i ' RESERVE BANK OF AUSTRALIA

Payment Systems (Regulation) Act 1998

Draft Access Regime for the designated EFTPOS payment system

This notice is published in accordance with the requirements set out in Section 28(2)(a)
of the Payment Systems (Regulation) Act 1998 (the Act).

The Reserve Bank of Australia proposes to impose, in accordance with Section 12 of
the Act, the attached Access Regime to be complied with by the participants in the
designated EFTPOS payment system.

Summary of purpose and effect of the proposed Access Regime

The purpose of the proposed Access Regime is to promote competition and efficiency
in the Australian payments system having regard to the interests of current and
prospective participants in the EFTPOS system.

The proposed Access Regime should be read in conjunction with the draft EFTPOS
Access Code developed by the Australian Payments Clearing Association (APCA), and
available on APCA’s web-site www.apca.com.au. This draft Access Code, developed
in consultation with the Reserve Bank, addresses a number of important issues in
relation to access to the EFTPOS system. The Bank sees no need for these matters to
be also dealt with in the proposed Access Regime.

The effect of the proposed Access Regime is to address two issues that are not dealt
with in APCA’s Access Code. The first is the price that existing participants may
charge new or existing participants to establish a direct connection. The second is the
potential for interchange fees to be used as a barrier to entry to the system.

In relation to the first issue, the draft Access Regime proposes that there be a cap on
the access charge for establishing a new direct connection and sets out a methodology
for determining that cap.

In relation to the second issue, the draft Access Regime proposes that the interchange
fee that an existing participant in the EFTPOS system negotiates with a new entrant
must be no less favourable to the new entrant than the least favourable interchange fee
agreement which that participant has with other existing participants.

Together with the proposed Standard for interchange fees in the EFTPOS system, the
proposed EFTPOS Access Code developed by the Australian Payments Clearing
Association and the proposed Standards for the Visa Debit system released for
consultation in February 2005, the proposed Access Regime is expected to encourage
price signals and behaviour that will, over time, promote the development of a more
competitive and efficient payments system in Australia.

Submissions

Interested parties are invited to make submissions on the proposed Access Regime and
the Reserve Bank’s reasoning as set out in Reform of Debit Card Systems in Australia:
A Consultation Document, available on the Reserve Bank’s website www.rba.gov.au.
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Submissions should be made by 17 February 2006 to:

Head of Payments Policy or PY Submissions@rba.gov.au
Reserve Bank of Australia '
GPO Box 3947
Sydney NSW 2001

Signed

-
1J Macfarlane
Governor

Reserve Bank of Australia

Date

i/ 2los
I’



Draft Access Regime for the EFTPOS System

Objective

The objective of this Access Regime is to promote competition and efficiency in the

Australian payments system, having regard to:

(i)  the interests of current participants in the EFTPOS system;

(ii) the interests of people who, in the future, may want access to the EFTPOS system;

(iii) the public interest; and

(iv) the financial stability of the EFTPOS system.

Application

1.  This Access Regime is imposed under Section 12 of the Payment Systems (Regulation)
Act 1998.

2.  This Access Regime applies to the payment system operated within Australia known
as the EFTPOS system, which was designated as a payment system on 9 September
2004 and referred to below as the EFTPOS system.

3. In this Access Regime:

‘Access Agreement’ has the same meaning as in the EFTPOS Access Code;
‘Access Provider’ has the same meaning as in the EFTPOS Access Code;
‘Access Seeker’ has the same meaning as in the EFTPOS Access Code;

‘Access Charge’ means the charge payable by an Access Seeker to an Access Provider
under an Access Agreement as described in clause 3 of Schedule 3 to the EFTPOS
Access Code;

an ‘acquirer’ is a participant in the EFTPOS system that provides services to a
merchant to allow that merchant to accept a debit card;

‘APCA’ means the Australian Payments Clearing Association Limited
(ABN 12 055 136 519);

‘cash out’ means the provision of cash to a cardholder by a merchant, as a result of
a debit card transaction at the merchant;

‘debit card” means a card issued by a participant in the EFTPOS system that allows
the cardholder to make payments to merchants for goods or services and/or obtain
cash out using the EFTPOS system by accessing a deposit account held at the
participant;



7.

