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Dear Sirs,

Pl ease find bel ow comments from Swedbank, Sweden regardi ng The European
Comm ssion InterimReport 1 Paynent Cards issued on April 12, 2006.

1. General

Bei ng supporters of the financial services business on a free and open
mar ket for conpetition under rules of the level playing field we al so
share this objective for the card paynents busi ness.

Wien we read the report we clearly see that the survey shows that
Europe today is divided in many separate markets in the area of card
paynents and the boundaries that divide the separate markets from each
other to a great extent are of legal, technical, cultural, evolutional
and practi cal

character. The different regulatory environments in the EU nenber
states give clear proof of that no thorough attenpt has so far been
made to join together the different card paynment markets outside the
real mof the international card schenes |ike Visa and MasterCard. Even
wi thin these card schenes there are discrepancies in how card paynents
work in the different European countries due to the above nentioned
boundaries. W al so want to enphasize that the card paynents nust
remai n a business to devel op and grow t hrough conpetition for custoner
satisfaction. Therefore we do not share your opinion on cost based
pricing, since we interpret that to be an evolution to a utility like
service. We nmake our best effort to differentiate our services from
those of the conpetitor in as many ways as possible and therefore we
work wi th val ue based pricing in conpetition with other providers.

To sonme extent we share your findings but in some other instances we do
not consider your conclusions to be a good analysis of reason and
consequence in the paynent card area. Since many of the findings are
fromunidentified markets we find it difficult to conment on themin
detail and therefore we focus on the overall level in the report.

2. Geographi c scope

As a customer focused organi sation we see that our cardhol ders want to
be able to use their paynment cards wherever they travel and there is no
evident desire to have a paynent card with usage restricted into Sweden
or even the European Union. Mst of our card hol ders expect their card



to be accepted on global scale. Due to this fact the vast majority of
paynent cards we today issue, are connected to the international card
schenmes. |If however, we would consider to build a European paynent card
we would at mninmum have to see to that it is accepted in the EU 25
plus the Efta countries of Norway, |celand and Lichtenstein and
Switzerl and, since these countries are all on the scope as travel and
trade destinations for card users in Europe. W see little point for a
paynment card restricted to the Euro zone since our card holders do not
in general decide on destination depending on currency used in
destination country.

In a simlar manner our nerchant custoners in their role as card
acceptors are keen to sell goods and services to anybody that can pay
and are without any willingness to discrimnate on the custoner country
of origin or native country currency. Therefore there is little demand
for acceptance agreenents for donestic or euro-zone only cards. In
order to cater for the nerchant needs we have constructed our merchant
offers to cover as many paynent card schenes as we can, taking upon us
as card acquirers the task of being connected to several international
card schenmes and relieving nerchants fromthe need to connect to
different sources for different card schene acceptance agreenents. |f
merchants want to split up their acquiring contracts between severa
acquirers they are however free to do so.

For these obvious reasons we consider it vital for the positive
devel opment of card paynents to base the card business on w de
i nternational card solutions and avoid European only schenes.

3. Conpetition and |level playing field

Sweden can serve as an exanple for how a proprietary donmestic debit
card market has made a turn around and di scontinued processing and
acqui ring nonopolies over ten years ago and now has an open paynent
card busi ness based on international card schene products thus allow ng
cardhol ders fromall over the world to pay at POS at every nerchant

| ocation that accepts cards or use all the bank owned atm s for cash
wi thdrawal s. In addition to this all the nmerchants accepting paynent
cards can access not only the residents in Sweden but also visitors
fromabroad for card paynents.

