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Credit Card Fees Cost Merchants
Over $50 Billion Each Year.

— PX2482, Nilson Report No. 1041 (May 2014)



Amex’s Anti-Steering Rules Obstruct Competition

Among All Four Credit Card Networks
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Except as expressly permitted by Applicable Law, you must not:

3 indicate or imply that you prefer, directly or indirectly, any Other Payment
Products over our Card,

2 try to dissuade Cardmembers from using the Card,
3 criticize or mischaractenze the Card or any of our services or programs,

3 try to persuade or prompt Cardmembers to use any Other Payment Products or
any nthar mathnd nf payment (2 g . payment hy chark],

D impose any restrictions, conditions, disadvantages or fees when the Card is
accepted that are not imposed equally on all Other Payment Products, except for
electronic funds transfer, or cash and check,

2 engage in activities that harm our business or the American Express Brand (or
both), or

3 promote any Other Payment Products (except your own private label card that
you issue for use solely at your Establishments) more actively than you promote
our Card.
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Sherman Act Rule of Reason Analysis Is Three Steps

Step 1 (Plaintiffs)

Adverse effect on competition
Either Through:

o Direct path — actual anti-competitive effects
o Indirect path

@ Market definition

@  Market power

© Likely anti-competitive effects

Step 2 (Defendant)

Possible pro-competitive effects

Step 3 (Plaintiffs)

Whether any pro-competitive effect could be achieved by less anti-
competitive means



The Evidence Will Show That Amex’s
Anti-Steering Rules Violate the Sherman Act

Actual Anti-Competitive Effects

There is direct evidence that Amex’s Anti-Steering Rules have actual anti-
competitive effects.

Market Definition

The relevant antitrust product market is general purpose credit and charge card
network services to merchants; within that market, there is a distinct relevant
market for card network services to Travel & Entertainment (T&E) merchants.

Market Power

Amex’s market power is demonstrated through (1) customer insistence, (2) price
increases, and (3) market share.

AmeXx’s Defenses

Amex lacks valid pro-competitive effects or other defenses.



Clear Evidence:

(1) Amex’s Anti-Steering Rules Exist.

(2) Amex’s Anti-Steering Rules Prevent
Competition over Merchant Fees.



Amex’s Anti-Steering Rules Obstruct Competition

Amex’s Anti-Steering Rules limit merchants
from encouraging their customers to use credit
cards that cost merchants less:

© No discounts

© No incentives

O No expression of preference

© No ability to influence consumer choice

© Not even truthful price disclosure



Amex’s Anti-Steering Rules obstruct competition

among all four credit card networks at all

merchants that accept Amex.



£.9) Merchants Will Testify About Various Steering Possibilities

o Airline: Offer award miles or in-flight benefits

O Car rental company: Offer free upgrades, unlimited
mileage, or rewards points

© Tour operator: Offer free breakfast or discounts on
transportation between airports and hotels

O Retailer: Use signage to communicate payment
preferences



Amex’s Expert Agrees That Merchants Would

Steer Absent Amex’s Anti-Steering Rules

American Expre]
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“If merchants had unfettered
freedom to steer customers at
the point of sale, it is likely that
they would encourage
customers to use the card that
has the lowest merchant
discount fee. . . . If such
steering were pervasive, it might
force Amex to charge a lower
merchant discount fee. . ..”
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Steering Is a Normal Competitive Process
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Discover Offered Lower Prices

Than the Other

322 163 FEDERAL SUPPLEMENT, 24 SERIES

UNITED STATES of America,
Plaintiff,

VISA U INC.. Visa International
Corp., and MasterCard International
Incorporated, Defendants.

Na. 98 CIV. To7a(BSJ).

od States District Court,

2. Monopalies &=12(1.3)
“Relevant prod

market,” which
n order 1o analyse
ndunt's conduet for alleged violations
errean Aet, is eommposed of products

sells. Sherman Act, § 1 et s
ed, 15 USCA§ 1ot seq

ed States Department o
suad two erodit eard companies,
that. governance duality between
nies and companies” exclusivity ry
sgreements in restrsint of trade
tion of Sherman At Following
court, the District Court, Jones,
ral purpoes credit o
evant. produet markel;
eral purpose credil. carnd network

. (4) eompanies had marke
devanl, produc market|
laged violss

rules did violate Sherman Act; (8)
exchisivity rules was sppropriste
and () proposed remedy barring
erimina! " rules was overbrosd

Ordered accordingly.

1. Monopolies =12(1.3)
ndant’s

VISA

S«
o 16 F S 24 322

features and other services for cardholdes
and merchants. (Ses Schmalensee Dir.
Test. ut 114-15, 131-82 Tr. 4450-3451
(Dahir).)

are alio the customers,
44, the associalions are necessarily o
mus-driven. (Ses Tr. 4462-63 (Dahir,
US.A)) By contrast, American Ex)
and Diseover are for-profit compans
operste as “cioead loop,” vertically inta-
grated sysiems. They promote Lheir
brands and operste their netwarks Lo pro-
eess transsetions snd (mnlike the ss=ocis-
tions) alsn iesue cards and enlist mer-
chants to sccept those cands. Neither
American Express nor Discover neads to
3ot interchange fess heesuse they are both
the issmer and soquirer on il transsetions
and keep the foll amount of the merchant
discount fee. Ameriean Expross'
merchant diseount rate in 1999 was ap-
proximately 27 percent compared to Dis-
eover's rate of approximately 16 percent

VUTEop01502)
Becsuse of these different bus
structures in the payment card indu

levels—the network serviees level (where
sa, MasterCard, American E: % and

iscover eompels) snd the Esuing level
(where Americsn Express and Discover
compete with each other and with thou-
sande of Viss and MasterCard member
banks) Competition smong systems
plays & major role in determining the

333

tising, the creation of new products and
foatures and cost-ssving increases in the
efficiency of the electronic backbone of the
networks, (See Schmalensee Dir. Test. at
126) Competition smong issuers langely
determines the prices that consumers pay
and the variety of eand features they can
obtain. Individual issuers in the associs-
jons slso sometimes fvest separstely in
their own adverti he creation
of new products. Unlike the concentrated
network market, no
nates (he
charge card issuers have onl
of total industry output. (See
Table 4.)

American Express is the largest

fiseal yowr 1999,
the suecessful par
s, Amarican E:
press i highly profitsble snd # reguiari

btz jts roturn on equity and esrmings

ard Networks

o (Che
1653 st VUTE
the payment curd business
sured by transaction volume, Discove:
the fifth largest issner in 1996 with $7

lion outstanding. In 1999, messured by
the oumber of cards nding (48 mil-
n), Discover piaced amang the top throe
suers o the United States. (See TH
025-31, 9067-58 (Nelms, Discove
D-1712; Ex. D-186% Ex. D-4462)

It was not unfil the 10703 (hat the
growth of the payment cand try was
signifieantly facilitated by the farmstion

and growth of what would become the Vis
and MasterCand  associations c
Sehmalensee Dir. Tes 15%) Be

fore the existence of these joint ve
there were no national eredit esnds, sad

“American Express’ average
merchant discount rate in 1999
was approximately 2.73 percent
compared to Discover’s rate of
approximately 1.5 percent and
Visa’s and MasterCard’s rates of
approximately 2 percent.”
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Visa’s “Profit Wheel” Encouraged Merchants

to Steer to Visa and Save Money
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able to cut that cost and significantly

improve your profits. ts as easy as 1, 2,3

AMEXNDR 16479543

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER
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Amex Considered Pro-Competitive Responses

to Visa’s Campaigns

“How to persuade Visa, associations,
service establishments, and CVBs not
to participate in any kind of card
preference campaign/program.”

*“Create a compelling tagline that 1s superior

22

to preference . . . .

*“Negotiate long term contracts with key

e partners that incent them not to participate
 § in preference campaigns...”
¥ «“Cut discount rate to zero in any market
Sl where Visa invests in preference”
— 5 e *“Lower discount rate for SEs who agree
— : == not to participate in preference
B = " campaigns”
h - o s #“Incent merchant to ask for Amex”
. *“Offer aggressive pricing incentives”
HIGHLY CONFIDENTHAL e H :’1;7,%‘{”,
HAGHLY CONFIDENTIAL Subject i Projecive Order ";..‘;]“l"';g AMEXODOIE00ZT

PX0163
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Amex Also Responded to Preference Campaigns

By Expanding Its Anti-Steering Rules

WiRber Tigdian 0.

