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Glossary — definitions of terms used throughout this document

Definition in context of this document

Blended pricing

Unblended pricing

Fixed pricing

Simple pricing

Differentiated pricing

PSP

Fintech PSP

Large Acquirer

Issuer-Acquirer

Payfac

LCR

A pricing structure for payment processing services where certain transaction types are combined into a single price. For example, one price applies to all Visa and
Mastercard transactions (including debit and credit), while a different rate applies to eftpos transactions.

Pricing structure for payment processing services where merchants pay different % rates for each transaction based on which payment method was used (synonymous with
differentiated pricing).

Pricing structure for payment processing services where merchants pay a flat % per transaction across all networks, transactions, and card types.
Synonymous with fixed pricing.
Synonymous with differentiated pricing.

Payment Service Provider who provides any payments processing services to any customer type (merchant or Payfac).

New Fintech entrants to the payment facilitator market, generally used to describe non-bank providers of payments processing services, synonymous with Payfacs, often
not an acquirer themselves.

Acquirer that primarily serves large merchants and Fintech PSPs with acquiring services.
Acquirer that also is a significant card issuer — primarily referring to the big 4 Australian banks.
Payments Facilitator, synonymous with Fintech PSP.

Refers to least-cost routing, a functionality that routes payments through the least expensive payments rail.

MANDALA | 2



UNIT ECONOMICS & COMPETITION

Large issuer-acquirers, which dominate the acquiring and interchange market capture ~54% of
total direct transaction costs

Breakdown of direct transaction costs by fee type and market participant

SM, 2024, three- and four-party transactions

Share of total
direct
transaction fee

~$6,300

Total MSF —

paid by merchants
for card transactions

~$2500

~22%

~$1,400

~$2,500

D

~$2,800

~$1,000

.

Big-4 banks

Other acquirers

~$2800

@ — ~$2,000

Big-4 banks (recipients)

Other interchange recipients
~$1000

Big 4 banks’ share of total
direct transaction costs is o
~54%

~$800 Mastercard & Visa

—~$200 Other

Gross acquiring margin —
for operating costs,
VAS and profit

Source: Expert interviews; RBA (2024), The Initiatives Group; Mandala analysis

Interchange fee —
paid to issuers

Scheme fee —
paid to schemes

Key Findings:

Large issuer-acquirers capture an
overwhelming share of the total
direct transaction costs, accounting
for 54% of the ~$6.3 billion paid in
direct transaction costs annually.

All other acquirers in the market
capture just 17% of the total direct
transaction costs, approximately
~$1.1 billion.

The schemes fee segment is
dominated by Visa and Mastercard,
which capture ~81% of the market.
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https://www.rba.gov.au/payments-and-infrastructure/resources/payments-data.html

Fintech PSPs have increased competition and driven down acquiring fees

New entrants to the acquiring and PSP market

As market concentration in PSP/acquiring has declined, so too have average merchant service fees

Timeline of market entry of acquirers and fintech PSPs,
Australia, 2003-2023

Tyro

Global Payments

Mint Payments

Smartpay

Pin Payments

Stripe

Shopify —E
Square

Worldpay

Zeller

Market share of major banks in the acquiring market compared with average merchant service fees, 2018-2024

77%

64%

2018 rpil 2024

Card present - Big-4
acquiring market share

95%

51%

0.74%

0.65%

201 2024
018 gr)) 0

Card not present - Big-4
acquiring market share

Source: Desktop research; The Initiatives Group (2024); RBA Payments data; Mandala analysis

2018 % 2024
%

Average merchant service fee
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Merchants are overwhelmingly satisfied with Square. The services Square provides are highly

valued and utilised

Square’s offerings are more likely to retain merchants

Square’s merchants overwhelmingly use the embedded POS software

Why have you not bothered to look at other card acceptance providers?

I square’s customers Acquirer-issuers’ customers

satisfied with their current
provider 44% <=

existing system simple and
easy to use 32% <

provider offers good point °
of sale hardware & P
equipment 10% <

) . Satisfaction is significantly
Customers find their _ 259 higher among merchants
acquirer provides software h S than i
that helps them run their 8% BEI RS quar'e an issuer-
business acquirers

=]
go&% Square customers report high satisfaction and place significantly greater value on key offerings such as
W simplicity, hardware, and software compared to customers of issuer-acquirers.

Source: The Initiatives Group - Merchant survey (n = 402); Mandala analysis

What point of sale software does your business use?

