News release

11 January 2008

Greidslumidlun [VISA Iceland], Kreditkort [MasterCa rd Iceland] and Fj6lgreidslumidlun
[jointly owned netting system] admit to non-compliance with the Competition Act and will pay a
combined total of ISK 735 million (approx. Euros 79 million) in administrative fines

Following an investigation by the Competition Authoity, Greidslumidlun hf. (now Valitor), Kreditkort h f.
(now Borgun) and Fj6lgreidslumidlun hf. have conclded a settlement with the Competition Authority.
According to the terms of the settlement, Greidslumdlun admits to having abused its dominant positiorin
the market by taking actions which targeted a new ampetitor (PBS/Kortapjonusta). In the text of the
settlement, Greidslumidlun hf. and Kreditkort hf. also confess to having engaged in long-standing and
extensive collusion. Fjolgreidslumidlun was partlyinvolved. The settlement with Fjélgreidslumidlun
includes an admission that the company violated théan in the Competition Act on anti-competitive
practices by associations of undertakings. As a rel, the three undertakings have agreed to pay
administrative fines and change their business prdices and conduct in the market. Greidslumidlun wil
pay a fine of ISK 385 million (approx. Euros 4.1 nilion) , Kreditkort will pay ISK 185 million (appro x.
Euros 2.0 million), and Fj6lgreidslumidlun ISK 165 nillion (approx. Euros 1.8 million).

The background of the case is that on 13 June 28@6Competition Authority launched a dawn raid ba t
business premises of Greidslumidlun. On the bdsiseodocuments discovered, a search was condoctdide
premises of Kreditkort on the same day. In conpecatiith the examination by the Competition Authpof the
seized documents, evidence emerged of possiblatignt by Fjdlgreidslumidlun, and a search wasetioee
conducted of the premises of that company on 14£M26007.

Greidslumidlun approached the Competition Authoii@gt year and requested a settlement in the case.
Discussions led to a settlement being concludeth Wit company on 29 November 2007. Kreditkort also
approached the Competition Authority and requestesettlement of the case, and a settlement with tha
company was signed on 19 December 2007. Finaltigfgioslumidlun requested discussions on a sedttém

the discussion concluded with the signature of #leseent with the company on 7 January 2008. These
settlements are grounded in Article 17(a) of then@etition Act, which stipulates that when an unalértg has
violated the provisions of the Act the Competitiuthority is authorised to conclude the matter setlement.

This case concerns the payment card market andbtaarkets. Greidslumidlun and Kreditkort are cortpet

in the market for acquiring services. Acquiringdhxes services to merchants (e.g. retail shopsyetiyethey
are authorised to accept payments by means of payaeds, collecting their data and disbursingpiaceeds
when card holders have paid their bills. Greids@lom held a dominant position in this market.
Fjolgreidslumidlun is an undertaking jointly owneby the commercial banks, the savings banks,
Greidslumidlun, Kreditkort and the Central Bankicgland. Fjdlgreidslumidlun’s tasks include the i@tien of
electronic payment systems (RAS-systems) for aighiion, collection of entries and clearance ofrpagts
relating to transactions involving payment cardscéss to this system is essential for parties tipgrin the
payment card market.

Greidslumidlun has confessed to having violatedches 10 and 11 of the Competition Act and Artick3sand
54 of the EEA Agreement. Kreditkort has confessetiawing violated Article 10 of the Competition Aatbd
Article 53 of the EEA Agreement. Fjolgreidslumidlbas confessed to having violated Articles 10 andflihe
Competition Act and Article 53 of the EEA Agreemeihe violations consisted primarily in the following
actions:

1. Actions of Greidslumidlun against PBS/Kortapjétaun (abuse of dominant position)
Until the year 2002, Greidslumidlun and Kreditkbetd provided virtually all the acquiring servicefating to
the use of payment cards involving Icelandic menthaf goods and services. In November of that,yaar




Danish company, PBS International, began offerimguaing services in competition with these two
undertakings. PBS has a partner undertaking imhcklKortapjonustan ehf., which is responsiblectortracting
with merchants and transmitting records. These emies will hereinafter be referred to jointly as
PBS/Kortapjénustan.