Card accaptance

Except as expressly permitted by Applicable Law, you must not:

3 indicate or imply that you prefer, directly or indirectly, any Other Payment
Products over our Card,

| Exzepr a3 expressly pamived by Applicabls Law, youmust noe
- 2 Indicaneor impdy Tt you prefer. direry ot alisetts, any Dibar Fayman
= 2w oron e :re::::':'n Frogucts over e Lo

mnwn Chargs amausts. ssbjart 1) 2 tytedissueds Candmembers from using the Card,
| 2enicable Law s the Agemant i e j -

3 caiticiacor mischorecteri cethe Dardior ony of oun serieca orposroms.

2ty to perseade orprompt Cordme: %4
v otha mathod of paymentie;

% imguesmnyvesbivtions i 2) Teewndies Ui Covd i3
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Amex “Thwarted” Visa’s “We Prefer” Campaign

=2 Shadesy Eoote
Memorandum

R “To All American Express
Managers™

Offce  Chairman

sumect  AMERICAN EXPRESS COMPANY
1997 FIRST QUARTER ASSESSMENT

* All Americar. Express Managers
From ! ‘Harvey Golub and Ken n:mun/
gt

Following H

well a3 som|

1587 Firs! Quarter Assessment Page T

As an o
p.;nn,’.s; * We lost several small accounts, such as ommunications and the Deluxe
have to con| Corporation corporate card accounts, and CIS oy and Octel's travel

ourselves ay Gusiness

We are cha

ESTABLISHMENT SERVICES

Vo e 5 Establishment Services has seen outstanding results in the numbel erchants

Shareholded signed so far this year. American Express Cards are now accepted in 91,

which are d| cstablishments where our cardmembers do their plastic spending. (44

From Harve Oo1up an
Zﬂﬁi;f“.’.’: Accomplishments

in these qu * Signings were up 19 percent versus the same period last year, including key

merchants like Rite Aid, the second largest drug store in the United States, and

Ethan Allen, a leading furniture store. We also made progress in signing merchants 29
[’;:;';‘,j; in new industries such as supermarkets (Dominick’s and Kings), health care e I I e I I al I

Fevere, cr (Corning Medical Labs) and telecommunications (AirTouch Cellular)

;"y::‘"“‘f“';‘ +  We launched the Tnstant Merchant Activation System with our largest External
quarter, wil Sales Agent — First Data Merchant Services. This leading-edge technology enables us
growing at to set up a newly signed merchant virtually immediately after receiving their data,
?:I:::’:::g versus activation that used to take anywhere from two to 14 days

EXpENSes ac » We Jaunched a new distribution channel that allows merchants to submit charges

and gain authorization directly over the Internet. This gateway, which is based on
industry standard protocal, allows merchants to avoid third-party user charges and
provides safe and fast transaction supporl.

HIGHLY CONFIDENTIAL Suf = Several merchant processes were revised to drive desired merchant behavior,
improve our economics and align with industry practices. We are charging a fee to

L] L] L]
merchants who obtain authorizations by phone rather than electronically. We also (44
charge a fee to merchants whom we pay by check. We expect these fees to incent e Wa r e a I I a 10 I I \;\/‘ 1 e 1 S a
merchants to convert to Electronic Data Capture (EDC) and automated payment
(ACH). This quarter, we began retaining the discount amount on chargebacks, which
] t . [} . ]
” hasis added
cImMpnasis aaacda).

can occur when a cardmember disputes a charge.

« Weth da is ide Visa rketi il i
including New York, Boston and Chicago. Visa had approad
associations and businesses affiliated with major US. shopping streets
participation in "Famous Streets,” a nationwide preference campaign schedul
run during the summer. Establishment Services, with the support of our State

Gor Affairs p h not to participate. This is one \
win in an ongoing battle with Visa, I I I ar e S 5 ©

Disappointments/Challenges
* We need to do everything in our power to increase our knowledge of the markets
Visa is targeting. and maintain and then our relationships with merchants

and merchant associations in those mackets to try to counter these efforts

SMALL BUSINESS SERVICES (SBS|, GOVERNMENT CARD AND CONSUMER TRAVEL
Small Business Services is continuing to perform well, developing new products to
meet the needs of small business customers, and executing against this strategy. New
credit cards ~ Gold Corporate Optima*® and Delts SkyMiles* Corporate Card ~ are

IHIGHLY CONFIDENTIAL Subject Io Profective Order AMEXD001830183

PX0152 18




Visa Fought Back and Encouraged T&E Merchants

Not to Accept Amex’s Expanded Anti-Steering Rules

American Express is fimally offering a concession to merchants. X
However, some restrictions apply:

Like another notable revalution, it started in Boston.

A small group of restaurateurs, irritated by the cost of doing business with

American Express, decided to speak out about it, Their voices were joined by

others in cities across the United States. Before long, American Express had
Gl edoedbeochiinsnichids

[[EYOS duuEL|

you tocompromise your right to run your business as you see fit.

I, ik | you've been ling your costs by steering your
tomers toward less expensive cards, you'll have to stap. In the process,
you'll be giving up your most effective tool for negutiating more reasonable

A_r e \ ) " h

“If, like many merchants, you’ve been controlling your costs by
steering your customers toward less expensive cards, you’ll have
to stop.”

At Visa, we'd be delighted tu see that happen. After all, anything thu
helps your business is good business for us, too. X
Sa talk to your AmEx representative. Stand up for

your rights. In the long run, it could he
worth substantial money tv you. E
osily” the company expects Ly Its everywhere you want to be;

VPt b

The implications of this agrecment are far-reaching and more than
a little bit disturbing.

= payment. '3 speech, your freeduin of movement or your freedon (o ke wur ¢wn

= o wice criticism of any American Express service or business decisions.

; # customer presents an AmEx card for payment. Soif American Express vffers you a break on your discool rate,

3 ¥ Mn.ﬂ\me i. dlrEc;Ey or indirectly, express a preference for any other X by all means take it. But bear in mind that you don't have to sign any
card over American Express. agreement you don't agree with. Get out your red pencil. Cross out or

g Yire isplay another cards*identifying insignia" more prominently sy - changeany part of the proposal that you see as an infringement an your rights

= n.um th f Amnerican lixplcsz! and you must make your best effort to i What will happen? One of two things, probably.

z disply acditional Am signia or decals, ‘They may not agree. Hut Americin Express might be forced ek fo the

= and execute any payment-card promotion without bargaining table with a better offer ancl s more flexible attitode,

o Express the right of first refusal, or, after running an AmEx : " Or they may agree —in which case you'll pockel a handy fittle discom-rife

g P illar ion with -card for sk > d reduction without giving up your freedom.

=

=

£SSIPE0 NIA

PX1366 19



The Evidence Will Show That Amex’s
Anti-Steering Rules Violate the Sherman Act

Actual Anti-Competitive Effects

There is direct evidence that Amex’s Anti-Steering Rules have actual anti-
competitive effects.

Market Definition

The relevant antitrust product market is general purpose credit and charge card
network services to merchants; within that market, there is a distinct relevant
market for card network services to Travel & Entertainment (T&E) merchants.

Market Power

Amex’s market power is demonstrated through (1) customer insistence, (2) price
increases, and (3) market share.

AmeXx’s Defenses

Amex lacks valid pro-competitive effects or other defenses.

20



Many Consumers Do Not Substitute

Between Credit and Debit

Document Redacted
in Whole

PX1589




District Court in U.S. v. Visa Defined Market as

“General Purpose Card Network Services”

322

UNITED STATES of America,
Plaintiff,

VISA USA. INC. Viss International  that have ressonsbie interchangesbility, in
Corp., and MasterCard International
Incorporated, Defendanis.

