costs‘in.an interchange premium.

While the issuer cost differences between commercial and personal credit, identified
for cards issued domestically; are likely.consistent for foreign-issued cards, this is
negated by how we consider costs forforeign-issuers. We want to ensure foreign
issuers receivesufficient interchange so to not limit transaction acceptance and
service coverage of New Zealand. However, with New Zealand transactions making
up a smallportion of foreignfissuers’ total transactions, there is less risk of adverse
impacts to the'payments market if interchange is set a level too restrictive. We are
also less'cancerned'with supporting issuance and providing incentives for small
issuers and new entrants in other jurisdictions.

This justifiesithe application of the same, small premium to foreign-issued
commergial €redit interchange fees as is suggested for domestic commercial credit
above the equivalent personal credit cards as well as commercial debit cards.
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Purpose
1. This document outlines what considerations we have made for the New Zealand

context when assessing whether any additional premia are justified for domestic
commercial credit, or whether New Zealand-specific factors instead introduce risks
that should be managed through careful calibration and consultation.

Recommendations

2. At this stage we have identified two New Zealand-specific contextual factors that are
relevant to assessing domestic commercial credit interchange caps:

24 the potential impact of lowér interchange caps on some smaller issuers’
commercial card/offerings;and,

22 the’high proportion of/SSMES and small merchants in New Zealand who are
price-takers for merchant service fees.

3 Thesefactors do notjustify an upward adjustment to interchange premia beyond the
base structure. Instead, they introduce downside risk if caps are set too low, which
wepropose to manage through careful calibration and consultation.

Table 1 " Summary of our views - contextual factors considered in NZ context for
domestic commercial credit

Con’iexiuvat Overview Initial views Dependency

factors

‘Marketshare  Whether the market No change - Market share = Monitoring
> share of commercial comparisons with other data - Change
cards warrants countries are not areliable | in market share
regulating them. basis for setting —have since
commercial credit updated.

interchange caps. Equally,
market share of New
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Zealand commercial card
transactions is over
double that of the EU at
the time of its decision.

AMEX unfair
advantage

Smallissuer

Regulating
commercial credit
cards for
Mastercard and Visa
gives American
Express an unfair
advantage

| Payments are often

onitoring

ability to an entry productfor  intro e data - share of
compete neobanks, w, b not transactions by
understanding @s If justifythigh card issuer —
whether reducing mia, gi commercial have since
commercial % crediteards are not added in. Could
interchange fee entry-l suance be justification
going to l@ and smaller for premia.
comn%g edit s currently have
offerings in ited participation in this
and egment.
duce the Q
ikelihood o e
mall
@ compétx ith
larger banks
Hig termining Downside-risk Perceived
proportion hether we consideration - While merchant
SMEs onsider SMEs are the predominant = benefits (Step
\ commercial cards users of commercial 3)

differently in New
Zealand because of
our higher
proportion of SMEs.

credit cards, we do not
consider that
cardholder-specific
benefits should be funded
through higher
interchange. The high
proportion of small
merchants places greater
weight on ensuring
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merchants pay no more
than reasonable fees.

O

What we said last time

4. We considered commercial credit interchange fees rgigh and not well constrained
by competition. We concluded that we had i i
an appropriate and reasonable cap should
fee levels are justified by efficiency or cos ange revenue has
grown faster than transaction value ch sugges k not being disciplined

by market forces.

5. We emphasised that com credit fe r% concern, especially given
New Zealand’s high pro§ s, which typically lack bargaining

power and are often r ed to acc ercial cards as “must-take” payment
erefo non-regulation as temporary and

instruments. The deci
evidence-based, no ndor entiof current pricing. We signalled that we would
continue to %omes 'crcial credit fees and market outcomes and that
future re@' likely if fees did not reduce materially or continue to appear

a

unreason is fram s intended to signal that non-regulation was
te Md evi -based, rather than an endorsement of prevailing
c ercial credit pricing.
Rele ntextual
6. he coﬁx | factors relevant to the New Zealand context for domestic commercial

Consideration for AMEX having an unfair advantage;

car@
Q\ arket share of commercial cards as a proportion of total domestic spend;

Q 2
O 6.3  The ability for small issuers to compete against larger issuers

6.4  The high proportion of SMEs in New Zealand in comparison to other
jurisdictions; and

6.5 The consideration for corporate travel within New Zealand
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Market share comparisons for domestic commercial credit

/Market share comparisons with other countries are not a reliable basis for \
setting commercial credit interchange caps. In our previous decision we
acknowledged that New Zealand’s commercial card usage looks high compared
with some countries, but we explicitly warned that these comparisons are
unreliable because commercial cards are treated very differently overseas.

grown faster than commercial card use, pointing to over-pricing rather

Cﬁicient or competitive outcomes.
i a@rther

\/

Rather than supporting high fees, the data showed that interchange revenue has
ié 'Cap

Table2 How our market share of domestic comme | credit co
countries

New Zealand Australia UK

~3% of
transaction
volumes and
~7% of
transaction
values3?

Consideration for tF

7. | 3 ommer% ds were excluded from interchange fee caps primarily
the EU concluded they accounted for a small share of the market and this
ab econdary reason cited was that commercial cards have different
e

A ough this was not materially elaborated in the EU’s analysis.

Sea . - — . . — .

3 See p8, https://competition-policy.ec.europa.eu/document/download/d8055968-b4c2-424b-
o 2fi =
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In our previous decision we acknowledged that New Zealand appear similar in
market share and there is no evidence of systematic substitution from consumer to
commercial cards in usage. However, it considered New Zealand materially different
on economic impact, noting, commercial cards account for a disproportionately large
and increasing share of total interchange value (partly due to remaining
unregulated), despite their stable transaction share, and interchange rates are high
and drifting upward over time. We accepted the EU’s findings on stability and
substitution in transactions but did not accept that those factors alone justified the
same regulatory outcome in New Zealand.
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Figure 2

7 Uses data from RBA’s payment data (C1.3 - Credit and charge cards — market shares of card

schemes) last updated August 2024. Available at https://www.rba.gov.au/payments-and-
i - (sourced 15 January 2026)
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RBA comparison of AMEX average MSFs to Visa and Mastercard

in 2022:°
Total Merchant Fees® Total Merchant Fees
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12. Corporate diners club cards were closed by
submissions on Australia’s review stated tha
corporate card market significantly from an.a
raise merchant payment costs.

ber 2024 in Australia.’® Many
would g share of the
eady do @ position, which could

Comparing to the UK
13.

Wh@ ions anement to date has noted re AMEX

14. bmitter draft decision raised concerns that bringing Mastercard and Visa
com N ards into regulation would lead to migration to AMEX for commercial
cads (ANZ, Citibank, TSB). ASB proposed extending the scope to include AMEX.

° See RBA “The Cost of Card Payments for Merchants” (September 2022) sourced 15 January 2026

from https://www.rba.gov.au/publications/bulletin/2022/sep/pdf/the-cost-of-card-payments-for-
merchants.pdf

10 NAB “Diners Club Australia products have closed” sourced from
https://www.nab.com.au/customer-notices/dinersclub-closure on 15 January 2026.
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15.

16.

AMEX uptake and risk of increased merchant acceptance costs \ b

17. Several stakeholders, SS@EROFSO@EE = submitte ng

i
commercial card interchange fees could unintentionally e rage corporates
switch to Amex to retain rewards benefits, increasing transaction volumes on:the
Amex network.3

18.
19.

20.

ucts from one provider, which will remain as a
k issuers and a barrier to switching to Amex.
ignifica uctions in other benefits could trigger commercial credit
rs to conm itching to Amex.

21.

3 ANZ submission p5 and 18, Citibank p4, Visa p 5 and 18,40,

14
15

Mastercard p26.
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Small issuers could stop issuing commercial card products or not be able to grow
incentives and ability to compete

n

(Small issuer ability to compete - introduces downside risk if caps are set too

caps. Equally commercial credit cards are not entry level products f r

issuance. We left prepaid cards unregulated and did not change d debi
u:ard interchange caps as we considered these to be entry lg& ucts.
rcial

25, In previous analysis we recognised that regulating comme rd inte@e
could disproportionately affect small and New Zeal%oed issuv se they
r

operate with less diversified revenue streams a er business'models than

large banks and international issuers. Comm ard products,particularly
corporate and purchasing cards, are often eliant on.i
they typically do not earn interest income e desig @ be paid in full each

month. \
Do commercial credit cards play an impoQ)le as %or expansion product for
smaller banks and neobanks? ?
26. Our previous decision % thei of setting interchange caps that

leave money in the supp ition, innovation and entry. If we deem
issuer costs to be %n y highe mercial cards than personal cards, this

places greater wei psrthat are set too low, rather than supporting

higher premia %com rcial credit is not an entry-level product for market
entry.
Wn g@
smaller

What s
27.

to date has noted re smaller issuer incentives

interchange at or near consumer credit levels would significantly

f small ssuers to compete. SIS SRR

ubmiss. den
issions fiom banks and fintech issuers argued that regulating

Submissions also
ghlighted that fraud costs per card are higher for commercial products, making
terchange an important mechanism for cost recovery for smaller issuers.