Until the time that PBS/Kortapjénustan launched bissiness operations, the normal procedure was that
Greidslumidlun and Kreditkort would settle accouwith merchants on a monthly basis. PBS/Kortapjtanus
however, offered a new option in competition witlede undertakings. The new option was to offer nagrtsh
more frequent payments relating to credit cardstations, as early as two days following the rebpec
transactions. It can be of significant benefit foerchants to receive the payments in question as as
possible. It should be kept in mind that the useretiit cards is more widespread in Iceland thamast other
countries. Greidslumidlun, Kreditkort and Fjolgrgidmidlun colluded on specific actions intendedofipose

the entry of PBS/Kortapjonustan into the marketlescribed in Chapter 2.

The documents of the case show that the manage@eaidslumidlun were hostile to the competition from
PBS/Kortapjénustan. In Greidslumidlun, memos wenaposed and e-mail messages written revealingtantin
to drive PBS/Kortapjonustan out of the Icelandiquadng market, and certain actions were plannedttics
purpose. The objective, according to documents Breidslumidlun, was to prevent the new competifiom
cutting into the profits of Greidslumidlun derivém this line of business; at the same time, thadusion of
PBS/Kortapjénustan was intended as a warning too#tmgr parties proposing to start competing inltde¢éandic
market. The actions taken by Greidslumidlun for pepose of driving PBS/Kortapjonustan from the neark
were of various kinds, and this abuse continuednduthe years 2002 — 2006. The following is a farth
description of these actions.

1.1 As a result of its position in the market, @shimidlun had access to information concerning the
business activities of PBS/Kortapjénustan. On th&dof this information, among other things, Gskitidlun
approached PBS/Kortapjonustan’s customers andeoffirem special terms and offers for the purpoderifg
them away from PBS/Kortapjonustan. These terms dfsisoconsisted in unlawful exclusive price cutgan
more frequent disbursements, which were not gdgermailable to merchants doing business with
Greidslumidlun. In some cases, offers were alsoen@dreduced rent for POS terminals, or even free af
such terminals, which constitutes illegal bundling.

1.2 Greidslumidlun used technical barriers, inatgdiisk managemehtto make it more difficult for
merchants doing business with PBS/Kortapjonustacatoy out their credit card transactions. Greigséiun
used risk management differently in their own systevhen authorisation was being requested in réggec
transactions between Icelandic merchants and PB&f§onustan than in the case of merchants using
Greidslumidlun’s own acquiring services. Theseagiof Greidslumidlun were not consistent with tioemal
function of risk management where the nationalitythe merchants is of significance. Instead, déferrisk
management was used depending on whether Icelaneichants were doing acquiring business with the
competitor or not. The effect was that it was mauwe difficult for merchants using PBS/Kortapjérarsto
conduct sales than merchants using Greidslumidlith, resultant delays and inconvenience for merthand
card holders. Another example of a technical bamwias that in the first months that PBS/Kortapjdanswas
engaged in acquiring in Iceland, Greidslumidlumstated the amounts in Icelandic krénur into USads) and
then back into Icelandic krénur on card holdersteshents, with resultant currency risk. When caolildrs
complained to Greidslumidlun, the company attempéedirect their dissatisfaction at the merchant® were
doing business with PBS/Kortapjonustan.

1.3 Greidslumidlun and PBS are associated with VI8#&rnational. The companies pertain to VISA
Europe, i.e. the VISA Europe regional office, whigh based in London. The documents show that
Greidslumidlun exerted pressure on VISA Europe asidbdished special rules on acquiring, which were
designed to obstruct the business activities of/RB$apjonustan in Iceland.

2. Collusion
Greidslumidlun and Kreditkort engaged in varioumfs of collusion. Fjolgreidslumidlun participateal $ome
extent in this collusion.

! Risk management generally has two purposes. Oartadand to monitor that withdrawals by card hisdo
not exceed the withdrawal limits set by card issder individual card holders over each paymeniggeiOn the
other hand, risk management is used to minimiseelo issuers resulting from abuse of lost, stofdalsified
cards. In such cases, stricter risk managemeiseid when cards are used with foreign merchantslticah



21 Greidslumidlun and Kreditkort colluded on réams and measures which began in November 2002 for
the purpose of preventing the entry of PBS/Kortapgian into the acquiring market in Iceland. Thage
companies took the initiative in this collusion, ilghFjolgreidslumidlun participated, e.g. by prowvig
information on the new competitor.

2.2 There was collusion between Greidslumidlun ameldkkort on maintaining a mutual understanding
that the companies should not seek franchises wwaidr other’'s trade marks. This entailed a joirteustanding
that Greidslumidlun would not compete with Kreditkin acquiring for MasterCard/Maestro cards, while
Kreditkort would not compete with Greidslumidlunanquiring for VISA/Electron cards.