Na. 98 CIV. To7a(BSJ).

and
agreemer|
tion of S
court, th
that: (1

163 FEDERAL SUPPLEMENT, 24 SERIES

2. Monopolies &=12(1.3)

defendant’s conduct for alleged violations

erran Act, is eomposed of products

CA§1etseg
See prblic
o for oier

ards and
| construc:

338 163 FEDERAL SUPPLEMENT, 2d SERIES

of volume for [the) New Premium Prod-
uct” was MasterCard, Discover, and Amer-
fcan Express. (Ex. P-0822 st VU 1871788.)
There was no indication that the new pre-
mium card would displsce consumer
spending on cash, checks, debit cards or
private lsbel cards hese documents,
defendants ealculste their “market™ shares
smang gensral purpose card nefworks
only. No percentsges for cash, checks,
debit or store cards are included in these
calculations and pie charts.

y, although it terally true that,
in & general sense, cash and checks com-
pete with general purpose cards as an
option for payme: consumers and that
growth in payments via cards Lakes share
from cash and checks in some instances,
cash and checks do not drive many of the
means of competition in the general pur-
pose card market. In this respect, Prof.
Katz’s analogry of the general purpose card
market to that for sirplane travel
trative. Prof. Kalz argues that while it iz
true that at the margin there
ion for customers smong planes,
, the reality is that

airplane 1 i& a distinet product in
which air are the principal drive:

competition. Any airline had monop-
oly power over sirline travel could raise
prices or limit output wi t significant
concern about compefition from other
forms of transportstion. The ssme holds
true for competition among general pur-
pose eredit and charge cards.  (See ML
Kaiz Dir. Test. 19 11, 127)

Accordingly, becanse card eonsumers
have very little sensitivity to price increas-

9. Se cg. Ex. P-1103 a MCIODO254 (1996
MaserCard U.S. region baard minutes stating
“with respect to share wrends, Mr. Heuer not-
ed thar MaserCard has held its general pur
pose card dollar volume share over the pas:
three years, bur has experienced some share
loss when compared only 1 Vi Ex. P-
0750 (1998 lener w Visa USA CEO Carl
Pascarella, per his requess, providing US.

s in the card market and becanse neither
eonsumers nor the defendants view debit,
cash and checks as reassonsbly inter-
changesble with credit cards, genersl pur-
pose cards constitule a product markes.

2. Gemeral Purpose Card Network Ser
wvices Comstitute o Relevant Product
Market

[7] More importantly, gensral purpose

eard network services also constitute a
product market because merchant consum-
ers exhibit little price sensitivity and the
networks provide core services that cannot
reasonably be replaced by other sources.
General purpose card networks e
the infrastructure and mecham3
through which general purpese card trans-
sctions are condueted, including the suthe-
rization, settlement, and clesrance of
transactions. (See Tr. 3197 (B. Katz,
USA/Visa Intl); Africk (MasterCard)
Dep. at 11-12, 14-1%)} Merchant sccep-
tanee of a card brand is also defined and
controlled at the system lev nd the mer-
4 discount rale is established, directly
by the networks. ( Tr.
6134-35 (Pindyck, MasterCard);, Tr. 2218
19 (Saunders, Household'Fleet); Flanagan
(MasterCar These basie
or care functions are indispensably done at
the notwork level. (Ses Tr. BUTO-80;

508485 (Schmalensee).)

Professor Kafz also used the Merger
Guidelines price sensitivity test to confirm
the existenee of a network services mar-
ket. He noted that becanze costs attribut-
sble to system services are less than two

marker share of general purpose cardsl: Ex.
999 Visa US.A board docu
ment providing “Visa's markes share of cards
in circulation of major all.purpese cards™);
Ex. P-1180 (1999 Visa USA. board docu
men: calculoing “card volume .. marker
shares” for gemeral purpose card brands):
Ex. P-0793 ar VU 1017663; Ex. P-0709;
Seock (Visa US.A) Dep. ac 105-13.

“IG]Jeneral purpose card
network services also
constitute a product
market because merchan
consumers exhibit little
price sensitivity and the
networks provide core
services that cannot
reasonably be replaced
by other sources.”




Amex Agreed in Its U.S. v. Visa Amicus Brief

IMENT

BY-LAW 2.10(E) AND THE CPP ARE
UNLAWFUL AND SHOULD BE
REMOVED

The market at issue in this case is the market for supplying network products and

R Em R EE ..
-

services 1o general purpose credit and charge card issuers (“network services”). Credit and

l charge card networks sell network services to issuers, and the issuers buy network services from

“The market at 1ssue in this case 1s the market for supplying network
products and services to general purpose credit and charge card 1ssuers
(‘network services’).”

e
2 7

and higher prices for credit and charge cards for the banks" customers, U S.
consumers.

* The supply of network services to bank issuers is limited to those provided by
Visa and MasterCard. Qutput in the network services market as a whole is
reduced accordingly.

s Issuing banks are limited in the range of card products they can produce, and
consumers are correspondingly limited in the range of products they can
obtain. Consumer choice in the market is thus restrained.

Horizontal competition among bank issuers is equally limited; each bank has
agreed not to compete against the others by offering a different network brand
or the different features a different network would provide.

The “justifications™ advanced for these restrictions are illegitimate in principle.

No matter how expressed, the VisaMasterCard complaints that AXP will compete by offering

banks an attractive issuers’ rate (and thus a lower net price for network services), or by “cherry-

2
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Amex Alleged the Same Relevant Market

in Its 2004 Complaint in Amex v. Visa

Case 1:04-cv-08967-BSJ-DFE  Document 1 Filed 11/15/04 Page 17 of 45

VI. FACIUAL BACKGROUND
A, The Relevant Markets

65. D antitrust violations have in the market in which the card

“A. The Relevant Markets

65. Detendants’ antitrust violations have occurred in the
market in which the card networks provide authorization, clearance, and
settlement services for general purpose card payment transactions in the
United States. Through those violations, Defendants have harmed
competition in, among other markets, the general purpose card network
services market . . . .”

Eamuled for each ather by consumers.
68.  General purpose cards do not include cards that can only be used at a single
“68. General purpose cards do not include . . . debit cards[].”

17
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)\ Amex Identified Debit as a “Separate and Distinct” Market

in Its Amex v. Visa Complaint

Case 1:04-cv-08967-BSJ-DFE Document 1  Filed 11/15/04 Page 40 of 45

“The “debit card network services market’ in the United States
constitutes a separate and distinct ‘Relevant Market.” The debit card
network services market 1s the market in which authorization, clearance,
and settlement services are performed for debit card transactions.”

“Unlike credit and charge cards, debit cards promptly access money
directly from a cardholder’s checking or deposit account, thereby
strongly differentiating debit cards from general purpose credit and
charge cards.”

152, Unlike credit and charge cards, debit cards promptly access money directly from a
cardholder’s checking or deposit account, thereby strongly differentiating debit cards from
general purpose credit and charge cards. Consumers do not consider debit cards to be reasonably
interchangeable with general purpose credit and charge cards.

40
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Amex’s 2005 Statements to the Federal Reserve

Identified the Same Market

CREDIT AND CHARGE CARD MARKET OVERVIEW

Card Purchasing Volume - 2003

100% =$1.2908" | oascover
. %

“We consider our market to be general purpose
charge and credit cards; debit is a different

market.”

Q: Have these numbers changed over time?
A In 1985, we had 25% market share. The decrease to today is a result of several factors:

O We did not enter the lending industry until 1987 with the introduction of Optima;

J Visa and MC have grown,

O and the universe of plastic accepting industries has grown to include everyday spend
segments such as supermarkets and gas stations, which for many years we chose not to
enter

Q. Do these numbers include debit?

A This information does not include debit. If it did, our numbers would be much smaller, since we do
not issue debit cards. We consider our market to be general purpose charge and credit cards;
debit is a different market

2
CONFIDENTIAL TREATMENT REQUESTED BY AMEX-DOJ-10141641
AMERICAN EXPRESS

PX0254
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Amex Provided Explanation for Its

SH By
G-

‘j‘.v Relevant Market in Its 2007 Amex v. Visa Expert Report

Document Redacted
in Whole

PX0058 27



Amex Changed Its Position on Debit in Its 2010 10-

Submitted After The Complaint Was Filed

2009 10-K 2010 10-K

Tsble of Contents
et Some of the highlights of ow OPEN business in 2010 include:
* Launch of Lasurancek.dge, an iniegrated soluion designed 10 help small busincss owners research, review,

Tabi of Contents
e e o compare and purchase commercial insurance appropriate for their business needs.
ot i o b programs, services o sunall busincss owners,“teaser” prcanotonal siesest rates for bodh credit sard acquisition and bulanse ansfers, ; o
:,.;1::"..“ ¥ s N benai . o % riastngly the * Launch of SearchManager, a solution that simplifies the way business owners can manage their online
+ base and our Ieadership pusition in providing finsaacial services to small businesses. advertising campaigns.

small business sector, as competitors have targeted OPEN's custos

Most financinl inssinutions that offer demand deposit accounts also issue debit cards 10 permit depositors to access their funds. Use of debit cards for + Launch of 2 new mobile platform for OPEN Forum.