OQ. Several submitters argued that fee-based recovery models would be regressive, with
smaller business customers bearing higher per-card or per-transaction costs, which
would further harm the competitive position of small issuers. S92NBaES @@

_ Overall, submissions and cross-submissions consistently cautioned that

low. Smallissuer ability to compete puts upward pressure on interchange fee q
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poorly calibrated regulation could entrench the position of large incumbent issuers
while weakening smaller and domestically owned competitors, reducing competition
in the long run.

eir high interchange rates. A small issuer stated they
wing from this segment. — According to a submission,
ited the Chinese commercial card market due to
ductions in mercial card interchange to 0.45 per cent.

QZ.Z Iss Mss able to recoup costs via other means because many
rcial cards are charge cards that are paid off in full every month and
Q ore do not incur interest.
Consi N market study into personal banking
. n our 2024 market study into personal banking, we found that competition in New
ealand’s personal banking sector was week and not working well for many
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34,

consumers, particularly for home loans and deposit accounts.?’ We noted that the
market is highly concentrated, innovation is slow, customer switching is difficult, and
profitability is persistently high by international standards, suggesting market power
rather than effective rivalry.

Kiwibank can compete aggressively at scale), accelerate open banking and digital

We proposed strengthening a genuine competitor (eg provide sufficient capital so (L
competition — encouraging the government to act as an early adopter. q%

This includes innovation
This may put upward pressure on commercial credit card rates i
enable smaller banks to grow and compete with larger banks generally.

Figure 4

Our overarching proposed
ers the impact of the draft decision on each issuer.

n “Market Study into personal banking services” all documents available

a-1NaG DO MNark =2 QV-1NLO-PEC
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High proportion of SMEs

37.

38.

39.

/No additional premia but seeking more SME views. Our large share of small businesses\
using commercial credit products puts upward pressure on interchange fees but small
merchants have told us they prefer lower MSFs over commercial cardholder benefits. We
propose directly engaging with SMEs through our consultation period to assess the direct
impact in line with how we engaged with personal card holders via a survey during the

\draft decision consultation process. /

New Zealand’s economy is characterised by a very high propertion of'small and
medium sized enterprises. We also have a large proportion of merchants that are
small or micro who lack the bargaining power to negotiate card'payment fees or
avoid “must take” Mastercard and Visa cards.

Our latest monitoring data shows commercial credit transactions are predominantly
made by SME cardholders. We acknowledge that any reductionsin.commercial credit
interchange fees will likely reduce commercial credit cardholdenbenefits. We do not
want to impact the ability for SMEs to‘@ccess.commercial credit although we
consider that the provision of credit and the associated merchant benefits are
sufficiently provided for in our 10BR. premia for personal credit. As noted in our
previous decision, benefits thatiare relevant only for. cardholders should not be
funded by interchange. Therefore, our draft position is that no additional premia is
warranted for other SME cardholder benefits.

Evidence from a survéy conducted by Retail NZ (which has broad membership
including SMEs) suggested that 79% of retailers would have no or low impact from
the loss of walue-added services'such as interest free payment terms and Airpoints
dollars.?> Another poll conddcted by E92)Ba)i): s 9@)H)iH) suggested
that the removal of benefits would have a moderate or high impact for around half
of‘all respondents. Itiwas unclear from this poll, which value-added services were
being used by respondents. Therefore, the evidence we currently have is mixed on
thesimpact of cardholder benefit from reduced interchange.

23

Retail NZ submission, paras 5-6.
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Figure S IR

40. New Zealand has a large prop
the bargaining power gotia
Mastercard and Vi i

transparency o su%ing (o

Comparin@ jurisdictions

41 \ g to other jurisdictions, UK and EU have a larger base of mid-sized and
Q;ge firms and broader use of structured commercial card programmes. This means
’s SME-heavy profile is less scope for direct comparison in commercial card
O outcomes. The EUC’s 2020 review of regulation noted that the exclusion of

commercial credit interchange may have limited the benefits of the regulation for
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merchants, especially small and medium-sized enterprises (SMEs), who may still face
high fees when accepting commercial cards.?*

What submissions and engagement to date has noted on high proportion of SMEs

42. Submitters noted that NZ’s economy has a relatively high proportion of SMEs.
Submitters argued that small merchants typically face higher acceptance costs and (L

have less negotiating power than large merchants. Some submitted that these

characteristic limits the extent of substitution to higher-cost payment:methods such

as AMEX and cautioned against over-reliance on overseas evidenc{r%n from q

markets with a larger share of big merchants. % \
43, Taken together, the SME context supports caution agains&e ps to @t
does not support higher interchange premia where the primary.effect v@e to
fund cardholder-specific benefits rather than reduc

Understanding how commercial credit cards impact a
travel within New Zealand Q

reditis ar utilised for travel

No premia due to domestic travel. Co erci
products than personal credit productsin New Zeal ot to such a degree
that this warrants higher costs to all'merchants ac ing commercial credit

products.

28 European Commission “Report on the application of Regulation (EU) 2015/751 on interchange
fees for card based payment transactions” (29 June 2020) available at https://competition-
l / files/2021- :

e s
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46. %ﬂvitter (M if commercial cards are constrained, spend could shift to higher
stn

e\ , AMEX) which are widely accepted by airlines, major hotels and

w
largestra erchants. specifically
C

cerns here, but these were largely focused on merchant benefits and

raised
re costs covered in step three. We consider tourism spend is more relevant to
reign spend.
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Considering industry specific rates in New Zealand

50.

Deriving industry specific rates would add greater compl
rates. We do not propose adjusting commercial credit ra

See Figure 4 above.

A
tes to

ercha
industry specific.

v
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Update on merchant engagement - Commercial credit
card interchange fees

Subject: Update on merchant engagement - Commercial
credit cards interchange fees (L
To: Market Regulation Committee q%
From: Payments Team \
Date: 19 February 2026 % &
Classification: In Confidence
Purpose
1. The purpose of this note is to provide an update ono hants on
commercial credit card interchange fees.

Background and context

2. During December 2025 and January 2026, te enhance our
understanding of the benefits that merchantreceive from accepting commercial cards. This
engagement builds on merchant views gathered du tember to November 2025.

3. As perdiscussions at the las @ee meeti 7 January 2026, the most recent
engagement has focused on:

° understanding i ail di merchant business models where commercial
credit card\a

N/ o\

Vo VN W

New Zealand-wide merchant
5.

4

O
i




6. The second view against high interchange fees on commercial credit cards was received

from . When considering the
merchant as both a commercial credit card holder and acceptor, relayed

that they were not persuaded that higher cardholder benefits of commercial credit cards

offset merchant cost of acceptance, particularly for smaller merchants. (L

Understanding in more detail different merchant business mode ‘

8.

v~ U

10. Table 1 summarises the engagement conducted so far.

Table 1: Commercial crediticard.interchange fee - summarv of merchant engagement
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Domestic commercial credit card interchange fee -
Domestic Benefits Memo

To: Market Regulation Committee /
From: Commercial credit team
Date: February 2026
Classification: In-confidence — Commercial
Subject: Domestic Commercial Credit — Step 3 - Merchant Benefits
Purpose
1. This document outlines our initial assessment of which.petential mérchantbenefits

we consider relevant when determining appropriate premia for domestic
commercial credit.

Recommendations

2. It is recommended that the Market Regulation Committee; provide feedback on our
assessment of the potential merchant benefits and subsequent premia to be applied
for Step 3 of the interchange fee cap:

3. Our initial views on which merchant benefits are outlined in the table below. Where
relevant, we have considered-how thewpotential merchant benefit applies to both
large merchants and smallér merchants:
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Tablel Summary of our views — merchant benefit premia
Potential merchant benefit | Small Merchant Large merchant Premium Premium
above above
commercial | personal
debit credit
Network externality No difference No No
benefits
Transaction processing No difference No No
efficiency and speed
Guaranteed payment and No difference Yes No
settlement certainty
Fraud protection and No difference Yes No
security
Access to online commerce No difference Yes No
Facilitation of higher-value No difference Yes No
transactions
Outsourced provision of Trade accounts as As high‘humber of Yes Yes
credit — cost of alternatives | alternatives may be a transactions,
to the merchant valid option administration costs of
alternatives increase
Outsourced provision of Credit provision to Credit provisien to Yes No
credit to commercial small business large businéss
cardholders and commercial credit commercial
relationship to inducing cardholders may cardhelders unlikely to
additional demand induce demand but induce merchant
likely similar to demand beyond
personal credit expenditure limits of
cardholders due to card
similar collateral used
to cover defatlts for
small business
commefrciabcredit and
personal'credit
Background
4. In.the recent interchange decision and reasons paper (July 2025), we considered

commercial credit interchange fees are high and not well constrained by competition
but that'we had insufficient evidence to determine what an appropriate and
reasonable cap should be. We signalled that we would:

4,1 continue to monitor domestic commercial credit fees and market outcomes,

42 consider future regulation if fees did not reduce materially or continue to

appear unreasonable.!