4% Use a different POS software

21% Don’t use POS software

Use POS software provided by Square

On average, merchants
save $1,680 per year using
embedded POS software
provided by Square

Square’s customers

{}ﬁ{} Square’s customers overwhelmingly use embedded software, further
ﬁ indicating a high level of satisfaction with their service. This saves the average
merchant $1,680 a year.

Source: The Initiatives Group - Merchant survey (n = 402); Mandala analysis MANDALA | 5



Sq ua re h a S h ad a n o Uts IZEd lm paCt Transactions where the debit card was issued and acquired by the same institution

On com petition in the merChant % of total debit transactions acquired in Australia by value, March 2008 — Sept 2024
acquiring sector

20% |
. . . . | 18.1%
* The merchant acquiring market is dominated by large issuer- 7
acquirers, but their dominance has fallen over the last decade. :
* New acquirers, such as Square have injected competition into the 14.3% h if::zzes;':};rz \
market. 15% / M \W/., : market A
* This competition has brought not only more choice for merchants :
but has also invigorated innovation and improved service offerings. :
In 2008, the Big Four domestic |
banks held about 80% of the |
10% 17— merchant acquiring market. The :
remaining 20% was mainly :
serviced by Amex, St George, | 6.4%
Diners and Citi. :
|
|
5% |
|
|
|
|
|
|
[
Mar- Mar- Mar- Mar- Mar- Mar- Mar- Mar- Sep-
2008 2010 2012 2014 2016 2018 2020 2022 24

Source: RBA (2024), RBA (2022); Mandala analysis. MANDALA | 6


https://www.rba.gov.au/statistics/tables/xls/c02hist.xlsx
https://www.rba.gov.au/publications/bulletin/2022/sep/the-cost-of-card-payments-for-merchants.html

Australia’s merchant acquiring market is competitive compared to peer economies

Market concentration in the merchant acquiring sector

Market share captured by largest four* merchant acquirers, Australia and select peer economies, latest data Rest of market - Largest four* merchant acquirers

Key findings:

7%

e Australia has a relatively low market
concentration in the merchant acquiring
sector, relative to peer economies.

* The four largest players in the merchant
acquiring sector, which are all banks, account
for just 63% of total transactions.

ust UK?2 Canada3 Australia® EU®

Notes and sources: * Data for Canada represents only largest two merchant acquirers. 1) Market share of four largest merchant acquirers by transaction value, 2023; 2) Market share of two largest merchant acquirers by
transaction volume, 2024; 3) Market share of four largest merchantacquirers by transaction volume, 2020; 4) Market share of four largest merchantacquirers by transaction volume, 2024; 5) Market share of four largest
merchantacquirers by transaction value, 2022; Mandala analysis. MANDALA | 7


https://www.statista.com/statistics/263219/leading-payment-card-acquirers-in-the-united-states-by-purchase-volume/
https://www.merchantsavvy.co.uk/payment-processors/
https://www.bankofcanada.ca/wp-content/uploads/2020/06/sdp2020-5.pdf
https://www.listcorp.com/asx/ccl/cuscal-limited/news/prospectus-3120544.html
https://nilsonreport.com/articles/europes-top-merchant-acquirers/

Small business payment fees would be ~$400M higher if average fees were at historic highs
when competition was lacking in the market

Changing market conditions as newer Fintech PSPs enter market Small merchant cost impact under 2015 market conditions?
Average MSF - Market share of issuer-acquirers Il Additional payment processing costs
-——— Current payment processing costs
100 -~ 0.83% : - 0.9
95 - : 0.77% 0.78%  074% (7594 o - 0.8 $400m i
69% 300-450m e
90 -~ 1 0.68% 0.67% 9 N additional costs to
1 iqu?rel_enters tkhet 0.66% 0.65% 0.7 small merchants
— Ste lanlane Worldpay enters the
85 : Austra‘I)ia\; m;rkett - 0.6
Zeller enters the Australian
80 i I market
1 - 0.5
- 1
75 73% : 73% 2% .
71% 69% - 0.4
70 1 ! °  68%
| 67% - ~2b
66%  caq - 0.3
65 : > 63%
60 - | - 0.2
|
55 - : - 0.1
50 -+ - L 0.0
I 2015 | 2016 2017 2018 2019 2020 2021 2022 2023 2024 Small merchant payment process cost
L - — =
@ Should Fintech PSPs exit the market, and issuer-acquirer share returns to 2015 levels, it is possible Increasg in payment
Y% that average MSF may return to 2015 levels (15-20bps higher). processing costs (%)