oini-of sale purchases has grown as most financial institutions have replaced ATM cards with general-purpose debil cards bearing either the Visa or
ThiorCant ego. A s renei i purchase volume and number of transactions made with debit cards in the United States has grown more rapidly than credit + Expansion of the OPEN Savings program through new partnerships with AirTran Airways, OfficeMax,
and charge card transactions. Debit cards are marketed as replacements for cash and checks, and ransactions made with debit cards are typically for small Hewleti Packard and Firedog tech support.

red: there 15 ne credit extended and the consumer must
dollar amounts. The ability  substitute debit cards. for ) * Launch and development of the first ever Small Business Saturday™,  day to support local businesses

sulficient funds m his or her demand deposit account to pay for the purchase at the fime of the trnsaction as oppased to charge cards where payment is duc at L
ded riod of tise. We do ot currently issue point-of-sale debit cards for use on it create jobs, boost the economy and preserve neighborhoods around the couniry by providing an
e S incentive for Cardmembers 10 Spend t (i 1ocal bUsinesses

* Expansion of OPEN for Govemnm

“ontracts: Victory in Procuremcnt” (VIP) for Small Business by

: factors that affect the cand issuing business include
The principal compeitive factors that affect the card issuing busines: . Exppesin of OPEM e G ”MUS s Vicy i rocusnen 5 s by
. features and the guality of the services. including rewards programs. provided 1o Canimembers as a means to grow their business. ent contract

————————

Card—Issning Business — Campetition
£0d inlenss competition in the United States wd incernationally. As s

. o . . Cur propristary Card bsiness encounters substantial card
‘ c S3uET, e compete 1 the Dnlltﬂ States with financial imstitstions (such as Citibank, Bank of America, IPMor lorgan Chase, and Capital
O issue geocul- cards, and Discoves Fisancial Services, which isues the
Discover Card on the Digcoves Business nervork. We competition Ui s it casts o
otherwise extend credit 1o their customers, euch as retaiiers & il although these cards

timited locations. Because of g wnd Mcml mn'lpwvl ho
‘Begquisitions by major card issuers, there are now a smaller pumber of sygifscant issucrs Wlﬂqnl npsting issuers have continued
10 grow, in several cases by ocquiring card porfolios, s 150 by cross ¢ellin trovgh thei roil banch neraoris

» .
recent years, we have encountered increasingly intrnse competition in the small business sectar, & competitors have tangeted
ornts custommer base and ous leadership position in providing fisancia services and orber fos—based soluions o smal Biiocises
wm, < amersoffer vty of procts o srvices versgis g shim
i s ofervdi, e frequens fver program micage credits, cihrebaics and ober reward or m.zm; sexvices for small
o, e rootion) e e fox both credit exed
iy s Al

.8 Mast o nlwwnumlhusﬂ':rdnnuddrwiw nccounts ki esa debtcard o penmil depositns Lo pecess i s, Use
oF debi ca fo paint - sal pueciascs s g70we s ost il titions hove replaced ATM cards

7 :
ool

e e o : e ot g,

L] . L] [ ] ur$ 5t o) « and rd transactions. Debit cas as replacements

Imn-imdﬂmndd ﬁ ﬁn

comnt
the time. ulkkWMmeLmduyumm ent |sﬁ:mlb==\doﬂhfh\lluumodmuﬂy,lmdi m;c
= c20 be exteaded over 3 as a0l t
'0F & JISCUSSION CONCEMMINg OUr MECant acqu evolution Money Inc. in the emeTging payments ares. pledse soe ~Enterprise E‘:ﬂmw W:dnvntv:;:&bﬂmd lisked to n mm.m.ﬁ’.“’m,w nﬁﬁs'ymw“?“ wﬂ‘:rrﬁ: c;ar;:'d
Growti Lx-gmmng @ m« 34 below. payments industry continues 10 evoive, we i also facing increasing competition from woo-tradtional players, such a3 onling
Detworks, telecom providers, or software-s-a-service providers i leverage new technologits tnd cistomers cxistng charge od
credit card and bank pay’ or other fes - based solutions. In addstion, the evolution of paymes
Financing Activities products in cmerging markets may

The Company meets its funding needs through a vanety of sources, including cash or assets that are readily convertible into cash, depasits placed with
the Company's U.S. banks, unsecursd medium- and long-term notes, asset securitizations, and long-term commiticd bank borrowing fecilies in certain non-
US. markets

American Express Credit Corporation, a wholly owned subsidiary of TRS, along with its subsidiancs ("Credeo”), acquires the majority of charge Card ¢c

E————— ebit cards are also perceived as
an alternative to credit or charge
cards and used in that manner.”

PX1408 PX1409
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Growth in Debit Card Usage Has Come

at Expense of Check Usage

Shares of Total Dollar Value of U.S. Consumer Payments
Cash, Checks, Credit Cards, and Debit Cards: 2000 - 2011

50%
45% A
40% A
35% A
30% A

25% - ——

20% T ml=|=.?..’.g s & oo
15% - - =
10% - -

5%

Share of Total Dollar Value of U.S.Consumer Payments

O% T T T T L] T T T T
N > & > & 3 ® ) D
> > W > '»“Bb‘ » f»@b > > » > 3
Credit Cards sssess Checks == == Debit Cards

s = (Cash

Notes: The percentages for checks, cash, credit cards and debit cards do not add up to 100%. There are other types of payment methods
that are not displayed in the graph. 2000 to 2003 and 2005 to 2006 reflect revised figures from later issues of The Nilson Report.

Sources: PX1519, PX1522, PX1525, PX1528, PX1531, PX1534, PX1537, and PX1541.
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Amex’s Internal Structure Until Recently Included

Travel and Entertainment Organization

)

SSAHUAXT NYIIHINY

A8 GILSIN0IY INFWLYIHL WILNIAIANO:

TEI Leadership Team

Our team is responsible for managing TEl industries amounting to $145.19B in 8+4 CV,
31% of MSUS 8+4 CV and a marginal contribution that is 41.2% of MSUS, as of Q1 2008

Shane Berry
S GH

“Our team 1s responsible for managing TEI industries

29

ZOSZL00L-rOO-XAWY

Vice Pramdert
AninaiPrate dut

Lisa Harris |y Y
Vios Promsgont  SErees

: | : e '"d"s"“
p Emer ln
AXP Industry CV AXP industry CV AXP Industy OV | ARP Indusiry CV ging Development

Vice Precident Vios Prasdent Ve Presdent Vice Prasdent Vice President
todzng Rettouran Lalsike Travel Srouth & Emerging Iustry Danwapmant

Gary Portuesi §
Vice Prossdont

Suzie Finch

Vioe Presdent

$46 068 sar RRA 3 535578 : ] $17.76m AXP Industry CV i Aceounts: Vakie
o Fan an : s8.938' PrropSeliion
Mged Port GV $468 Myed Port CV: 8338 | Mged Port CV: §6.58 | Mged Por OV $168 Development &
40 Accounts - "“’:,“""’ (_go;""‘" j 42 Rccoints . 53 Accounts Mged Port CV: $2.28 . Growth Stratagy
Hivagraraol) ; 17 Accounts
Accounts: Major ; o . Accounls: Car
Accounts: US HQ. Lodging Brands & Arcoaints: FRR Renlal, Cruise Accounts: Golf,
Printity Non-US HO, Desfivation QAR Pia iy, Thems Parks, Travel Entertanment,
Private Jet Club\acation Celed Chels, Agent & Tout Emerging Segments &
Ovmership 3 Catering Operatore Moutings & Events!"
1) M&E CV Is par of the Lodging Portiolio CV anly 2) Included Ski, Vegas and Goif in (.'\( and L.o nt si \ mebare in TEI through Oct 3) ADove exciudes managed associations [e.g.: lodging-3,
GEE - 2], 4) Industry CV inciddes Entertainment aniy. Financial Sources: AXP ind C B8+4, Managed Y Goal as per Scorecard
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The Evidence Will Show That Amex’s
Anti-Steering Rules Violate the Sherman Act

Actual Anti-Competitive Effects

There is direct evidence that Amex’s Anti-Steering Rules have actual anti-
competitive effects.

Market Definition

The relevant antitrust product market is general purpose credit and charge card
network services to merchants; within that market, there is a distinct relevant
market for card network services to Travel & Entertainment (T&E) merchants.

Market Power

Amex’s market power is demonstrated through (1) customer insistence, (2) price
increases, and (3) market share.

AmeXx’s Defenses

Amex lacks valid pro-competitive effects or other defenses.



U.S. v. Visa Provides a Road Map

for Market Power Analysis

“Market power has been defined by the
Supreme Court to mean the ‘power to
control prices or exclude competition.’”