! Page 65 https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-

Interchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-

July-2025.pdf
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5 In accordance with a draft decision on commercial cards interchange fees, any
potential merchant benefits and the subsequent premia on commercial credit

interchange caps are subject to stakeholder consultation and feedback.

Methodology

6. Our starting point is to begin with the caps applied to commercial debit at 20BP and
personal credit card at 30BP and, with card not present subject to an additional
40BP. This is to ensure that any premia relevant to domestic commercial credit are
incremental to the premia already applied to existing caps and strike the appropriate
balance for where the funding for potential merchant benefits should come from.

7. We have considered two key types of potential merchant benefits:

7.1 those that accrue to merchants directly from accepting.domesticcommercial
credit cards; and

7.2 value-added services that commercial credit.cardholders receive which
indirectly benefit merchants.

Value-added commercial card holder benefits

8. In line with our previous decision and,reasons, value-added-services that are
exclusively, or disproportionatelyjenjoyed by commercial credit with no indirect
benefit to merchants, are not considered as part.of our Step 3 methodology. Instead,
such commercial card holdér benefits can be funded from other fees eg card holder
fees rather than via interchange For completeness, exclusive commercial card
holder benefits are outlined in AnnexA.

Use of submissions

9. As we did not apply a cap oh domestic commercial credit cards as part of the July
2025 decision, our responses to submissions on domestic commercial credit were
limited. As part of thissanalysis, we have used the submissions, as well engagement
material collected sincesthe July 2025 decision (see below).

Engagement

10. Since September 2025, as part of the commercial credit cards interchange fee work,
we have conducted engagement with range of stakeholders, including issuers,
schemes; overseas payment regulators, merchants and their associations.

11. We have focused our merchant engagement on sectors where the acceptance of
commercial cards is prevalent, such as §9@2)(Ba)(i); s 9(2)[H)(i)

2 Page 64 https://www.comcom.govt.nz/assets/pdf_file/0032/367457/Retail-Payment-System-
Interchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-
July-2025.pdf
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S9@ENOISIAE . This has been informed by information submitted as part of the
December 2024, draft decision consultation.3

12. This memo includes information gained from this engagement. We note however,
that the number of merchants and/or merchant associations who participated during
this process is small and there may be limitations to applying these insights across all
merchants. To address this gap, we propose to conduct additional targeted merchant
engagement, as part of consultation activity, once a draft decision is published.

Relevant merchant benefits
13. We have identified and assessed the following merchant benefits; asiidentified by
stakeholders either through submissions and/or engagement:
13.1 Network externality benefits
13.2 Transaction processing efficiency and speed
13.3 Guaranteed payment and settlement certainty.
13.4  Fraud protection and security
13.5 Access to online commerce

13.6  Facilitation of higher-value transactions

13.7 Outsourced provisioniof credit: cost ofalternatives and inducing additional
demand

Network externality benefits

14. We acknowledge‘that there'are.network externalities of the schemes, such as
universal‘aceeptance, which/accrue as benefits to the cardholder (eg ease of use) and
the merchant/{(credible form of payment). We also agree that interchange fees could
be‘used tofund theicost of operating card payment system for issuers, given the
twossided nature of the market.

15. However, assnetwork externalities benefit both merchants and consumers, we
considenthat these costs should be appropriately apportioned and not fully funded
through interchange. Furthermore, we question whether merchants are paying more
thanithewvalue they receive from network externalities due to the must take nature
of cards.*

8 5 9(2)(ba)(i), s 9(2)(b)(ii)

4 As noted by f #@BAOSS@EMN " qyring engagement
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We therefore do not consider that an interchange premium is justified for network
benefits beyond that which already applies to domestic commercial debit and
domestic personal credit.

Transaction processing efficiency and speed

17. In the July decision paper, we recognised that a merchant would benefit from

accepting commercial debit and personal credit cards due to operational efficiencies
such as faster checkout, cash handling and account reconciliation. %

18.

Insights from recent engagement activity

19. Three merchants we spoke to stated tha nefit
commercial cards was efficiency and rocessing

this benefit was relative to merchantsissuing invoices a
invoices through direct bank transfer.

20. Our previous decision reco @ that commercial debit cards and personal credit
cards demonstrate transaction processi ncy and speed. In our engagement,

we have not seen % ence th ic commercial credit cards exhibit

ing domestic
ransaction.” However,
en reconciling those

greater transactio cy and speed for accepting merchants than
edit cards.

commercial dev . -
21. While th ay be effi ineneﬁts to companies from their employees using
e

commercia ditc cardholder benefits do not accrue to the accepting
cha e An or further detail on cardholder benefits). Furthermore, we
derthat due:&ount and expenditure type limits imposed by the employer,
diture Wmmercial cards by commercial cardholders will be compliant

ith com% et policies regardless of the efficiency and speed of processing
transaN

e 7 Mastercard White Paper April 2025 based on research conducted by The Harris Poll and
stercard in October 2024 among 1,042 senior financial decision-makers at large B2B companies
across Brazil, Canada, France, Germany, Japan, Malaysia, Saudi Arabia, Spain, U.K., and U.S:

6
F?
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22. We therefore do not consider that an interchange premium is justified for
transaction processing efficiency and speed above that which already applies to
commercial debit and personal credit cards.

Guaranteed payment and settlement certainty

23. In the July decision paper, we recognised that a merchant would benefit from
accepting credit over a debit card because it provides the merchant with guaranteed
settlement, regardless of if the cardholder defaults.® Mastercard submitted that one
in three businesses report that about a third of payments are received late.®

Insights from recent engagement activity

24, From our engagement, we understand that merchants benefit from guaranteed
payments and settlement certainty at the time the transaction is conducted as well
as future payments through pre-authorisation holds'® and re-oecurring payments.!!
This shifts the risk of consumers defaulting paymentfrom merchants.to issuers. We
also note that there is an additional benefit from.credit cards that accriesto the
cardholder and the merchant in the form of payment resolutioniservices such as
reverse charge back.

25. Guaranteed settlement, including pre<authorisation holds, reoccurring payments and
reverse charge back apply to both personal and commercial credit cards. Therefore,
there is no additional benefit from'this functionality specific to commercial credit
cards.

26. We therefore do not considerithat domestic.commercial cards warrant a premium
above that which is.applied to personalicredit cards to account for guaranteed
payment and settlemeént certainty.

Fraud protection and security

27. In our previous.decisionjwe recognised that credit products have higher fraud risk
than debit products andsso stronger fraud protections and chargebacks increase
consumer’‘confidence,and support merchant acceptance. Stakeholders previously
submitted that commercial credit cards have a different risk profile to personal credit
cards. Alongside the' fraud risks that exist for consumer credit cards, submissions

8Page 47ttps://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-
interchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-
JUly-2025.pdf

%/Page 5 Mastercard White Paper April 2025 based on research conducted by The Harris Poll and
Mastercard in October 2024 among 1,042 senior financial decision-makers at large B2B companies
across Brazil, Canada, France, Germany, Japan, Malaysia, Saudi Arabia, Spain, U.K., and U.S:

(5727492.1) The_state_of_commercial_card_acceptance_2025.pdf
105 9(2)(ba)(i), s 9(2)(b)(ii)
1"
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noted that commercial credit cards carry exposure to different kinds of fraud, for
example dishonesty offences and expense management issues.*?

Insights from recent engagement activity

28. As part of our stakeholder engagement, fraud risks were mentioned but in the
context of foreign issued commercial cards and the disbenefit of when chargebacks
are incorrectly applied to the card (see foreign memo for further detail).

dishonestly and expense management issues relate more to the cardholder, rather
than merchants (see Annex A). We therefore consider that servic ce the r
of fraud are more efficiently funded through cardholder fees rath hro h the
interchange fee.