Notes: 1) Small merchants represent those <1m, payment processing costs calculated as total value of transactions for busines ses under 1m multiplied by the average txn cost.
Source: RBA (2017); Cuscal (2024); Mandala analysis MANDALA |
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https://www.rba.gov.au/publications/submissions/financial-sector/competition-in-the-financial-system/assessing-competition-in-the-financial-system.html
https://www.listcorp.com/asx/ccl/cuscal-limited/news/prospectus-3120544.html

Banning simple or blended pricing leads to less competition and higher costs

— Simple/blended

=—., pricing no longer
EC) available

Merchants have
l reduced PSP

options

! “!' Competition
falls

&% Merchant Service

Fees rise

0
(0

Competition impact of preventing merchants from choosing simple or blended PSP products

Mandatory differential pricing and/or a ban on debit surcharging makes simple and blended
pricing models no longer viable.

Merchants are forced into a small range of pricing models. Innovative acquirers and fintech
PSPs are required either change model or exit the market.

Increasingly only providers which are loss-leading or can cross-subsidise with other revenue
streams can afford to stay in the market.

As aresult, market concentration increases and competition falls.

Due to decreased competition, a new equilibrium is reached where prices are higher than
before the ban was implemented.

Source: Expert interviews; Mandala analysis
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Payment Service Provider service incur both fixed and variable costs.

Indicative numbers

Indicative cost to serve merchants of differing sizes

Relative direct transaction costs?, $, 2024

Key findings

) * Fixed costs represent approximately
35% of direct transaction costs for micro

merchants, compared to approximately

25% for small merchants and 15% for

Interchange Fee large merchants.

Variable Costs
* These fixed costs reflect the higher cost
to serve smaller merchants, including

essential components required to
maintain a stable and secure payment
system (e.g. risk and fraud protection,
necessary customer service).

Scheme Fee
Onboarding / KYC Cost

Hardware Cost

5%

Fixed Costs? Fraud Protection _—
Other Fixed Costs 11% - 1%
3% 1% 3%
Micro Merchant Small Merchant Established small business
(~S100k annual turnover) (~S500k annual turnover) (~S1m annualturnover)

Notes: 1) Assumes $100 transaction, does not factor additional fees a PSP would incur including switching fees and operational costs asociated with provision of broader services 2) Other Fixed Costs include other direct

transaction costs including marketing, customer support related costs. |

Source: Expert interviews, RBA MANDALA 10



70% of merchants have LCR enabled for in-store debit card transactions, with the highest
adoption rates among those on fixed plans

Enablement of LCR for card-present debit card transactions LCR enablement rate by pricing plans
% of merchants % of merchants, 2022/23
C 1700t D
17ppts +
70% 95%

54%

15%
Dec-22 Jun-23 Dec-23 Jun-24 Fixed Blended Unblended
* In 2021, in response to slow industry progress, the RBA established a clear expectation * Merchants on fixed plans have the highest LCR enablement, driven by automatic
for PSPs to offer and promote LCR. enablement, reaching 95% in 2022/23 (latest data).
* While LCR has been made available to over 90% of merchants since Dec-22, actual * RBA regression analysis on LCR benefits for merchants on fixed plans was limited in
enablement remains at 70%, up from 53% in Dec-22. accuracy due to the small comparison group, consisting of only 5% of fixed-plan

merchants who were not LCR-enabled.

Source: RBA (April 2024, June 2024); Mandala analysis MANDALA | 11


https://www.rba.gov.au/publications/bulletin/2024/apr/the-effect-of-least-cost-routing-on-merchant-payment-costs.html
https://www.rba.gov.au/payments-and-infrastructure/debit-cards/least-cost-routing/updates/lcr-update-on-implementation-0624.html

Acquirers with the highest LCR
enablement have started reducing
simple plan rates

* LCRallows payment service providers (PSPs) to route debit card
transactions through the lowest cost rail (e.g., Mastercard/Visa or
EFTPOS).

* The resulting lower wholesale costs for PSPs can be passed on to
merchants on fixed plans, depending on the level of competition.

* Recent evidence highlights that PSPs with the highest LCR
enablement are passing on these benefits to merchants by lowering

fees:

Enablement of LCR for card-present debit card transactions by acquirer

% of merchants, Jun-24

Recently reduced MSF

A
[ )
100 08
83
73
54 52
48
42 41
27
Square Stripe Tyro Suncorp Fiserv NAB CBA ANZ Westpac Adyen
Bank Worldline
Source: RBA (June 2024); Mandala analysis MANDALA | 12


https://www.rba.gov.au/payments-and-infrastructure/debit-cards/least-cost-routing/updates/lcr-update-on-implementation-0624.html
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