—US. v. Visa, 344 F.3d 229, 239 (2d Cir. 2003) (quoting U.S. v.
Du Pont Co., 351 U.S. 377, 391 (1956)).



Amex Explained the Exercise of Market Power

in Its U.S. v. Visa Amicus Brief

“Detendants have plainly exercised the
power to force a purchaser to do
something that he would not do 1n a

com

petitive market.”

— PX1478, Brief of American Express Co. as Amicus Curiae at
7, US.v. Visa US.A., Inc., 163 F. Supp. 2d 332 (S.D.N.Y
2001) (No. 98 Civ. 7076 (BS))) (citing Fastman Kodak Co. v.
ITS, 504 U.S. 451, 464 (1992) (internal quotations omitted).



U.S. v. Visa Provides a Road Map

for Market Power Analysis

U.S. v. Visa

344 F.3d 229, 239-40 (2d Cir. 2003)

© Customer insistence:
“[M]erchants . . . could not refuse
to accept Visa or MasterCard . . .
because of consumer preference.”

© Price increases: “[D]espite recent
increases in . . . fees, no merchant
had discontinued acceptance.”

© Market share: Defendants had
“large shares of a highly
concentrated market . . .
MasterCard [] accounted for
approximately 26%.”




U.S. v. Visa Market Power

Road Map

Customer Insistence

“|M]erchants . . . could not refuse to accept Visa or
MasterCard . . . because of consumer preference.”



: Amex Told Southwest That Its Acceptance “Is Essentia

Value of Choice SOUTHWEST

It is essential to accept American Express Cards as one of your payment choices...

Payment (T e -
Options P s "

= B7% of American
s important to them that

Lon = B2 coathod th

“It 1s essential to accept American Express
Cards as one of your payment choices...”

11 1 Bicokliels Resssrch, May 2008 Datin e of Armarican Express Card mamibers. Amercan Express Consumer OPEN and Corporate Cardmerniers who Save fows at least  RHEIEN
st 12 s e v puicha e e Bckws e past 12 Tnim wal Souttwerat seh s using e Amesican Exgeens, Cor
Talking Points:

Why accept Amernican Express? Because Cardmembers value choice when they fly...

Just like you prefer to use your card of choice for purchasing.... 87% of our Cardmembers agree
that it is important to them that aifines accept the payment method they prefer.

Also, passengers feel they have a choice when it comes to flying.... And ... 93% of
Cardmembers say there is more than 1 airline that goes to places they'd need or want fo go

The Litis 1o offer £ ican Express as one of your payment options

\

“Therefore, it 1s essential to offer
American Express as one of your payment
options”

PX0007
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Amex Communicated to Other Airlines That

“It Is Essential to Accept American Express”

your payment choices...

Toaves &
ExTu A

AMEHIle

BXPAESS

Enhanced A%aska Airlines Value Proposition
As a result of our recent value sl we have an
GeneralCM Claims Alaska Specific Claims
itis 10 accep E iy e et
0na of your payment choices... which drivos high spend and loyalty.
Payment =
Options. l
visal| s 5
Entemasment  APIE RICAN]

* BO% of Amaricon Express Canamy

AA SDECIicVale SIory clms Wil
be purchased for 2009 negotations

et H”“E Enhanced American Airlines Value Proposition

“It 1s essential to accept American Express as one of

99

American Expr

It i essential to accept American Express as one of

your payment choioos.

e

VISA

= 92% of Amerizan Express Caromember

impartant ic ihem that sirknes accept thf

dmembers who “jet” with JetBlue Airways

The American Express business model is based on premium
customers and profitable business growth, which drives high
spend and loyalty.

S e

Continental
Airlines u‘

American Express Cardmembers are more loyal, highly-insistent customers who prefer to
use the Card for Airline purchases.

Cardmember Loyalty

» Higher Spenders: On average spent 2.8 Smes imore on aikae Bckets

Trnportant (6 i it sliines s As a rosult of our recont vaiue story research, we have an P that should they preter.!
they prafer. Amerlcan Airfines to resignin 2009
itis ol E TR P gers also have choice when it
your payment choices... tickets using their AmEX Card vs. Non-Cardmembers.
i = » Alffuent: 35% hyhes hovsehok ncome :1""
Opieons: » Greater number of tickets purchase: 2 2 lunes more lckets
Payment Je— % purchased over the past 12 monthe
Options

- B1% of Amencan Express Can
more than 1 airiine thet goss 1o
wani fo go ¥

« B3% of Amencan Express caro)

VISA

» B7% of Amencan Express Carmanbars sgres 15 important 10
mem mat eirlines uccept the puyment method they prefer.!

» 43% of Americen Express Candmenibers have used only Americen
Express o puy ‘ormirkne lickets in e past 12 monihs

m ihe pait 12 monihe

« Diroct Purchases: BO% pEBasad dvmcty iom amna vs 69% of
average American passenger

» Upgrade: 2.9 Simes more Upgrades on buziness and first cisss o olher
lype of upgraed ket

an meric
085 noL. il TGS b egus

i M " £ AN

PX1218

Passengers also have choice when it comes to flying...

» 81% of American Express Cardmembers say there is more
than 1 alrfine hal goes to pleces they'd need or want (o go. '

» American Exprass Cardmambars flaw, on avarsge with 3.6
aitfines in the past 12 monthy !

o 00N ek Foxeis il Aok

best-in-class Joyalty " Bl
Amarican Express has bm‘tla;‘nr;’laysl basae':

A
J

» Amweican Express Cardmembers are more likely 0 say they
are loyal to their American Express Card (35%) than 1o say
thary wrw Joyal 10 any airiine (24%)

» 49% of Amarican spend with American Express comes from
onwolied in Rowards

+ MR enrollees spend on average 12x more than those non-
cardmembers’

It is essential 1o accept American Express Cards as one of your
paymeni choices. ..

o e

VISA

* 90% of Amenican Express
Cardmembers agres it is

Important to them that
airlines accept the payment

o s method they prefer.!

Passengers also have choice when it comes to flying...

PX0517

PX0769

*92% of Ametican Express
Cardmembers say there is
more than 1 airline that
goes to places they'd need
or want to go'

3 ay 2008 Ddiaon ot Canmeriser - Comsmmn,
M3 D P aned Jesiag sers deasts % Ihe Cou 12 oAl s g 0 Amarear Bgeess Car

PX1252



Insistent Amex Cardholders Fall into Three Groups

. AMERICAN EXPRESS LOYALTY GROUPS

The rewards and affinity programs of our network Card issuers are designed to aftract even more
loyal and insistent Cardmembers to the American Express network. By partnering with American
Express, merchants can benefit from our loyal and high-spending customers.

Consumer Cards
Rewards & Affinity Groups

Consumer
Cardmembers

Small Business Cards

Five times as many cards in force as
the next-largest issuer

Small Business Corporate
Cardmembers = Cardmembers Corporate Cards
Relationships with more than 65% of
Foriune 500 companies

ANV E RHCAIN|
EXEH

PX0039




Amex Explained Insistence of Its

Membership Rewards Cardholders

i ﬁﬂi
American Express Cardmembers Loyalty SOUTHWEST
AIRLINES
g t lass r ds prog. & capabilities, American Express has built a
very loyal base. Sixty-five p of harg comes from
Ci that are lled in Loyalty F
Charge V with A 1 Exp (2007)
$2,818M
i ¥ MR enrolees spend on
Rew: average 12x more than non-

ards {
Enroliees, 52% cardmembers'

Other Loyalty i
Proarms, 13% X P i + Al athor loyalty programs
Not Enroliod e such as Blue Cash, Cost
-
Loyatry - and Hilton H S,
!!!!!!!!!! z =

“Sixty-five percent of Southwest charge volume comes from Cardmembers that
are enrolled in Loyalty Programs.”

“MR enrolees [sic] spend on average 12x more than non-cardmembers.”

17
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,Many Amex Cardholders Would Spend Less or Not at All

if Amex Were Not Accepted by a Merchant

Used (Card) In Prior Month (Continued)

Impact Of Card Acceptance (Continued)

* 52% of American Express Cardmembers say they purchase more often from merchants who accept American Express than with
merchants who do not.

+ 49% of American Express Cardmembers say they spend more money with merchants who accept American Express than with
merchants who do not.

* 63% of American Express Cardmembers say they have a more positive opinion of merchants who accept American Express than
they do of merchants that do not.