29. In the case of domestic commercial credit, we consider that fraud risks such as : %L

30. We therefore do not consider that an interchange pr m is Justlfled r fr
protection and security above that which is alread le to pe edlt
Access to online commerce %

13

31. We recognise that through online co ’:hant cess to additional
customers as well as an easier transa% omer — both with have

the potential to stimulate and bo%

32. There are debit alternatives throug en ba
consumer, and over time - ct these
banking progresses. H

personal and commercial'cr it-pr e
merchants. 6

available to merchants and
me more prevalent as open
gnise that on-line credit — both
der digital acceptance benefits to

Insights from recent e ent

33.

34,

QANZ submission page 5; ANZ para 29 “Additionally, no premium is attached to Commercial Cards
despite the higher fraud risks associated with those cards as well.” Wex submission p2.
3 Page 56-57 https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-
Interchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-

July-2025.pdf

14
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35.

36.

37. Therefore, we do not consider an additional premium is vﬁ es
commercial credit for on-line commerce above that which is already ap@
personal credit.

Facilitation of higher-value transactions para 38 con} d under sed 59(2) 2)(1) & 9(2)(b) i)
38. We have also considered the argument th e valuable to

merchants due to their larger average tra ared to debit cards.
Average transaction size data from
commercial credit is [0 1°

edit is [ and
39. We have previously stated assocnated with higher
transaction values, this i a ) anrem pricing. This leads to
interchange fees proporti c tion size and the difference in average
transaction size d i gument for a higher level for credit
comparedtod b|t

40. We there ot conside t n interchange premium is justified for higher
vaIue tran s resulti om the use of credit cards.
Outsour d onofc cost of alternatives and inducing additional demand

rovisi s an example of a benefit to commercial cardholders that is

ectly merchants. There are two key ways merchants benefit
%rdholders afforded credit, which are outlined in detail below. These

dwec&
Q\Q accepting credit cards, merchants do not need to provide credit terms to

customers
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41.2 where consumers do not have access to immediate funds, payment via credit
card creates additional revenues for merchants - as long as the transaction is

not bringing forward future transactions.
Outsourced provision of credit — cost of alternatives to the merchant

Alternatives to accepting commercial credit and their costs

42, We recognise that the alternative to accepting domestic commercial credit cards
would be for trade accounts to be established between merchants and their
commercial customers, alongside debt collection activity in the event.of payment
defaults.” This is a key difference from commercial debit cards and‘a bénefit to the
merchant.®

Insights from recent engagement activity

43, s 9(2)(ba)(i), s 9(2)(b)(ii) Pa - \ )
» S~ \y
PV However, in other

cases trade accounts are limited,?® and commetcial credit cards are preferred, due to
the repeat nature of transactions.?!

44, It may be that for certain, likely smaller,,merchants,.that have good established
relationships, trade accounts are preferred. In contrast, for larger merchants due to
the number of transactions and customers, the.administrative costs associated with
establishing and operating tradejaccounts increases:>?> We have also noted instances
of when trade accounts_ existialongside customers using commercial credit cards eg
instances of where thé'customer pays:by'bank deposit and in other instances the
same customer will use.a commercial credit card , in order to collect rewards and
loyalty points.2

45, In the situation where a merchant-accepts domestic personal credit and domestic
commercial credit, we need to assess whether the merchant derives additional
benefitifrom accepting domestic commercial credit. Given the volume of repeat
customers and transactions that may occur through commercial, the merchant

178 9(2)9&W(n)

8 Pagé 47 https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-
Intérchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-
July2025:pdf

19%)(ba)(i), s 9(2)(b)(ii)

20

21

22 We note the relevance of the Mastercard submission at pg 26 submission stated that while alternatives
to commercial credit cards may have lower direct costs to the merchant, there may be higher
administrative costs and challenges with payment delays and defaults. We covered these risks of

customer defaults in the guaranteed payment section (see above).
25 9(2)(ba)(i), s 9(2)(b)(ii)
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benefits of not having to establish and operate trade accounts may justify a premium
above that which is already applied to personal domestic credit.?*

46.

Outsource provision of credit - Commercial credit cardholder balances and relationship to
inducing additional demand

47. We have heard from submitters that typically commercial cards do
revolving balances that enable issuers of consumer cards to earn

\Q‘commv
48.1 medium to large commercial credit @ lders designed to
card holders, card usage restrictios ddikely to be paid'in full and on time
48.2 small business credit card holders'who m Ihto exhibit revolving
balances.
h;t additional spending beyond the

expenditure constrai rcial credit card are limited. In cases
where domestic ¢ used to manage employee expenses,
there may be ince : older (employee) to maximise expenditure. This

48. We note that several submitters pointed to two k
offerings, tailored to:

49, Where balances are pai is sugges

ined. We therefore do not consider that medium to
\ olders induce any significant additional demand to

ver, in situations where cardholders exhibit revolving credit balances, these
ay indic nces where additional spend has occurred to the benefit of the

50.

sub pg17-18
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Impact of credit withdrawal on small business commercial credit cardholders

51.

52.

53.

54.

55.

Some stakeholders argue that including commercial cards in the pricing standard
would disproportionately affect small business card holders by reducing issuers’
ability to offer them credit. The subsequent impact would be that merchants
transacting with these small business card holders would lose out on additional
spending.

For very small firms (eg 1-5 employees), credit underwriting often relies on personal
credit assessments or director guarantees. It is not clear that extending short-term
unsecured credit to these commercial credit cardholders is systematically more
costly than to personal credit cardholders, particularly where repaymentisk is
already priced at the individual level.

Broader evidence on firm finance suggests that fast-growing firms rely more on bank
credit?’—implying that commercial cards are not unigtely enabling growth-critical
credit in a way that would translate into higher merchant acceptance benefits than
personal cards.

On balance, we recognise that the credit prevision to smaller business credit
cardholders may provide merchants with additional benefit, however these benefits
are similar to those from domestic personal credit cardholders.

We therefore do not consider that an.interchange premium is justified for the
outsourced provision of credit, above that whichis already provided under the
personal credit card cap:

Next steps

56.

Once we have receivedfeedback from:Committee, we will work up appropriate
premia to apply as part of the overall proposed caps.

27 IMF New Zealand: Selected Issues; IMF Country Report No. 25/115; April 29, 2025 pg 11
https://www.imf.org/-/media/files/publications/cr/2025/english/1nzlea2025002-print-pdf.pdf
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Annex A: Domestic Commercial Credit Cardholder Benefits

1. In this section, we consider New Zealand businesses as commercial card holders who
therefore benefit from the value-add services and the interaction with interchange
fees.

Our view on cardholder benefits

2. Our view is that value-added services that accrue to the card holder (regardless of
whether they are also a merchant who accepts cards) can be charged for separately
in the form of card holder fees rather than interchange fees. Furthermore, unlike
personal credit cards which are subject to the Credit Contracts and‘Consumer
Finance Act 2003 rules for card fees and so are able to recover costs,more easily
through sources other than interchange.?®

3. Our concern has been that cardholder benefits, which_are limited to those who are
cardholders, are cross-subsidised through high and growing interchange fees for all
those who accept domestic commercial credit.?®

Stakeholder views

4, In response to the previous decision process, sehemes and banks submitted that
inclusion of commercial cards in thepricing standard would-<impact the ability of
issuers to provide value add services toicard holders:

4.1 rewards, loyalty points, rebates

4.2 data managemeéntand reporting,

4.3  expense management,

4.4 additional technology egwirtual cards

4.5 fraud'protections eg reverse charge facility, and
4.6 credit provision

5. Submitterswoutlined that if interchange fees were capped, the above benefits would
be remaved.as they are currently funded through interchange fees. This is due to the
different operating model for commercial credit cards (in contrast to personal credit

28" Page 36 https://www.comcom.govt.nz/assets/pdf file/0032/363848/Retail-Payment-System-
Interchange-fee-regulation-for-Mastercard-and-Visa-networks-Draft-Decision-and-Reasons-Paper-18-
December-2024.pdf

2 Page 66 https://www.comcom.govt.nz/assets/pdf_file/0032/367457/Retail-Payment-System-
Interchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-
July-2025.pdf
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cards) which are designed to be paid in full (ie little or no revolving credit) and so rely

heavily on interchange rather than interest to generate revenue.3?

Submitters also stated that the loss of these benefits would result in wider impacts
to the economy and be particularly felt by SMEs who may struggle to obtain
alternative solutions eg low-cost financing solutions,3! resulting in wider impacts to
the economy.3?

Stakeholder responses to our view

Z.

their viability altogether. 34
Merchant views as cardholders vs accepting payme @

8.

10.