‘debit card transaction’ or ‘transaction’ means a transaction in Australia using the
EFTPOS system;

‘Direct Connector’ has the same meaning as in the EFTPOS Access Code;

‘EFTPOS Access Code’ means the EFTPOS Access Code dated [ ] developed by
APCA, and published on APCA’s website;

an ‘issuer’ is a participant in the EFTPOS system that issues debit cards to its
customers;

an ‘interchange fee’ is a wholesale fee which is payable between an issuer and an
acquirer or merchant principal, directly or indirectly, in relation to a debit card
transaction in the EFTPOS system;

‘merchant’ means a merchant in Australia that accepts a debit card for payment for
goods or services and/or that provides cash out;

a ‘merchant principal’ is a participant in the EFTPOS system that is a merchant that
sends transactions directly to issuers rather than through an acquirer and takes on
the responsibilities usually undertaken by an acquirer;

‘Standard Service’ has the same meaning as in the EFTPOS Access Code;

‘APCA’s 2004 costs survey’ is the survey of Direct Connectors in the EFTPOS
system, conducted by APCA, on the expected incremental direct costs of connecting
new direct connectors, the results of which were supplied to the Reserve Bank of
Australia on 15 April 2005;

terms defined in the Payment Systems (Regulation) Act 1998 have the same meaning
in this Access Regime.

Each participant in the EFTPOS system must do all things necessary on its part to
ensure compliance with this Access Regime.

If any part of this Access Regime is invalid, it is ineffective only to the extent of such
part without invalidating the remaining parts of this Access Regime.

This Access Regime is to be interpreted:
e in accordance with its objective; and
e Dby looking beyond form to substance.

This Access Regime comes into force on [17 April 2006].

Price of access

8.

The Access Charge levied by an Access Provider for providing the Standard Service
to an Access Seeker must not exceed the benchmark, calculated in accordance with
paragraphs 9 to 16 below, applying on the date the Access Agreement is entered
into.



Methodology for calculation of the Access Charge benchmark

9.

10.

11.

12.

13.

14.

15.

16.

For the period from [17 April 2006] to 31 December 2009 the benchmark for the
Access Charge in the EFTPOS system is the lowest estimated cost for providing a
direct connection as measured in APCA’s 2004 costs survey. This cost is $78 000
(excluding GST).

A new benchmark will apply from 1 January 2010, and every four years thereafter,
determined in accordance with paragraphs 11 to 16 below.

In the final year of application of a given benchmark, to be known as the
‘re-calculation year’, all Access Providers in the EFTPOS system who have provided
the Standard Service to an Access Seeker during the four years to 30 June of that
year must complete a survey of the eligible costs they incurred in providing the
service to each such Access Seeker.

The form of the survey, including the set of assumptions, is to be substantively
the same as APCA’s 2004 costs survey, with any variations to be approved by the
Reserve Bank of Australia prior to the survey being undertaken. Eligible costs
are to be specified in the survey, and must include only incremental direct costs
incurred in providing the Standard Service. Access Providers may appoint an agent
to co-ordinate this survey.

Access Providers must use data on eligible costs drawn from accounting records
prepared in accordance with generally accepted accounting principles and Australian
accounting standards. Where an Access Provider has provided the Standard Service
to more than one Access Seeker during the four years to 30 June of the re-calculation
year, it must provide separate data on the costs incurred in providing each Standard
Service. Each such provision of data counts as a separate survey response for the
purposes of paragraph 16 below.

Results of the survey are to be provided by each Access Provider to the Reserve
Bank of Australia on a confidential basis by [15 August] of the re-calculation year,
unless an extension of this deadline is agreed to in writing by the Reserve Bank of
Australia.

Each Access Provider may be required by the Reserve Bank of Australia to explain
information in its survey responses. The Reserve Bank of Australia will review
the data from each Access Provider to determine if the costs included are eligible
costs and the Reserve Bank of Australia will use only eligible costs to calculate the
benchmark in accordance with paragraph 16 below.

The Reserve Bank of Australia will calculate the new benchmark to apply for the
four-year period commencing 1 January of the year following the re-calculation
year. If the Reserve Bank of Australia receives responses from three or more
different Access Providers to the survey, the new benchmark is to be the lowest
actual cost for provision of the Standard Service from among all survey responses.



If the Reserve Bank of Australia receives responses from fewer than three different
Access Providers to the survey, the new benchmark is to be the lower of:

(i) the lowest actual cost for provision of the Standard Service from among all
survey responses; and

(i1) the benchmark applying during the re-calculation year adjusted for the change
in the Australian Consumer Price Index between the June quarter of that year
and the June quarter of four years earlier.

Transparency

17.

The Reserve Bank of Australia will publish the new benchmark by [30 September]
of the re-calculation year.

No discrimination

18.

19.

An acquirer or merchant principal who becomes a participant in the EFTPOS
system for the first time on or after [17 April 2006] is for [three] years entitled to
receive an interchange fee, from an issuer with whom it has an Access Agreement,
no less than the lowest interchange fee payable by that issuer to an existing acquirer
or merchant principal.

An issuer who becomes a participant in the EFTPOS system for the first time on
or after [17 April 2006] is for [three] years not required to pay an acquirer or
merchant principal, with whom it has an Access Agreement, an interchange fee
greater than the highest interchange fee payable by an existing issuer to that acquirer
or merchant principal.