Ga0L L AL TP o o [y | Ry POy 2 - Al i i

“39% of American Express Cardmembers say they would not
have purchased and/or would have spent less if American
Express had not been accepted on their last purchase
occasion.”

used American Express if American Express was no longer accepted there.

* 9% of American Express Cardmembers say they would ne longer purchase from a merchant where they had used American
Express if American Express was no longer accepted there.

*« 52% of American Express Cardmembers say they would no longer purchase or would spend less at a merchant where they had
used American Express if American Express was no longer accepted there.

* 58% of American Express Cardmembers say they would feel less positive about a merchant where they had used American
Express if American Express was no longer accepted there.

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER AMEXNDR10977287

PX0815
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American Express Cardmember Loyalty — B2B m“%
ARLINES

American Express is the preferred pay P ider for Corp Z of all sizes
-
2007 U.S. Business & Corporate PO gty dordcem s u:“imf“’ - ‘]
Card Segment Share ing mr American Express
* Represent 55% of Southwest spend with

Small Business”, = American Express
Leading Small = 32% of empioyed American Express Business and
,gm s i
“"'” Provider
P Exmu I8 required by ther company for busingss-
urchasss 2

raated pe
- - +72% of American Express Business and Corporate
Coporate! s ™ Cardmembers have used only American Express \
- ~ CLD:L:;? 1o pay for airline tickets in the past 12 months
= W Card Provide:

w’” \

"-'El

Talking Points:

Major player in the corporate card market- important driver of volume In the B2B segment, Amex has a
50% share in small business and a 87% share in corporate.

“32% of employed American Express
Business and Corporate Cardmembers say
that American Express is required by their
company for business-related purchases.”

/L

“72% of American Express Business and
Corporate Cardmembers have used only
American Express to pay for airline tickets
in the past 12 months.”

VWhat is in the box tells us how our customers are purchasing tickets from you. 55% of SW spend is
AmEx, and 32% who are buying tickets are required to do such by their corporations.

Considering managing distribution costs are important 10 you — this is the customer you value

Positive impact on your revenue and represents your most profitable customer which is why you to
continue to partner with us.

18
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“Amex has a 50%
share 1in small
business and a 87%
share 1n corporate.”
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Significant Number of Merchant’s Sales “At Risk”

If Don’t Take Amex

Loyal Corporate Cardmembers A”A
Loyal corp c drive revenue for ican Airlines
s i ¥ "
it m Total B2BCV =/ |

of employed American Express. Corporats 2% ]
nembers say that American Express Is

2%«

AR

Loyal Consumer Cardmembers

revenue for American Airlines

Total Consumercv='__

ainx| |

“. .. insistent Amex Corporate CMs
[cardmembers] represent
|[REDACTED] in revenue to AA
[American Airlines] each year.
Note: You can also position this as
the portion “at risk’ if AA does not
accept the Card.”

“Insistent Amex consumer CMs
[cardmembers] represent
[REDACTEDY] in revenue to AA
[American Airlines] each year.
Note: You can also position this as
the portion of ‘at risk’ if AA does
not accept the Card.”

PX0119
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Amex Explains Its Sources of Insistent Cardholders

to Casual Dining Merchants

How ta Use the Reslaurant Value Recapture Deck

“Loyalty: 40%
Used only American Express Cards
and no other major credit or charge
cards”

Loyalty groups are highly insistent, and have an overall less positive experience when they cannot

use their preferred form of payment.

N\

18

“Business Expenses: 46%
Business/Corporate Cardmembers
whose employers require or prefer the
American Express Card”

“Earning Points and Rewards: 89%
Are enrolled in any loyalty program™

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER AMEXNDR13238917

PX0957

“Loyalty groups are highly insistent,
and have an overall less positive
experience when they cannot use their
preferred form of payment.”

43



<\ Amex Calculated How Much of Walgreens’ Amex Business

Was at Risk If Walgreens Cancelled

“AXP has commissioned research to understand the insistence of key
Cardmember populations and, specifically, the impact within the drug

store industry of Card non-acceptance.”
I ‘ (] y ] . I
»  56% of Membership Rewards enrollees would stop shopping or would shop less if a drug store did not accept AXP
52% of Personal Cardmembers would stop shopping or would shop less if a drug store did not accept AXP
50% of Corporate Cardmembers would stop shopping or would shop less if a drug store did not accept AXP
34% of Small Business Cardmembers would stop shopping or would shop less if a drug store did not accept AXP
| | |

of those who would change

based on research cited above behavior, how would change

%That % That Sales at Risk if
2004F Charge % of Customers | Wwould  Would Cancelled % of Sales

Core Customer Segments = Volume Generated Who Would Stop Shop Card at Risk by
Spending at WAG by Segment Change Behavior' Shopping Less? Acceptance @ Segment
Personal Cardmembers

(Loyalty Cards)

Personal Cardmembers

Corporate Cardmembers
(Large & Middle Market)
Small Business

Cardmembers
Foreign Cardmembers

Total

PX0048 44



" Amex Found 41% of Walgreens’ Amex Charge Volume

“At Risk” Without Amex Acceptance

“In total, nearly [REDACTED)], or 41%, of
Walgreens charge volume would be at risk if
American Express were no longer accepted.”

Personal Cardmembers
(Loyalty)

Personal Cardmembers (Non-
Loyalty)

Corporate Cardmembers
(Large & Middle Market)
Small Business
Cardmembers

_ REDACTED

Total |
AXP Marketing to Protect Drug Store Industry Charge Volume (REDACTED 1in sales atrisk) | -« corere |
Total Sales at Risk | REDACTED

¥ e £o2] & “

Source: AB Research Associates; "Shop Less” defined as a 50% reduction in spend

American Express Propristary & Confidential. Use Pursuant to Comgany Instruction

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER AMEXNDRO05695717
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Amex Prepared to Steer Its Cardholders

Away from Walgreens

Receive a $25 CVS/parmc Gift Cardanewr

transferred prescriptions when you use your American Express*Card at CVS/pharmacy.

I}

51580

TERNE ARD COMDITIONS: ®oasa st ba paikd for an pour Americen Exvess Cand. Fessive 3 57500 OV5 Gl Carg waas yoer veecistion it dispanind I chonot b usixd
1 pry o this purchese bl ces b wsed jest e cahon ety rchases ot OV3ipharmacy. L pobibis ase by persans eovolied in, o for @y ot lons reimbursed
b iy pubivciy bt Federaliyl funded besttncam programs: Coepons Gt be wsad oo @y Rem wimibsathe by pelc aid programs. | imi ona R Cand pas Ga eliverabe:
[Fiar ot kol [ 240, AL and Y, CVE vl e oy iy factimile, phemtoapy, o iy Bl rapeadinction of Fris coupon. Mot walin for any other prascriptions pesvioussy
Wilat . ey WS shirmaiey, Ao iein Pxooss o oot ixeew o 15 8at coneeciad 30 60 respeesible for ve OWS BoaCanCand o sesefo on fur cad. Bapins 217285

il

00000

Offer valid 1/15/05 to 2/12/05 PrescripionMo.  Pharmacist Initials_____ ‘
4

E 1

FOR THE CVS/pharmacy NEAREST YOU, CALL 1-800-SHOP CVS OR VISIT CVS.COM

—
i o

e
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Amex Uses Insistence to Set Prices

Merchants receive value from Amex acceptance, and quantifying that value enables us to

estimate the highest ‘rational’ price they should be willing to pay for accepting our cards.
Ighest ratiohal’ price they shou willing to pay 1or a ing our cards.