In response, submissions stated that any increases in annual fee wo e subsidised g

by smaller business customers (who would typically hold fewer ¢ apra large \
business) under a fee-based approach, due to the regressive r\% at fees:33
pi

And submitters stated that that issuers would be unable t shift froﬁ
interchange-funded to customer fee-funded business model would@tjn lly

reduce the benefits offered under their commercial Qﬂ)grams or reconsider

?\

Based on the limited engagement we ha ed so chants would prefer
lower interchange fees on domestic ¢ i cre e benefits received as

card holders of domestic commercia it card&

We note the submission from.Retai which ts its members views on
er interchange fee was more important than

commercial credit cards t
rewards as card holde@

The focus of our poll \%‘r alue plaQN rewards and benefits of commercial
credit cards whe igh ainst the benefits of lower interchange fees. Of the
respondents, 92% redit card

valuable cr; rd benefits a%s

iment has been echoed more recently by SS@Ba@Is @@y

ion pp17-18. Citibank submission p2 states that Citi commercial cards do not charge
unlike consumer cards, and the product is largely reliant solely on interchange. SIS ss@Em"

32 See for example: Revolut submission p7, Westpac submission para 2.3(d), para 3.15-16 and cross

submission para 2.2(a), BNZ cross submission para 6.2.

33 ANZ submission p5 and
34

35 Retail

NZ submission, paras 5-6.
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11.

12. We therefore acknowledge that commercial credit cards may'y va ue-a&
benefits to commercial credit cardholders However, based onithe evide to date
we consider that these value-added benefits do not@the benefit'that

merchants would gain from reduced interchange fe ept dorv

commercial credit cards.
13. Furthermore, we consider that the value-e S: %
13.1 could be funded through oth @wan in @!ees and
13.2 are less than any reductioniin in rchang(&hat NZ businesses as
merchants pay to ac rds.

7
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Document 10

Memorandum
To: Market Regulation Committee 01.06/N0038
From: Commercial credit team
Date: February 2026
Classification: In-confidence — Commercial Error! Unknown document property
name.
Subject: Foreign Issued Commercial Credit — Step.3+- Merchant Bengfits
Purpose
1 This document outlines our initial assessment.of potential merchant benefits we

consider relevant to determining the appropriate premia for foreign issued?

commercial credit cards.

Recommendations

2. It is recommended that the Market Regulation Committee, provide feedback on our
assessment of the potentialmerchant benefits and subsequent premia to be applied
for Step 3 of the interchange feé cap.

3 Our initial views on potential merchant benefits are outlined in the table below.

Table'l¥ "Summary of our views — merchant benefit premia

Potential merchantbéenefit Prémium above domestic Premium above foreign issued
commercial credit personal credit

Demand stimulationthrough Yes No

access to international customers

who'have fewsalternatives

Guaranteed paymentand No No

settlement certainty with foreign

transactions.

Fraud protection and security Yes No

*In our most recent Interchange standard this is defined as: inbound cross-border transactions — retail
payment at a merchant outlet located in New Zealand using a card issued by an issuer based outside of New
Zealand at 6.1.17, page 6 at: https://www.comcom.govt.nz/assets/pdf file/0024/368322/Retail-Payment-

System-Mastercard-and-Visa-Interchange-Fee-Network-Standard-2025-Amendment-Consolidation-14-

August-2025.pdf

5781521-1



Background

Foreign and domestic commercial credit cards

4.,

We considered commercial credit interchange fees are high and not well constrained
by competition but that we had insufficient evidence to determine what an
appropriate and reasonable cap should be. We signalled foreign issued commercial
credit transactions would be uncapped consistent with our approach to domestic
commercial credit cards.?

Foreign issued premia applied in July decision

5:

Using domestic personal credit as a starting point at 0.30% for in-person transactions
and 0.70% for online transactions, the additional premia for foreign issuéd personal
credit in July decision were: 40BP for in-person transactions and 80BP for online
transactions (card not present). These premia were appliedto reflect the.relative:

° merchant benefit of accepting foreign-sissued compared towalternatives
(including no transaction taking place)

° higher fraud rates on international transactionsicompared to domestic
transactions (approximatély five-times higher.incidence of fraud)

° higher costs associated with preventing fraud on foreign issued than
domestic
° online transactions/(card not present) subject to substantially higher

incidence of attemptedfraud.

When applied'to commercial.debit and personal credit, the current foreign in person
and online €aps‘as per July 2025 decision are:3

Table2 Table2: Current caps on commercial debit and personal credit

Type Payment Method Caps

Domestic commercial debit In-person contacted 0.00%
In-person contactless 0.20%
On-line 0.60%

Domestic commercial credit In person Uncapped
On-line Uncapped

2 Para 3.58 at https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-
Interchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-July-

2025.pdf

3 Para x9 ibid.
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Foreign commercial debit In-person 0.60%
On-line 1.40%
Foreign personal credit In-person 0.70%
On-line 1.50%
Methodology

7.

We have assessed each potential merchant benefit against existing proposed premia
applied to domestic commercial credit. To ensure consistency withther foreign
issued products, our starting point for any additional merchant benefit from
accepting foreign issued commercial is to assess whether theforeignissued personal
credit premium apply and then whether additional merchant,benefits accrue from
accepting foreign issued commercial credit.

Engagement activity

8.

Since September 2025, as part of the commereial credit cards interchange fee work,
we have conducted engagement with range,of stakeholders, including issuers,
schemes, overseas payment regulators, merchants and their associations. To ensure
we appropriately covered issues relating,to foreign.issued'ecommercial credit, we
focused on gaining insights from merchants in sectors such as travel, where foreign
issued commercial credit cards are more likely'to be used.

This memo includes information/gained.from this engagement. We note however,
that the number of merchants and/ormerchant associations who participated during
this process is small and,thére may bedimitations to applying these insights across all
merchants. To address this gap;weprepose to conduct additional targeted merchant
engagement, as partiof consultation activity, once a draft decision is published.

Relevant merchant benefits

10.

We haveiidentified andiassessed the following merchant benefits relevant to foreign
issued commercial credit cards, as identified by stakeholders either through
submissions and/or.engagement:

. Demand stimulation through access to international customers who have few
alternatives

° Guaranteed payment and settlement certainty with foreign transactions

. Fraud protection and security

Convenience benefits for accepting payments from international customers who have few

11.

alternatives

We have previously acknowledged that international customers have fewer viable
alternative payment methods such as Eftpos for in-person transactions and account
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to account solutions for card not present transactions. Therefore, we acknowledged
that accepting foreign issued personal credit cards allows merchants a convenient
way to accept payments from international consumers and provides merchants with
the benefit of a larger potential customer base.*

12. We accept that in the case of foreign issued commercial credit cards, merchants will

gain access to tourists, international students, business travellers and overseas who

pay. Therefore, a premium to account for this merchant benefit above domestic

commercial credit is valid. However, we need to assess whether foreign issued %
commercial credit cards merit a premium over and above foreign issued personal q

credit cards.

Insights from engagement

13.

14.

15.

\/

4 Para 3.56.https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-Interchange-
fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-July-2025.pdf

5

009 Cornell University, C Kennell: The Billboard Effect: Online Travel Agent Impact on Non-OTA Reservation
olume https://ecornell-impact.cornell.edu/wp-content/uploads/sites/7/2014/07/The-Billboard-Effect.pdf
ttps://hbr.org/2026/01/gen-ai-is-threatening-the-platforms-that-dominate-online-travel




16. Rebates can be classified as a value-added service to the cardholder, equivalent to
loyalty points and rewards. Therefore, we do not consider that the merchant should
have to pay for this through additional interchange fees which are passed forward to
them.

17.

18.

19.

Guaranteed settlement Q
er

20. In the July decision paper, we recogniséd that chant would benefit from
accepting credit over a deh because ides the merchant with guaranteed
settlement, regardless of the'cardholder.de g payment to the issuer.!! We also
recognised the cost rnatives rnational bank transfers when we set
our caps for foreigh i erson card not present transactions.!?

Insights from recent e ent t/@

21.

22.

Q’ara 2.98-2.99 https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-
terchange-fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-July-

2025.pdf
12 para 3.54 https://www.comcom.govt.nz/assets/pdf file/0032/367457/Retail-Payment-System-Interchange-

fee-regulation-for-Mastercard-and-Visa-networks-Final-Decision-and-Reasons-Paper-17-July-2025.pdf
13




23,

products, including foreign issued personal credit cards. Therefore, in relation to this

aspect of guaranteed payment, we do not consider that a premium is warranted for

24, The merchant benefit of guaranteed payment comes with accepting all credit card (L
foreign issued commercial credit cards. q%

25. With foreign issued commercial credit cards, we accept that there additional
certainty from locking foreign exchange rates at the time th action is
undertaken but this is the same as a foreign issued persor@h ard. al
note that because foreign exchange rates can move up.or down, the timing
transaction using a foreign issued commercial credi vill not b e
advantage of any previous or future changes. Thi ternatives -

such as a foreign currency account with a dome en also include
features such as currency holding to coun :

a
ake

26. In response, to submissions that forei dit cards facilitate
higher value transactions than foreig credit cards, ad-valorem

erc
pricing would account for the issuer having to Ea&her risk for a higher value

transaction. This is the same/@sour approach estic commercial credit on
higher value transactionsi % arison to

0
o
S

stic personal credit.