Si nce 1995, when the EU conpetition |egislation came into full force in
Sweden we have conducted the paynent card business in a market driven
by busi ness objectives both for the issuer side and for the acquirer
side of the business and this has |lead to a rapid devel opnent of the
card paynents in Sweden. On average our card paynment business has
expanded with approxi mtely 20% per year neasured in nunber of
transactions. Al so non banks issue substantial nunbers of paynent

cards. Merchants in the grocery and petrol businesses are the

predom nant non bank issuers and account for double digit market shares
in cards in Sweden. Both issuers and

acquirers have good financial incitenments for expanding their
respective businesses and this is to our opinion the main reason for
the rapid market growmh during the last ten years.

In our card business in Estonia, Latvia and Lithuania the growth of
card paynents is even faster than in Sweden (30 — 40% annual growth



rate) and in these countries the set up is also according to
internationally accepted cards and a busi ness nodel where banks conpete
wi th each other for both the issuing and the acquiring business.

An additional benefit to the market is the gradual reduction in usage
of cash paynents in retail environnents when the el ectronic point of
sal e paynents is expanded. The expensive and risky cash usage goes down
benefiting society, nmerchants and banks and providi ng conveni ence to
consuners. W estimate that in Sweden 55 — 60% of retail paynents over
t he counter are done by cards and the remai ning by cash. In sone retai
busi nesses |ike petrol purchases up to 90%is paid for by cards. The
nunber of point of sale paynents outperforns the atm cash w thdrawal s
with four to one in favour of point of sale usage in Sweden.

Shoul d the busi ness nodel in card paynents change to the detrinent of

i ssuers and acquirers the | ogical assunption is that issuers would to
| esser extent see the purpose to push for card ownership and for usage
at point of sale as woul d banks as acquirers fail to see ends neet at
sustainable level to justify investnents in build-up, maintenance and
conti nui ng devel opnent of the card paynent services. W believe that a
heavily regul ated card business with a utility type business nodel
woul d I ead to the sl owdown of the expansion of card paynents and open
up for expansion of cash paynents with its associated cost and ri sk.

I n our opinion conpetition on a |evel playing field between issuers,
acquirers, service providers, suppliers, international card schenes and
merchants is the best guarantee to get a market desired by the
consuners in Europe and throughout the world.

4. Standardi sation

To be able to exchange transactions between a nultitude of acquirers
and issuers the parties participating in card paynents al so need
standardi sation. This does not only count for the technical interfaces
and practical procedures but also for the business nodel in the paynent
schene. In order to get true cross border markets working in the EU /
EES area there al so needs to be a standardisation in the | egal and
regul atory field opening up for issuers and acquirers as providers in
all the nenber states to allow freedom of choice of issuers for
consuners and choi ce of acquirers for nmerchants throughout the EU
Today an issuer or acquirer neets not only diverse technical standards
but al so varying business nodels and a nultitude of regulatory

envi ronments when consi dering establishing itself in another EU nenber
state. It becones less profitable to establish a card business unit in
a new market due to these differences and therefore there has been
l[ittle expansion into other countries within the EU. A paradox is that
often these differences do not give any additional values to the card
paynments but sinply produce the sane output in a different manner.
Therefore we are strong advocates for greater standardisation in the
technical, practical, legal and regulatory environnent as well as for

t he busi ness nodel .

O particular interest is the interpretation of the EU conpetition

| egi sl ation which seens to both allow and ban sanme business set-ups in
di fferent nenber states. This |leads to that banks that adjust to the
domestic rules in their home market cannot use their econony of scale



fromthe home market when entering another nenber state as card paynent
provi ders, since the set-up there will be another from both regul atory
and practical point of view Practices ruled as illegal in one country
can be perfectly legal in another country under the sane |legislation. A
basi ¢ demand for a comon market in the paynent cards area is a common
set of rules. Therefore we see that the Paynent Directive should be
for 100% harnoni sation giving the different nmenber states no room for
interpretation.