Quantifiable Sources of Value that a

merchant derives from AMEX
= N

Incremental revenue
7 Cardm
stsio » Cardmember insistence (Consumer, Small hson
e Business & Corporale) o
: % « Some of our CMs will only spendata W
» merchant, if they can use theirAmex card; ho bank
> NewC otherwise, they will walk away
32";‘1 « Other Amex CMs will spend less than they
would, if they were ¢bliged to use another
form of payment
Inc.r;menul Revenue Price Premium

Comtas condeerlal propnetaty an bae ssasl nilorrsion o Arencan Eress o dsoussion puposes only prelimaaly crafl subped @ changstioes nol ispresant e inal vews of Sessions of Arsrcan
Exr4ess man 3semsnt
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Amex Uses Insistence to Set Prices

PRIVILEGED AND CONFIDENTIAL: PREPARED AT REQUEST OF COUNSEL/ATTORNEY WORK PRODUCT
AMERICAN
EXPRESS » "
Price/Value Assessment — Calculation & Methodology
| Total Insistence = Welghted Avg of Consumer & Corporate Insistence |
Consumar Consumar Corporata Corporate |
' Insistence CV% Insistenca CV% T
l € ¢ =
| 100% walk WWRY + assume S0%
| 0% of Spend Less across all industnas l
LER exgmple 5% + (20% x 24)  x 5% - 3% x 2% - 19% |
g ydel Det Total
Consumsg m
portion of
Industry Category 2008 AXP CV spend walkawway |
QSR 3577 419 22 78% 50%
“BALF Tolal
Operaling Incremental Total AXP Price Rational
Margin Val gy lNegative  Incrémental Previum vs Room 1o
Industry Category (Gyr Avgd  troffi Insistence ) Value AXP Value Visa increase
QSR 12.92% 2415 0.02% 2.39% [0.36% 1.55%
e i e e e e e ) e e
Rational Roam to Incroasa = 50% of Total Incremantal AXP Value !
| net of Cumrent AXP Price Pramium t
~ : : | Incremental 5 \ g ; "
QER example  10% x 1292% = 2.41%, Tolal incremental Vaine Derived Fram insistencs AXP Valye b 50% - AXP Price Premium ve Visa |
241% - 0.02% = 2. 39%, Total incremental AP Value l - y
QSR exgmple  2.39% x 50% = 1 19% - (0.36%) = 1.59%
Amnivican Express Frop ry ard Confidential lnformalion, DRAFT, May mol rellec! the views of Senior M.
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U.S. v. Visa Market Power

Road Map

Price increases

“[D]espite recent increases in . . . fees, no merchant
had discontinued acceptance.”



Amex Imposed Price Increases

Across Wide Range of Industries

Cumulative Merchant Impact of the VR Program

Through the various Value Recapture initiatives that have been implemented since 2006, we have raised
rates on 65% of the total MSUS charge volume.

CHARGE VOLUME BY MERCHANT SIZE & INDUSTRY (U.5., 2008, 5B, 100% = S4688)
Eanilﬂan“ on

l H minm ] I i Ll 2y | 1 1

“Through the various Value Recapture Initiatives . . . we have
raised rates on 65% of total MSUS [Merchant Services United
States| charge volume. ”

TR T o ¥ H B
| E‘e E B g g
; 1 £ Eg Mail 3 s ;:‘ g : : ;
2 £ ‘ Protifin % e
N % E ;g Lodgng | Order ! g ‘; Sarviess nn::m E €115 08 § E 2
tuan (25 E13) swee | caom (2118 (DA | w048 o & |8
$20M |
—

S10M | ||

* Diher industries includes Government and Charities

1VRInitiative [ |  2vRinitiatives| | 3VRIniiatives| | Shop CPCVRInilitive] | Flat Fea initiative 1]

Cantains confidentizl, propristary and trade secret information of American Express; Does nof represent final views of Amerkcan Express managemaent d
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Amex Profited Over $1 Billion

from Price Increases

¥3IA™O 3NILDILO¥d OL 123rans - TVILNIAIINOD ATHOIH

67658000ANXINY

AMERICAN

Value Recapture isj

2006-2010 |

*Does not inclu

D 2010
Inifatives

| 2009
initiatives

D 2008
initiatives

I 2007
Initiatives

D 2006
iniBativas

$77

$77

uscv 2006
Actual: $4008

BP Impact 1.9 bpq

Cumulative
‘06-"10 Benefit

2010: $46 MM

2009: $162 MM

2008: $144 MM

- 2007: $275 MM

2006: $672MM

Incremental PTI

- 2010

Cumulative
'06-'10 Benefit

05

2010: $46 MM
2009: $162 MM

2008: $144 MM

2007: $275 MM

weighted Incremental PTI
average

Discount Rate.

2006: $672MM

PX0357
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Amex Implemented Price Increases

With Continued Merchant Acceptance

—
“Senior Vice President, National Client Group
Jun. 2009 — Present”

“100% merchant retention”

JetBlue, Macys and many more
* Established & strong culture for this new organization resulting in an energized and highly customer centric winning

3
E
g
4
:

ie Blue Box 1o drive superior resulls e ¢ GNS/Macys. CTN - Travel Agent
velocity RFP, multiple MR partnerships, issuer with BIF with GCC, Gift

“Senior Vice President, Travel & Entertainment Industries
Oct. 2007 = Jun. 2009”

«  Tmroduced Scorecard methodology fo drive focus and key success metrics including charge volume expaasion
Charge volume growth performance stgnificantly excesded goals

“100% merchant retention”
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I — 'ﬁ: '—I_‘. ﬁ—_-ﬁi s--?» -ﬁ;—-‘ﬁlﬁ-—i Im'—.a. -'f--"-“--,tm. Y I—F-‘-

| REDACTED

REDACTED

1
— v - mmimam. R

* chution. small sample size
Note:  Merchant satisfaction on a scale of 1-10. where 1—Ccompletely dissatisfied and 10—Compietely satsfied  The lavels of satsfaction are defned as follows low (1-3). medium -1l -
(4-7), and high (8-10) 'a’and v’ indicare signiicant dferences in mean scores at the 40% confidence interval

PX0042 55



Price/Value Satisfaction

Gighad

© Perceived value is REDACTED

Price/Value Satisfaction with Amex
(% Top 3 Box)

“Please think about both value

and cost. For American Express
and VISA/Mastercard, how

would you rate the value you ED
receive given the price you

pay?”
AN

B85 Pease hink abou bof value and cost For Amences Express and VISAMIsercan, his wold you fae e valus you facelve given ihe
PNCE you ey

Soure

Irmsights

Green Font: Amex signficantly outperforms Visa™C

Marchan! Sutistecion Resesrch. O3 2010 %
b LR,
¥ A

AXP Rastricted

Red Font: Viea/MC significently outporforr

e Armex

18

PX0043

56



U.S. v. Visa Market Power

Road Map

Market share

Defendants had “large shares of a highly
concentrated market . . . MasterCard [] accounted for
approximately 26%.”



Amex’s Market Share = MC’s Market Share in U.S. v. Visa

Amex’s Share of Credit and Charge Card

Purchase Volume:
> 26% across all merchants

» 34% across Travel & Entertainment

merchants



Amex Agreed that MC Had Market Power

in U.S. v. Visa and Amex v. Visa

“. .. MasterCard’s share was approximately 26%.”

Visa and MasterCard together controlled over 73 percent of the dollar volume of general purpose

card transactions in the United States; Visa’s share was approximately 47 percent, and

“Visa and MasterCard have exercised market power in the general purpose card network
services market. Because significant numbers of customers would not shop at
merchants who do not accept their general purpose cards, merchants would be forced to
accept Visa and MasterCard even in the fact of significant price increases.”

Discover (in 1985).

82, Visa and MasterCard have exercised market power in the general purpose card
network services market. Because significant numbers of customers would not shop at
merchants who do not accept their general purpose cards, merchants would be foreed to accept
Visa and MasterCard even in the face of significant price increases. In recent years, Visa and
MasterCard have raised the interchange rates they charge to merchants several times without

losing merchant customers. In fact, the Visa and MasterCard networks have continued to expand

their b ce rates i ding these i ge rate i

83.  Moreover, Visa and MasterCard “have demonstrated their power in the network

services market by effectively precluding their largest competitor [American Express] from

20
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Amex Defines “Spend Coverage”

Growing Coverage

Spend Coverage *

Percentage of plastic-accepling
merchant localions that accept AXP
cards.

Locations-in-Force
Coverage

* 506N coveraga 18 reponied in the Company's Annual Report

“Percentage of AXP Cardmember plastic spend that can be
accommodated at AXP accepting merchants.”