27.

Fraud protectio security

28. In Wus decision, recognised that credit products have higher fraud risk
t ebit products o stronger fraud protections and chargebacks increase
n er confidence and support merchant acceptance. When we set personal
oreign cr "Mps, we recognised and incorporated submission evidence that
igher %was associated with foreign issued credit cards, particularly in on-
lin ns.'®

@

For example, https://www.kiwibank.co.nz/business-banking/international-business/foreign-

exchange/foreign-currency-accounts




Insights from recent engagement

28,

30.

At this time, we do not have information on the relative fraud risk
issued personal credit and foreign issued commercial credit only
associated with foreign issued credit is higher.

en foreig
risk

X



Document 11

Recommendation for commercial Materiality  [H/M/L]

credit cards Submissions [H/M/L]

To: Payments Division 24.01 / PRJ0045837

From:

Date: 27 May 2025

Classification: In-Confidence — Internal use only — Contains confidential.information

Subject: Domestic commercial credit cards — recommendation‘to leave
unregulated

Purpose

This document seeks Division approval of our approeach to domestic commercial
credit cards for the final decision for the new'Interchange FeesNetwork Standard.

Recommendations

Based on the analysis in this document; staff recommend,that the Commission
approve the following recommendations for inclusionin the final decision:

2.1 We recommend leaving domestic commercial credit cards unregulated at this
stage;

2.1.1 for all«contacted, contactless and online payments;

2.1.2° which represents,a change from the draft decision approach.

High level approach
Reasonsfor.addressing this issue

Interchange fees on domestic commercial credit cards are not currently regulated
under thenitial Pricing Standard (IPS). In our December draft decision, we proposed
to regulate domestic commercial cards in our new pricing standard.

5472233-6



4, We have received submissions and cross submissions on our December 2024 draft
decision to regulate domestic commercial cards that we must consider in reaching
our final decisions.

Approach raised in Draft Decision

5 In our December draft decision, we proposed the following commercial credit card

draft caps (which align with consumer rates to simplify the variability of interchange (L

fees):!

5:1 Domestic commercial credit, contacted 0.20%

5.2 Domestic commercial credit, contactless 0.20% &

5:3 Domestic commercial credit, online 0.40%

Table 1: A summary of our draft interchange fee ca

Product type Current interchange fee Possib'z caps Our drzit interchange
caps provider in our fee ccps
consuliation paper

' Domestic Unregulated  0.20%

commercial credit Mastercard up to

Contacted

‘ Domestic | 0.20%

w

k] commercial credit

t

S

c

S

o  Domestic U 1 0.20% | 0.40%
% commercial credi

(o]

6. %ans for incmg commercial cards in the regulated caps were broadly

ined wiWasons for capping these cards at same rate as personal credit

rds. Th&e% ns included:

6.1 we acknowledge the different dynamics in the commercial payment
ace compared to personal payment services, we do not believe there is
\ sufficient evidence to justify different fees between commercial and personal
card transactions.

6.2 We accept there may be additional costs in value-added services provided to
commercial customers, but these can be separately charged for. This
separation of fees has the potential to increase efficiency, through the
avoidance of implicit cross-subsidisation from non-commercial cardholders

1 See table 2.1 in the Draft Decision

1833645.1



and promote competition on these services by giving greater transparency to
these costs.

6.3 Personal credit products are also subject to the Credit Contracts and
Consumer Finance Act 2003 rules for card fees, while commercial credit
products are not. This means issuers of commercial credit products can
recover costs more easily through sources other than interchange.

In response to submissions on our Consultation paper, we also discussed that we
expect some consumers may migrate to higher cost payment methods such as Amex,
although we did not discuss this specifically in relation to commercial cards. We said:

7.1 We consider the impact on efficiency will be limited because\[thése non-
designated networks/higher cost methods] currently’have less merchant
acceptance than Mastercard and Visa credit card netwerks due to higher
costs (a gap that will increase). This limits the level of consumer adoption
which would allow other networks to fully take.advantage of reduced
interchange fees on the Mastercard andVisarcredit card networks.

7.2 We also expect higher cost payment networks to respond similarly to when
the initial interchange fee regulation came into force by reducing their costs
to merchants. We will be closelysmonitoring these:networks.

Responses in submissions

There were a mix of views-across.submitters,onour proposal to include domestic
commercial credit cards’in the pricing standard, including a mix of views within the
large issuer/acquirer.grodp and a mixof views among smaller issuers (with some
indicating acceptanceofia cap albeit,at a*higher rate). Schemes Visa and Mastercard
disagreed, andAmex.disagreed with our draft decision generally although did not
expressly refer to'the draft.decision‘'on commercial cards. Three submitters agreed
with the proposal to cap demestic commercial cards (BNZ, Smartpay, Retail NZ).?

Submitters«aised various issues in opposition to this draft decision to include
commercial cards. Thesmain issues can be summarised as inconsistency with
internationalbenchmarks, impacts to businesses and particularly SMEs as both
merchants'and consumers of commercial credit cards, the relatively small size of the
commercial card market, and the absence of a market study and/or evidence of
market failure.

Responsesiin cross submissions

In cross submission BNZ opposed submissions calling for a commercial cap
exemption, expressing concerns about the effects to the market or surcharging. BNZ
also revised its view on the cap level, suggesting a slightly higher cap for commercial
products to support a variety of business models.3

2 BNZ cross submission paras 6.1-6.2, Smartpay p3, Retail NZ p5.
3 BNZ cross submission paras 6.1-6.2.

1833645.1



Westpac reflected the concern among some stakeholders that the draft proposal
would increase costs to consumers and businesses, including because a reduction in
interchange caps for commercial cards would result in businesses facing tighter
credit conditions, higher fees and a significant reduction in value added features.*
Westpac and Mastercard both expressed concern that the Commission had not
meaningfully considered the fundamental difference between consumer and
commercial credit business models.®

Relevant considerations

Whether our proposal to include commercial cards would promote competition and
efficiency in the retail payment system for the long-term benefit of'‘consumer and
merchants.

For background context on domestic commercial cards fees including unregulated
interchange fee levels, impacts of our proposed caps, and comparisons to domestic
credit cards, see Attachment A.

Detailed recommendation and analysis
Problem definition

The problem is whether information provided in submissions/and cross submissions
has changed our view that regulating domestic commercial cards would promote
competition and efficiency in the retail payment system for the long-term benefit of
consumer and merchants.

Recommendation

Despite the evidence thatidomestic commercial credit rates are likely excessive, we
have reached the conclusion that'we have insufficient evidence to set an efficient
rate at this stage. We recommend leaving domestic commercial credit cards
unregulated for now, continuing to monitor interchange levels, and signalling our
concern over price drift andeur readiness to intervene in the future.

In‘our’'view domesticicommercial credit rates are likely excessive. We observe
significant interchange paid in relation to scale of transactions and upwards drift in
interchange levels in recent years:

16.1 .. Our monitoring data shows domestic commercial card share of total
. . 9(2)(ba)(i), s 9(2)(b)(ii .
interchange value increased from [0 @O the period 2019 to 2023,
. . 9(2)(ba)(i), s 9(2)(b)(ii)
while share of total transaction value was' and

16.2 The weighted average interchange for domestic commercial credit cards is

FOERESEO0T ooy |ated caps for domestic consumer credit cards
s 9(2)(ba)(i), s 9(2)(b)(i)

, see Attachment A).

4 Westpac cross submission para 2.2.
5 Mastercard cross submission para 1.c, Westpac cross submission para 2.2.a.

1833645.1



While submitters have pointed to much higher Amex uptake and acceptance rates in
the commercial space, we note that & @EH0: S 9E@EM

Another indicator of excessively high interchange rates is New Zealand retailers’
willingness to forgo reward benefits of commercial cards in return for reduced
interchange on this product to help profitability, where 92% of Retail NZ members
polled are both merchants and consumers of commercial cards. There is also
evidence to suggest that small merchants are bearing high merchant service fee
costs on commercial cards to fund, through interchange, free interest periods for
large businesses and corporates.

We acknowledge that the commercial card market operates very differently to the
consumer credit card market. We agree that some form of premium to consumer

credit cards is likely efficient given the additional benefits commercial credit cards
provide to merchants.

We also acknowledge that there are different issuer business models within the
commercial credit card segment and different'product offerings for small to large
business customers. At this stage, we have insufficientiinformation to determine the
likely impacts of different cap options on different payment system participants and
to therefore set an efficient rate.

We have considered key‘issues and evidence raised by submitters in reaching this
view (see below).