5. Comments on the findings of the report
5.1. Profitability

The claimthat payment cards account for 25 %of the profitability of
retail banks is not accurate for Swedbank. Only a small part of our
profits come fromthe cards business but still that is an inportant
source of income to us and profitable enough for us to keep investing
in. It is true that credit cards are nore profitable than debit cards
counted per transaction or per card. One has to bear in mnd that a
credit card is a lending instrument and in general the profits of the

| endi ng busi ness out performthe paynent business. |If one however takes
into consideration the size of the profit, debit cards outperform
credit cards because the debit card business is so nmuch bigger than the
credit card business nmeasured in volune. Therefore the debit card
business is of highest priority for us. Should the business nodel
change for instance by elimnating the interchange paynments from
acquirers to issuers, this would constitute a new situation where we
woul d have to reconsider the profitability of the issuing business and
possibilities to expand it relying only on charging our card hol ders as
t he sole source of inconme. A new situation would then occur and as
issuers we would strive to push risk cost and especially fraud risk
cost to the acquirers and they woul d endeavour to push these costs to
the nerchants, nost likely to the detrinent of the card usage at point
of sal e thereby maki ng both cardhol ders and nmerchants | oose conpared to
the present situation.

5.2 Merchant pricing

We see that the pan European conpetition between acquirers and service
providers and al so international card schenes should provide the
necessary pressure to set the price that nmerchant pay as users and
beneficiaries of the paynment card busi ness on an accurate |level. This
however neans that acquirers should get access to the different country
mar ket s t hrough standardi sati on as nenti oned above thus giving the

mer chants freedom of choice froma nmultitude of acquirers instead of
only one as is the case today in sonme European countries. If nerchants
are considered to get “free” access to the value of the card paynents
then the consumers of Europe would have to foot the entire bill. Banks
and ot her providers of card paynents are market driven and if the
profitability of card paynents does not neet the expectations of the
share hol ders, focus will be on other financial services |eaving the
card paynent business in a dw ndling node. The fact that nerchant
price varies in different markets reflects the differences in the

mar ket s as volunes, quality of transactions, |evel of nerchant



participation in processing etc. These reasons al so inpact the price
vari ations between small and | arge nerchants. You al so nention that

fuel conpanies pay |less than restaurants, this mght reflect the fact
that 70% of the fuel price is tax in nost European countries and thus
fuel conpanies actually may pay nore of their true turnover that
restaurants. Probably this is due to banks and fuel conpani es have
found a |l evel that both can live with in order to provide the service
even without a profit taking into consideration the high tax share in
fuel prices. You also exenplify with |ow fees for UK debit cards versus
high fees in Poland. The volunes in the UK are nuch bigger than in

Pol and giving the UK market scale benefits and many years of tine to
pay back the investnents nmade conpared with a nore recent and stil
enmergi ng market |ike Poland. O her markets have had nonopoly |ike
structures in the debit cards area and also in the acquiring
arrangenments and probably this have inpacted the pricing decisions in
these markets. In the acquiring business the fixed cost elenent is the
dom nant one regardi ng processing cost and therefore scale and maturity
are significant elenents to differentiate markets |ike Poland and the
UK from each other. In markets where the debit card business is under
one provider wth the sanme custoner offer to everybody, one can get
scal e benefits in the cost but at the expense of custoner demand for
differentiation and custom sation. The | ow cost of such nonopolies can
be challenged with that the service is not what the nmarket wants to
have and therefore of little value even if the production cost is |ow
It is also irrelevant to conpare such products wth custom sed services
according to custonmer needs since they obviously serve different
purposes as in many cases al so can be seen by sl ow market uptake

t hrough poi nt of sal e usage vol unes.

5.3. Barriers to enter

In material aspects the barriers to enter the card business are

associ ated to the standardi sation issues and regulatory interpretations
in different markets. The access of services fromthe international
card schenmes are in our opinion on fair, equal and transparent base and
therefore it gives all qualified providers the possibility to offer the
services. The problens of access are nore often associated to the
donmestic card schenes since it usually is not justifiable for a foreign
entrant into a new market to invest for the access into the donestic
card schene. The entrant has |ow volunes in the early days and
therefore the payback tinme is going to be long, the risk of nmaking a

| oss increased, creating a barrier to enter into the market with
proprietary sol ution.