LIF coverage, on the other hand, refers to the percentage of general plastic
accepting merchant locations that also accept Amex

The basic difference between spend coverage and LIF coverage is that spend
measures the volume spent at merchants. LIF on the other hand locks at the
actual number of plastic accepting merchants

DO NOT ADVANCE SLIDE

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER AMEXNDR12025322

PX0890

60



Amex Reports Its “Spend Coverage” in Its 10-K Filin

program, third
merchants on our

scrvice

cnts identify potential new merchants
half for Card ransactions, while we retan the with T
merchants, determine the ant pricing, and receive the same transactional information we always have
reccived through our closed-loop network. This program simplifies Card processing for small- and medium-sized
merchants by providing them with a single source for stalements, settement and customer service. We have
similar arrangements in Spain and Mexico.

nd provide payment processing services to

During 2013, we also launched a program called OptBlues™ in order to expand Card acceptance by U.S.
small merchants that have a projected American Express charge volume of less than S1 million per year. Under

“We estimate that, as of the end of 2013, our merchant
network 1n the United States accommodated more than 9
percent of our Card Members’ general-purpose card
spending.”

merchant network in the United States accommodited more than ‘)-U percent of our Card Members™ general-

purpese card spending. Our miemational spend coverage is more limited, although we continue to expand our

merchant network in locations outside the United States. We estimate thal our international merchant network as
ated approximately 80 percent of our Card Members' gencral-purpose card spending. These

e based on comparing our Card Members™ spending on our network currently with our estimate of

mbers would spend on our network if all merchants that accept general-purpose credit and

an Express Cards.

what our Card
charge cards accepted An

Discount Revenue

We carn “discount’” revenue from fees charged to merchants for accepting Cards as payment for goods or
services sold. The merchant discount, or discount rate, is a fee charged 10 the merchant for acceping Cards and is
generally expressed as u percentage of the Charge amount. In some instances, an additional flat trans fee is
assessed as part of the merchant discount. The merchant discount is generally deducted from the amount of the
payment that the “merchant acquirer” {in most cases, TRS or one of ils subsidiarics) pays to a merchant for
Charges submitied. A merchant acquirer is the entity that contracis for Cand acceptance with the merchant,
accepts transactions from the merchant, p:

s the merchant for these transactions and submits the transactions lo
the American Express network, which submits the transactions (o the appropriate Card issuer. When a Card

Member presents the Card for payment, the merchant creates a record of charge for the trans
to the merchant acquirer for payment. To the extent that TRS or one of its
the met

ction and submits it
es is the merchant acquirer,
hant discount is recorded by us as discount revenue at the time the transaction is received by us. We ma

8

PX1412
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Amex Is Accepted at Merchants Representing

Over 90% of Credit Card Spend

é 2010 Spend Coverage

= AXP Spend Coverage is calculated annually for inclusion in the 10K Report. Below is a summary of the
analysis

= Absolute Spend Coverage for international proprietary markets is up YOY, driving an increase in
total International in 2010 to 86%

» US spend coverage has increased YOY driven by AXP’s DBV growing at a faster rate than the
spend universe

2009 2010
Proprietary International 86% 87%
GNS 82% 82%
Total International 85% 86%
us 92% 94%

US

2009 2010
92% 94%

16

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER AMEXNDR 12547809
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Most Non-Acceptors Are Small Merchants

Suppression & Coverage: The Small Merchant

AXP Merchant Base Camposition

emna

“The group under $10K represents 75% of [Amex’s] coverage gap
against Visa/MasterCard . . . Remember these are merchants probably
half the size of the florist.”

Importantly though, the group under $10K represents 75% of our coverage
gap against Visa / MasterCard. 90% of the suppression. 90% of merchant
turnover and is highly unprofitable...remember these are merchants probably

The group under $5k “represents two-thirds of our coverage gap.”

Over the past 18 months we've done three sets of research against this
segment through surveys, interviews and focus groups.. let me share a minute
of their feedback

SHOW VIDEO

DO NOT ADVANCE SLIDE

41

HIGHLY CONFIDENTIAL - SUBJECT TO PROTECTIVE ORDER AMEXNDR12025354
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Amex Recognizes That a Higher Price

May Result in Less Coverage

Proposed Pricing Architecture

“100% coverage and premium price may be
incompatible”

' CU. assC ¢ (and
sold and delivered) accordingly

» Testing. and defending pricing tables is the only way to “prove” that
our price is “fully valued™
» 100% coverage and premium price may be incompatible

~ Multiple relationships should be encouraged. but priced independently
to avoid “domino™ or “housc of cards™cffcct

& 2000 Agrarican Expross Travel Rolasd Sonions Company e ASlNgvs resansed
Thass Lo sy el progmery wnadirmdy swerwl oo sston of Auves v Saeess Tiawd Relaberd Services Com gy,
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Ninety-Eight of Top 100 Retailers Accept Amex

Of the 100 largest retailers in the United
States in 2010, ninety-eight accept
general purpose credit cards. All ninety-
eight accept American Express.



U.S. v. Visa Provides a Road Map

for Market Power Analysis

U.S. v. Visa

344 F.3d 229, 239-40 (2d Cir. 2003)

U.S. v. American Express

(EDNY 2014)

Customer insistence:
“[M]erchants . . . could not refuse
to accept Visa or MasterCard . . .
because of consumer preference.”

Price increases: “[D]espite recent
increases 1n . . . fees, no merchant
had discontinued acceptance.”

Market share: Defendants had
“large shares of a highly
concentrated market . . .
MasterCard [] accounted for
approximately 26%.”

o Customer insistence: Amex to

airlines: “It 1s essential to accept
American Express Cards.”

Price increases: Amex imposed
“Value Recapture” price increases
on 65% of charge volume “purely .
.. because we can” with little loss
of acceptance.

Market share: Amex now has
26% of an equally concentrated
market.




The Evidence Will Show That Amex’s
Anti-Steering Rules Violate the Sherman Act

Actual Anti-Competitive Effects

There is direct evidence that Amex’s Anti-Steering Rules have actual anti-
competitive effects.

Market Definition

The relevant antitrust product market is general purpose credit and charge card
network services to merchants; within that market, there is a distinct relevant
market for card network services to Travel & Entertainment (T&E) merchants.

Market Power

Amex’s market power is demonstrated through (1) customer insistence, (2) price
increases, and (3) market share.

AmeXx’s Defenses

Amex lacks valid pro-competitive effects or other defenses.
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Amex Steers to “Preferred” Travel Suppliers

and Steers Away from “Non-Preferred” Suppliers

From: Jud Linville
T Bl Macin G AMEX

(44

Hilton is non-preferred within
Amex Corporate Travel... To
become preferred within Amex
Travel, a supplier must agree to pay
a Business Development
Agreement [BDA] fee.. It 1s the
price of entry for any supplier who
wants to list their product within

___our network.”

EXNDROB40OESES

“Our second principle 1s that we try
to sell and promote only preferred
suppliers, and we actively sell
away from non-preferred
suppliers. This reinforces the value
of the BDA for suppliers that are
willing to pay, and it gives teeth to
the whole Preferred Supplier
program” (emphasis added).

PX1685
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Amex Steered Away From Northwest Airlines

and Shifted Share

Stick #1 — Travel Share Shift (NWW Benchmark) i

“08/04: NWA [Northwest Airlines] communicated a new GDS [Global
Distribution System] fee effective 9/01/04”

GDS fee effective 9/01/04 \

“AXP Travel immediately replied, resulting in 10-16% decrease in NWA
booking within 2 weeks”

U P CTCT CIToeu TV grouany ac T

/

-~

“NWA lost [REDACTED] within one week”

= rescin on -

= 7 7 '
p 2 i
accounts with NWA activity One factor was the decrease in bookings

“NWA rescinded GDS fee on 09/02/04 — One factor was the decrease in
bookings from AXP travel”

[ Amarican Express Proprelary & Corfidential =% |

PX0064
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Amex’s Own Witness Operates “Clean” Stores

., )
Fladntifts’ Exhibin

US v AMEX
np

PX2424
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Amex Could Charge Merchants for Any Additional Benefits

“When payment 1s possible, free-riding
1s not a problem because the ‘ride’ 1s
not free.”

— Chicago Prof’l Sports Ltd. P shipv. NBA, 961 F.2d 667,
675 (7th Cir. 1992) (Easterbrook, J.)

71



“At bottom the NCAA'’s position is that ticket sales for
most college games are unable to compete in a free
market. . . . By seeking to insulate live ticket sales from
the full spectrum of competition because of its
assumption that the product itself is insufticiently
attractive to consumers, petitioner forwards a
justification that is inconsistent with the basic policy of
the Sherman Act.”

— NCAA v. Bd. of Regents of Univ. of Oklahoma, 468 U.S. 85, 116-17 (1984).
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The Evidence Will Show That Amex’s

Anti-Steering Rules Violate the Sherman Act

Actual Anti-Competitive Effects

<
<
_%
v

There is direct evidence that Amex’s Anti-Steering Rules have anti-competitive
effects.

Market Definition

The relevant antitrust product market is general purpose credit and charge card
network services to merchants; within that market, there is a distinct relevant
market for card network services to Travel & Entertainment (T&E) merchants.

Market Power

Amex’s market power is demonstrated through (1) customer insistence, (2) price
increases, and (3) market share.

AmeXx’s Defenses

Amex lacks valid pro-competitive effects or other defenses.
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