Alternatives considered

Include domestic’‘commercial credit'cards in our final pricing standard.

Stakeholder issue 1.—capping commercial contradicts international benchmarks
Stakeholder views

Several issuers and schemes submit that our draft decision to include commercial
cards contradicts,international benchmarks and that we have not applied
benchmarks.consistently across our draft decisions.

Most submitters did not provide developed reasoning or supporting evidence.® Visa
and ANZ provide some supporting analyses, including tables of commercial rates in
¢omparable jurisdictions (see Attachment B in this memo).” [T 0000 on
the inconsistency of our proposal with the EU or UK approach where commercial
cards are not regulated, with some discussion of the European Commission
rationale, as did Mastercard.®

6 For example, Westpac, Citibank, Mastercard.
7 ANZ submission Table 2, p 9 also discussed p18.
&8s 9(2)(ba)(i), s 9(2)(b)(ii) ; Mastercard submission, p28

1833645.1



Analysis/our view

ANZ and Visa’s tables of comparator rates may be relevant to the consideration of
the appropriate level but are less informative on the issue of capping or not.

While the domestic commercial card market share may be
level, e are other

important factors to weigh in our decision making. | hange levels oni,commercial
card transactions are significant in relation to scal ncreasi ith material

impact for merchants and consumers.

We make the following observations on ealan xt:

28.1 There does not appear to be i \ consumer to
me,but in interchange value

28.2 There is significa i ation to scale of transactions and
i ecent years (our monitoring data
re of total interchange value increased

e share of commercial cards in circulation has been stable for the regulated
networks Visa and Mastercard,

ee p8, https://competition-policy.ec.europa.eu/document/download/d8055968-b4c2-424b-b281-
c4c6959df19b_en?filename=IFR_report_card_payment.pdf

11 As one source for commercial credit share of transaction value see:

file://wccfp01l.ccnz.govt.nz/Recordings/Market%20Regulation/RPS/monitoring/sha presentation.html#/t

ransactions-by-card-category; and one source for commercial credit share of interchange value see:

file://wccfp01l.ccnz.govt.nz/Recordings/Market%20Regulation/RPS/monitoring/sha presentation.html#/i

nterchange-fees-by-card-category

1833645.1




While we agree that the fee structure can differ to consumer credit cards and may
be a relevant consideration in a potential cap level, we do not agree this is a
sufficient reason to exclude commercial cards from the pricing standard. We discuss
our rationale further in the following sections.

Stakeholder issue 2 - commercial cards have a different fee structure and capping would
adversely impact businesses as consumers of commercial credit card products : %

Stakeholder views
Various stakeholders submitted that inclusion of commercial card pricing
standard will disproportionately impact SMEs, due to the impacted ability uers
to provide product benefits or “value added features” (inclu data gement
and reporting, expense management, additional tec gy like virtual cards and
fraud protections, and working capital solutions o rm len ity),
resulting in increased costs and reduced choice for businesses with wider

impacts to the economy.!3

f com
s rel

Submitters discussed the different fee str
reason for this, including that com
have no or relatively low interest«evenue:'*

rds as the primary
vily.on interchange, and

Visa p3, Revolut submission p7, Westpac submission para 2.3(d), para
.15-16 and cross submission para 2.2(a), BNZ cross submission para 6.2. WEX discusses how commercial

credit cards can serve as a low-cost financing solution for SMEs who may struggle to obtain this on capital
O markets, among other customer benefits. WEX submission p3 and p10.

ANZ submission pp17-18. Citibank submission p2 states that Citi commercial cards do not charge interest,
unlike consumer cards, and the product is largely reliant solely on interchange. Wex submission p3 notes
that WEX does not charge customers for the use of its virtual card payment solutions and that the
commercial credit card interchange which finances WEX's business model is critical.

15
16

1833645.1




Submitters also disagreed with our view that additional costs in value-added services
provided to commercial customers can be separately charged for.”_

If annual card fees were to increase smaller busi
fees on a per card or per transaction basis co
system. Larger businesses on the other ha

transactions would be paying significantly less

p paying higher
heir impact on the
bers of cards and

Analysis/our view
We understand that corpora mmercial are not designed to have revolving
balances, and that intercha rev i ely funding free interest periods for
SMEs and large co 4

In our current %e heavy @ e on interchange to fund these credit products
for businesses and large rates likely has a material impact on merchants
d merchant service fees, and is unlikely to be economically efficient.

throu%
\% e subm% rom Retail NZ which reflects its members views on
r

cial credit cards:?°

Ee focus of was on the value placed on the rewards and benefits of commercial

credi N n weighed against the business benefits of lower interchange fees. Of the
responde 2% used a credit card for purchasing business items and cited the most

dit card benefits as interest free repayment terms and Airpoints dollars.
\Xer, 79% of retailers felt that the reduction or removal of these benefits would have

Q%v or no impact on them or their business.

17 For example, Visa submission p14, WEX submission p9.

18
19

20 Retail NZ submission, paras 5-6.

1833645.1



The responses overwhelmingly indicated that a lower interchange fee was more important
than rewards and that lower interchange fees would help profitability for retailers.

We consider the evidence provided on this issue does not detract from our draft
decision proposal to include commercial cards in the pricing standard, and may
strengthen it. While we agree that the fee structure can differ to consumer credit
cards, we do not agree this is a sufficient reason to exclude domestic commercial

cards from the pricing standard. (L
Stakeholder issue 3 — capping would adversely impact merchants through increase costs %

with business customer migration to more expensive products such as A , and q

reductions in demand and other benefits
Stakeholder views on higher costs for merchants % &
Various stakeholders submitted that capping commercial €ards would s the

market toward Amex, for example pushing corporate Amex for rewards, leading
to higher volumes on the Amex network and highe fees,
thereby eliminating alleged cost savings of the ommercial cap.

Stakeholder views on reduced benefits for merchants
Stakehol submitted that capping domestic commercial cards would reduce the
a&h ssuers to provide the product, resulting in reduced benefits to merchants.
akeholders noted merchant benefits of commercial cards include the removal of
ictions, higher demand, increased card usage, higher average transaction value,

:Q and immediate and secure receipt of funds.zs_

21 ANZ submission p5 and 18, Citibank p4, Visa p 5 and 18,40,_, Mastercard p26.

22
23
24

25

ANZ submission p5.

1833645.1
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Analysis/our view
We consider these are issues to consider in relation to the appropriate cap level
rather than reasons to suggest commercial cards should not be capped.

On the issue of higher costs to merchants as a result of potentially increased (L
transactions on the Amex network and higher merchant acceptance i
commercial cards,

45.1  Our monitoring data shows Amex had

.share of

and .share of transaction volume, with
27

45.2  From the same monitoring data, the do
value was shared

ial card transaction

45.3

45.4

K
X

Citibank submission p3. Wex submission p8 also discussed the benefits of commercial credits cards for
merchants in the travel sector and submitted that capping would increase reconciliation efforts and fraud
levels for these merchants as a result of increased acceptance of consumer cards.

27 Internal data and analysis for QA at interchange transaction 2019 2023 stagel.xlsx

28

1833645.1




response to the concerns raised on the significant migration to Amex in the

: Australian experience

30 One source is the monitoring presentation here
file://wccfpO1l.ccnz.govt.nz/Recordings/Market%20Regulation/RPS/monitoring/sha_presentation.html#/
annual-size-and-share

1833645.1
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48.

49.

at capping domestic commercial
rates would result in ervice fees, thereby eliminating
alleged cost savin W co ial'cap.

51. On the issue o d be eerchants, we refer to the Retail NZ submission

above, whére.retailer me o are also consumers of commercial cards,
expresse r duced interchange in exchange for reduced rewards to

hel W ity. T icates allocative inefficiency that likely has wider impacts to
ivé and dynami

fficiency in the economy.
Sta@t issue 4 Wiality — domestic commercial cards have small market share in
New land, sh ave minimal impact on level of fees in the market

Stakehold

50.

52. x akeholders submitted that the potential impact or upside from interchange
Qe gulation of commercial cards is minimal given the small size of this segment.33
or example, Westpac estimated that commercial card market share of card

O transactions to be less than 10% by value, and

31

32

33 For example, Citibank p4.

1833645.1
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I Mastercard also submitted that
commercial card payments were estimated to represent $8.1 billion in 2022, just 6%
of the total market.3>

Analysis/our current view

We agree that the commercial card share of transaction value is smaller than other
card payment types. However, we disagree that the small size of this segment means
that the potential upside from interchange fee regulation is reduced or limited.

According to our estimates, the commercial card share of interchange.fee value is
significant at

q‘bq’

t failures, any regulation requires a market
study

ssuer Wex%nitted that there is no evidence of market failure in the
ercial card segment and that any regulation of commercial cards requires a
etailed m udy.3® Amex also expressed concern over insufficient evidence of

, Westpac para 4.24.
astercard submission p26.