The nore the market is integrated with all the functions in card
paynments, the nore difficult it will be to enter without using the

| ocal schene services. Sone of the behavioural barriers you |list seem
to be illegal under the present conpetition |egislation and we
therefore ask how the EU conpetition legislation is interpreted in the
25 menber states. A common view fromthe EU Conm ssion coul d renedy

t hese di screpancies tolerated in sonme nenber states.

5.4. Interimfindings

Several of the difficulties for a comon market you bring up wll be
remedi ed by consistent inplenentation of the European conpetition



| egi slation. An additional nunber of findings will be remedi ed by
meticul ous inplenentation regarding the spirit, intent and wordi ng of
the Sepa Cards Framework by the stake holders in the paynent card

busi ness. Sone renedies that you list seemto be in collision with the
conpetition | egislation. Anong these the exanple of cooperative
agreenents between conpeting networks. In our opinion conpetitors
shoul d conpete and not cooperate. Sone other renedies seemto indicate
a price regulation of the free market and this we believe will create
nore problens than renedies.

An exanpl e of such cooperation is the practice to co brand a donestic
card wth an international paynent card schenme application. In the
donmestic market the card is accepted widely as a donestic card and
abroad as an international paynent card in the markets where acceptance
has been built by banks based on these international applications.
International cards are often not accepted in the market of the
donmestic card and thus the donestic card paynent system pi ggybacks on
ot her paynment schenmes abroad but effectively |locks these out fromits
own donestic market. Cooperation like this is m suse of market power in
t he donestic market giving any visitors to such countries poor service
but granting the cardhol ders fromthat country good service when

abr oad.

Anot her experience that we have is that nonopoly providers from cl osed,
donestic card markets are pushing into open conpetitive markets using
their unfair scale benefits to conpete with the

i ssuers and acquirers in the open markets abroad in the nei ghbour
countries.

Clearly there are market distortions due to the fact that donestic
nonopol y |i ke providers has been allowed in a nunber of nenber states.

5.5. Your issues for consultation

1. Every market in the EU has the nerchant fees this market has created
the environnment for and no common mar ket exists as of today as pointed
out above and therefore it cannot be argued that the EU has high

mer chant fees conpared with other conparable areas |ike the United

St at es.

2. Every one of the 25 markets has its own justifications and anong
t hese are volunes, maturity, technical devel opment |evel, socio
econom c factors, and regul atory environnment anong ot her things.

3. W& do not see that there is apparent profitability in the cards

i ssui ng business that would justify a change in the present four party
system busi ness nodel. If that should happen the issuer business would
be deprived of good part of its incentives to expand and devel op and as
st ated above.

4. The accurate profit levels are set by conpetition for custoner
desire by banks as issuers and acquirers working with good econony of
scale on a |level playing field.



5. The donestic nonopolies in sone countries that deprive the market
its freedom of choice and the conpetition pressure to constantly
i nprove the services at best price for the custoner.

6. Conpetition in a market econony regulates the price level and the
providers would strive for maxinmal profit by outperformng their
conpetitor. Regul ated cost based pricing would elimnate

the market driven devel opnment and produce a utility service.

7. Yes since in sone countries there is a practice to charge foreigners
for card paynments at point of sale while this is prohibited for
donmestic card users and in sonme other countries there is the practice
to offer paynent at point of sale to be charged in the cardhol ders
currency with a high conversion add on. Both practices nmake it nore
expensive for foreigners to use cards.