2.3 Greidslumidlun colluded with Kreditkort by agneg that the latter company should not enter {08 P
terminal rental business in competition with Grkidsdlun, against an agreement that Kreditkort wianktead
be allowed to buy VISA instalment contracts. Thisamethat the companies colluded on market shanray i
way that was designed to restrict competition anROS terminal rental market.

2.4 Kreditkort and Greidslumidlun colluded on isstishares in the commission from merchnts foude
of debit cards.

2.5, Kreditkort and Greidslumidlun colluded on reihg competition in offers to customers, in additio
colluding on marketing and promotion work. This sisted principally in discontinuing certain offets
customers.

2.6 Greidslumidlun and Kreditkort colluded on efisfling various terms relating to payment card
activities and various aspects of merchants’ bssigerations and consumers’ interests.

2.7 Kreditkort, Greidslumidlun and Fjolgreidslumidl colluded on exchanges of information concerning
business-related matters, such as information orkehahare, prices and pricing plans. This exchaoige
information, e.g. on market share, had the effécr@ating an anticompetitive transparency in tiigopolistic
market.

2.8 Greidslumidlun and Kreditkort colluded on vaisodevelopment and investment projects relating to
payment clearance and acquiring. The objective twatefend the position of the companies in acqgiand
payment clearance services and limit the risk eépigal future competition.

2.9 As regards various of the above violations,dkert and Greidslumidlun have emphasised that the
companies omitted to apply for exemptions frompghmvisions of the Competition Act prohibiting caion.

3. Restrictions on competition within Fjélgreidslidhin

Within Fjdlgreidslumidlun, a committee was in plabat operated the RAS electronic payment systam Ras
Committee), with three members and three altermatambers. The committee was composed of one
representative of each card company, Greidslumidhoh Kreditkort, and one employee of Fjdlgreidsidiom.
The Ras Committee was intended as a forum for coatipa and its tasks included discussions of texirand
security matters, standardisation and supervisi@yoipment certification. The committee was alsemnded to
discuss business and contracts with merchants andubmit proposals to the board of directors of
Fjolgreidslumidlun concerning corrective actiongy.@egarding acquiring terms to merchants. Exatitinaof
documents at Fjolgreidslumidlun, as well as thel @mpanies, revealed serious collusion resultiog fthis
forum. The collusion consisted in decision makinghimi the R4s Committee, and sometimes also withén t
board of directors of the company, on issues whidstly related to competition between Greidslumdéund
Kreditkort. It is a common feature of all these e that they are anti-competitive in the marketthe use of
payment cards and thereby have a potential impacthe available options and operating environmént o
merchants and on the interests of consumers. Tlogving is a further description of these actions.

3.1 Within the Ras-Committee work was done on abrating rules on joint risk management and call-in
ratios when payment cards are used in businessairaons.

3.2 Discussions were held on variable card payrpenibds within the year for merchants in respect of
business transactions involving credit cards. Tédstb a joint position being taken vis-a-vis merthaand it
also impacted consumers’ interests. There wascalbasion on other matters, e.g. on co-ordinatextiices of



Greidslumidlun and Kreditkort vis-a-vis merchantgherised to accept payment cards in businessactinoas
without card-holders’ signatures.

3.3 Collusion within the Ras Committee includedisiens to the effect that it would be left up teth
company (Fjolgreidslumidlun) to decide whether adgitional solutions should be hosted in the PO®itals
and other equipment connected with the paymentamea system and, if so, which solutions. This trel
effect of distorting competition in this regard.

3.4 There was collusion on practices in risk assessiand decisions on reference amounts when mobile
telephones are used for payment clearance. This legtordination between Greidslumidlun and Krealitk

35 There were discussions on the standards ofddlandic card companies relating to payment card
transactions and joint planning of the Icelandiguaing arrangement3.here were communications concerning
a joint method of calculating interest for carddesks, on the one hand, and merchants, on the lodmel, when
debit cards are used in business transactionsgrEjdslumidlun has emphasised the point that thareaf
payment systems and payment clearance calls foertit degree of co-operation between financial
undertakings, and that the scope for independertduai is extremely limited in this regard. Theresveatensive
co-operation within Fjolgreidslumidlun on measurekting to various development and investmenteutsj
and Fjolgreidslumidlun also served as a forum fmcuksions and joint decisions of the banks and car
companies regarding their ownership of other congzarelated to this market with the objective aftpcting

the owners’ position in payment clearance senvicéseland.