37 Source is internal monitoring presentation:
file://wccfp01l.ccnz.govt.nz/Recordings/Market%20Regulation/RPS/monitoring/sha_presentation.html#/i
nterchange-fees-by-card-category

38 WEX submission, p2.

3% Amex submission p1.

1833645.1
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Analysis/our current view

We acknowledge submitters’ concerns. We note that the Act enables us to set
standards for the purpose of promoting competition and efficiency to the long-term
benefit of merchants and consumers in New Zealand and for the reasons we have
given above, we consider commercial card interchange levels are likely too high and
therefore not economically efficient.

Stakeholder issue 6 — if regulated, the optimal interchange level for domestic commercial
cards is higher than the Commission’s proposal

Stakeholder views

Several stakeholders submitted that if domestic commercial cards‘areito’be
regulated, the optimal interchange level is higher than the Commission’s proposed
cap in the draft decision.*°

One group of stakeholders submitted there should bé a premium in.relation.to
consumer credit cards.*! These submitters provided arange of reasons for this view
including:

59.1 Providing for the additional benefits (or positive externalities) commercial
cards generate for merchants (examples noted above at paragraph 41) with
respect to consumer cards, and the need to’balance the costs and benefits to
merchants; %2

59.2 Providing for the additional benefitsto SMEs as consumers including access
to working capital (examples noted above at paragraph 29);

59.3 Compensating.ssuers for the higher fraud costs associated with commercial
cards;*3

59.4 Ensuring smaller, New'Zealand owned, banks’ ability to innovate and offer
competitive productsito business or commercial customers given that smaller
banks cannet as easily cross-subsidise, offset or leverage global operations to
invest into commercial product offerings;** and

40 Revollt p7,9, TSB pp1-2,4, FEAEADSIRON = \ve note BNZ submission para 7.1 supported the draft
proposal for no premium on domestic commercial cards but also referred to its previous submission
where it proposes a cap level of 0.80%. The subsequent BNZ cross submission acknowledged that
commercial cards may require a different, higher interchange cap than consumer cards, para 6.1.1.

4¥7gp 8 9(2)(ba)(i), s 9(2)(b)(ii)

42 TBS

43 ANZ para 29 “Additionally, no premium is attached to Commercial Cards despite the higher fraud risks
associated with those cards as well.” Wex submission p2.

44 TSB p4 submits that reducing commercial card interchange fees to same level as retail card caps would
undermine competition and innovation in the business/commercial market.

1833645.1
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59.5 Avoiding discontinuation of the commercial card offering by regulated issuers
and subsequent migration to American Express.*®

60.

61. NZ submitted tables of compara j ictions,
with ANZ noting that rates for business/comme
jurisdictions are materially higher than the

62.

62.2 various res for each ercial card type including, among others, fraud

w alue, i ied fraud events and fraud write-off per card.

%nd Visa notes “the Commission’s proposal to significantly reduce interchange fees for credit
o RSO N S S S

ercial cards may lead
to discontinuation of this offering by regulated issuers”, p43.

4 ANZ submission p18.

1833645.1
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Mastercard also referred to a 2019 Oxera study of EU, submitting that i vides an
indication of the scale of additional costs merchants d face if the commercial
card interchange fee is set too low.>!

Both BNZ and Revolut initially proposed an al ive'cap level of 0.80% for
domestic commercial cards aligned to curr. stic cre hange caps. For
BNZ this was to simplify the fee structure ity for merchants and
consumers.*2 Revolut noted the nee miu pect to domestic

debit).>* However, BNZ revised its positionsin cro ion, suggesting a slightly
higher cap for commercial product ppor, of business models, along
with tight product qualific iteria and.re obligations.>*

Analysis/our view %
Submitters have rais us poi rds setting an optimal interchange cap

level for domestic c ercial @ rds.

We accept t tting the optimal rate for commercial credit cards is likely more

complex th r draft decision acknowledged. Although we consider current

unrégulate excessive, we do agree that some form of premium to
m

levelsar
C cards is lik ficient given the additional benefits commercial credit
r rovidetto businesses as consumers of commercial credit cards and to
e

merchant consider that issuer fraud costs on commercial cards likely justify
premium to some extent.

ave considered different cap setting approaches to reflect this premium using
heii mation provided in submissions and our own monitoring data. For example:

QAastercard submission pp27-28.

52 BNZ at para 7.1 refers to its previous submission on the Consultation paper where it suggests a cap of 0.80%
for commercial, international and prepaid cards “align to current domestic credit interchange rates” (para
1.6)

%3 Revolut recommendation for Domestic/Commercial credit in-person and online is 0.80%, p7 and 9.

54 BNZ cross submission paras 6.1-6.2.

1833645.1
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67.1 Capping at a 50bps uplift to consumer credit to accommodate evidence on

higher cost of free funding periods and higher eligible issuer costs that
s 9(2)(ba)(i), s 9(2)(b)(ii)

67.2 Capping at the weighted average rates observed in 2023 (150bps for in-
person transactions and 126bps for online transactions); and

67.3 Capping at 80bps as proposed by Revolut and previously BNZ.

However, we consider we have insufficient evidence to determine the likely impacts
of these options on different payment system participants and to thefrefore set an
efficient rate.

We note that the commercial credit card market operates very differently to'the
consumer credit card market. We also acknowledge that there are different issuer
business models within the commercial credit card segment and different product
offerings for small to large business customers.



COMMERCE
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Attachment A: background context on domestic commercial cards fees @ \%

Table Al: comparison of domestic commercial and domestic cr

Card type Payment Currentcap Draft cap Transaction Interchange Potential Reduction in
method value fecvalue weizthted interchange interchange
aveiag:z fee value fee value
interchange

tea

Domestic credit  In-person 0.80%
Domestic credit  Online 0.80% 0.40%

Commercial In-person  Not currently regulated
credit
Commercial Online Not currently regulated
credit

Total

70. We note that the weighted average int that for regulated domestic

consumer credit cards

5472233-6 O
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Attachment B: Summary of submission sentiment and examples of evidence

Table B1: Summary of submission sentiment and issues raised

Large issuer/acquirers Other card issuers, Acquirers/ terminal Merchants Schemes
(ANZ, Westpac, BNZ, (Citibank, TSB, Archa, providers (Retail NZ) (Visa, Visa/CRA,
Revolut, WEX) (Smartpay) MasterCard
Draft decision —regulate | Agrees: Disagrees:
interchange fees for BNZ> Citibank, TSB, Archa, WEX
transactions in New
Zealand using commercial | Disagrees: Mixed view:
cards ANZ, Westpac Revolut (proposes a
higher cap®®), TSB
(proposes unregulated
higher cap)

Main issues raised by submitters in relation to our draft decision to regulate interchange for commercial cards (to include in pricing standard)

have different fee
structure and revenue
components (do not
charge interest and largely
reliant on interchange)

Issue 1 — capping ANZ, Westpac Citibank Mastercard

commercial contradicts

international benchmarks Notesg@m’m\
references EC rationale

Issue 2 — commercial cards | ANZ Citibank, WEX s 9(2)(ba)(i), s 9(2)(b)(ii)

5 BNZ refers to its previous submission on the Consultation paper where it suggests a cap of 0.80% for commercial, international and prepaid cards “align to current
domestic credit interchange rates”(para.1.6)
% Revolut recommendation for Doméstic /Cemmercial credit — in-person and online is 0.80%, p9.
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(issue 2 and 3 might be
combined)

5 ;Obv(i), s 9(2)(b)(ii)

Issue 3 —inclusion in the
pricing standard will
disproportionately impact
SMEs, impact ability of
issuers to provide product
benefits (including data
management, reporting,
working capital solutions)

Westpac

Citibank, WEX, TSB

Note: submission does
not support this view

Note: Retail NZdisagrees,
refers to merchant survey
results:

— lowerinterchange
more,important than
benefits o commercial
cards

Mastercard
s 9(2)(b)(ii)

Issue 4 — capping
commercial will skew the
market toward
Amex/push corporates to
Amex for rewards, leading
to higher merchant service
fees and eliminating
alleged cost savings

ANZ

Citibank

Visa S 2(2) b))
Mastercard

Issue 5 — materiality —
commercial cards have
small market share in New
Zealand, therefore have
minimal impact on level of
fees in the market

Westpac

Citibank

s 9(2)(b)(ii)
Mastercard

Issue 6 - No evidence of
market failures, any
regulation requires a
market study

Wex

Amex

Issue 7 —impacts to
smaller banks’ ability to
compete *more in relation
to level than capping

TSB

1833645.1
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