8. The four party nodel according to the international card schene
definition.

9. Hghly integrated donestic card structures with nonopoly I|ike
or gani sati ons.

10. Card paynent systenms should not be allowed to cooperate wth each
other. For instance the practice of co branding a donestic card with an
i nternational schene application for use abroad establishes a market
where the donmestic card is received in other open and service oriented
mar ket s t hrough co brandi ng but where the cards from ot her open markets
are not accepted in the donmestic card country. The practice piggybacks
on the good faith of the open market and closes its own market for
conpetition and custoner services.

11. Market econony with a single market and the inplenentation of the
Sepa Cards Framework rules and nore than one provider in the cards
ar ea.

12. International card schenes today give fair representation to
smal | er nmenbers anong ot hers through the creation of group nenbers.

13. A level playing field for card paynent providers — i.e. financial
institutions according to the second banking directive and the Sepa
Car ds Franmewor k.

14. According to the principles set forth in the Sepa Cards FranmeworKk.

15. Yes, the creation of a single market fromthe present 25 will cause
a wave of consolidation.

16. Technol ogy needs to be standardi sed on schene |evel to ensure
interoperability and common schene front for a good |evel of security
and anti-fraud neasures. EW chip and the further devel opnent of that
platformal so for the benefit of online paynents.

17. Structural barriers should be tackled through the consistent
interpretation of the EU conpetition legislation in all the 25 nenber
states.



18. ?

19. For the creation of the single market the standards issues are
essential both for the cardhol der and the nerchant side of the
busi ness. But standards are not only technol ogy — al so practices,
busi ness nodel, security procedures are part of the need for

st andar di sati on.

20. Joining conditions, business nodel, conpetition between schenes,
uni ver sal standards

21. Schenes not to cooperate with each other —i.e. not to co brand
bet ween schenes that are accepted on the sanme nmarket.

22. Legal discrepancies, regulatory interpretation differences,
standardi sation of technical interfaces and procedure rules within
schenmes, abolition of donmestic only schenmes, abolition of exclusive
territorial rights,

23. The principles defined in the Sepa Cards FranmeworKk.

24. The cardhol der user interface needs to be standardised, the card to
paynment device technical interface need to be standardi sed based on EW
chip protocol, the paynent device to acquirer interface needs to be
standardi sed to ensure that card holders can use their cards at paynent
devi ces and that nerchant paynment devices can connect to nmultiple
acquirers.

25. Yes - a backing by the European Comm ssion of the Sepa Cards
Framework to be inplenented in all the 25 nenber states as an industry
self regulation is needed.

6. Future devel opnment of the report

We hope that the Sepa Cards Franmework inpact on the paynent card

busi ness is taken into account in the final version of the report on
paynent cards in the retail banking sector. Al so the fact that

mer chants and ot her non banks issue cards for paynent purposes should
be recogni zed.

The present report assunes that all paynent cards are issued by banks.
W would also like to see an analysis of the inpact of consistent
interpretation of the EU conpetition |legislation and a ful

har noni sati on of the com ng Paynent Directive. Only if the nmenber
states are conpelled to uphold a level playing field in the regulatory
area, the banks and paynent institutions can deliver a comobn market
for card paynents. It is to our opinion unfair to neasure the paynent
card business on the fact that the card operations in sone nenber
states have been conducted in either regulator tolerated or even
approved nonopolies restricting conpetition and entrance of providers
from outside the donmestic club structures and al so denyi ng consuners
fromabroad the possibility to use the card paynents in such markets.
The report also inplies that these “cl osed” donestic schenmes m ght be
nore efficient than the open international schenes neasured on the cost
which we find to be an irrel evant conparison of an unwanted itemwth
an open paynent scheme. . A final version of the report should al so
state the SEPA vision as spelled in the SEPA Cards Framework chapter



4.1.2 to be the objective for the devel opnent of the unified market in
the cards area. The report should focus on show ng the way to an open,
conpetitive business driven market with a level playing field for the
provi ders.

Yours Sincerely

For eni ngsSpar banken AB / Swedbank
Group Card Services

Jan-d of Brunila