3.6 As regards various of the above violations,|gfgidslumidlun has emphasised that the company
omitted to apply for an exemption from the provwisi®mf the Competition Act prohibiting collusion.

4. Sanctions and instructions

As a result of the above violations, Greidslumidhas agreed to pay an administrative fine of ISK B8llion,
Kreditkort ISK 185 million and FjélgreidslumidlursK 165 million. In determining the amounts of tliees, it
has been taken into consideration that these ai®useviolations of the Competition Act and lialite cause
significant distortion of competition, as well dgetfact that the violations extended over a londoge It is
borne in mind that Greidslumidlun has possessedxremely strong position in the market. As regards
Fjolgreidslumidlun, account is taken of the facattitomplex issues can arise in the operation ofmeay
systems. It is not possible, therefore, to excltide possibility that part of the violations committ by
Fjolgreidslumidlun resulted from neglect.

In establishing the amount of the fine, consideratias also been given to the fact that the undegs in
question took the initiative in opening discussianth the Competition Authority on a settlement d@hdt they
have confessed to the violations of the Competifiohwithout reservation. Also, the undertakingséagreed
to comply with instructions issued for the purpe$eromoting competition. Through these actions, ttiree
undertakings have facilitated and greatly shortehednvestigation time and procedure before thedition
Authorities, which has a positive impact on compaii in the defined market. Much weight has beermgito
this co-operation shown by the undertakings inrdeiténg the fines.

Greidslumidlun in particular is rewarded for beitige first to step forward and admit its participatiin
collusion. Generally speaking, it is important thatmpanies that break ranks in collusion, or t&ieeinitiative
in admitting such violations or supplying inforn@ation them, should benefit from reductions in fines

The instructions that Greidslumidlun, Kreditkort dri@lgreidslumidlun have agreed to observe arenied to
promote active competition and prevent furtheranses of similar violations. The instructions irtduthe
following:

¢ Kreditkort and Greidslumidlun will cease all busiseco-operation with competitors unless the
companies are granted an exemption.

e Kreditkort, Greidslumidlun and Fjdlgreidslumidlunillwwithdraw from all boards of directors,
committees or decision groups which can providerarh for collusion.

¢ Kreditkort, Greidslumidlun and Fjolgreidslumidlunrea prohibited from providing or accepting
information which is capable of distorting competit

* The links between Greidslumidlun and Kreditkort hde@ to competition problems. Thus, the same
companies have been represented on the boardsectats of both Greidslumidlun and Kreditkort.
This provides a basis for collusion between the cardpanies, which can lead to serious distortion of
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competition. For this reason, instructions havenbissued to cut these management ties. Account is
also taken of the fact that the boards of directdrsjolgreidslumidlun, Greidslumidlun and Kreditko
have included representatives of undertakings engag competition with one another. Instructions
have been issued to reduce the risk of distortfaompetition for these reasons.

A great deal of co-operation has taken place wiHjdigreidslumidlun between the parties who are the
owners of that company. The co-operation has cordechnical and security matters which, among
other things, relate to electronic payment cleagarihere has also been co-operation on business
issues, mostly relating to the business activitieshe card companies. This co-operation has led to
serious violations of the Competition Act. For thisason, and in light of the nature of
Fjolgreidslumidlun as an association of compangespmprehensive review should be undertaken of
the business activities of the company. Fjolgreidsdlun will therefore, before next 1 May, subnat t
the Competition Authority an application for exerpt under Article 15 of the Competition Act
relating to the co-operation that the companiedigiaating in Fjolgreidslumidlun believe to be
necessary within the company (e.g. for securitysgaa). The Competition Authority will study the
matter in a new case which will be opened on readithe application.

Conclusion

The Competition Authority is of the opinion that ¢hcase has extreme significance. It appears entirel
reasonable to assume that its conclusion and tneathanges will have an exceedingly positive irhpacthe
financial markets. The responsible position takerGogidslumidlun, Kreditkort and Fjolgreidslumidlum the
procedure before the Competition Authority will leathe result of creating a much healthier competiti
environment and contribute to increased competitichis important market.

The decision of the Competition Authority in the &@s accessible in Icelandic on its website.



