SpartanNash

May 9, 2024
Subject: Docket No. R-1818, RIN 7100-AG67

Ms. Ann. E. Misback

Secretary

Board of Governors of the Federal Reserve System
20th St. and Constitution Ave., NW

Washington, D.C. 20551

Dear Ms. Misback:

As CEO of SpartanNash Company, and on behalf of our network of independent grocer customers, | write
to comment on the Debit Card Interchange Fees and Routing notice of proposed rulemaking (NPRM,;
Docket No. R-1818, RIN 7100-AG67).

First, | would like to thank the Federal Reserve Board for beginning this process to reduce the debit-
related rate cap and establish a regular review of the rate going forward. Since the passage of Regulation
Il in 2011, we have seen significant advancements in technology and automation leading to a dramatic
decline in costs associated with debit card processing fees by financial institutions. As such, the
continued review of rates that banks can charge for debit card transactions is critical and we believe that
more needs to be done. Specifically, while the proposal looks to reduce the regulated rate cap, the
proposed rate is still not “reasonable and proportional” as required under the law.

To provide some background, SpartanNash is a food solutions company with a mission to deliver the
ingredients for a better life. As a distributor, wholesaler and retailer with a global supply chain network,
SpartanNash’s wholesale customers span a diverse group of national accounts, independent and chain
grocers, e-commerce retailers, U.S. military commissaries and exchanges, and the Company’s own brick-
and-mortar grocery stores pharmacies and fuel centers. We are a company of 17,000 Associates that
prioritizes a People First culture. SpartanNash distributes grocery and household goods, including fresh
produce and our own Our Family® portfolio of products, to locations in all 50 states, in addition to
distributing to the District of Columbia, Europe, Cuba, Puerto Rico, Honduras, Iraq, Kuwait, Bahrain,
Qatar, Djibouti, Korea and Japan.

Debit purchases make up a significant portion of our revenues in our own brick-and-mortar grocery
stores, pharmacies and fuel centers. in 2023, debit purchases amounted to well over $800 million in our
own stores, and this represents only a small fraction of the aggregate debit transactions that our
independent wholesale customers see in their own stores. In our business, we negotiate prices on every
product we sell in our stores or distribute to our wholesale customers from every supplier who supports
our operation. As an industry, we operate on razor thin margins, and a debit rate cap that is “reasonable
and proportional” is critical to our ability to continue to deliver the most value possible to our store guests.

We request that the Federal Reserve Board consider modifying its methodologies for the three
components that comprise the debit regulated rate going forward. We believe that the base component,
the ad valorem fraud loss fee component, and the fraud prevention adjustment in the final rule should all
be adjusted to ensure that the rate is “reasonable and proportional.” As we will note in four specific
recommendations below and those filed by FMI = [The Food Industry Association}, we recommend the
following policy modifications to the Regulation [| NPRM:

1. The proposed formula in the NPRM proposes a fixed multiplier to cover issuers’ average-per-
transaction base component costs to calculate the base interchange fee component.
However, the NPRM’s proposed multiplier of 3.7 produces a rate that does not reflect the
nearly 50% actual decline in covered issuer base component costs. The Board should not set
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a fixed multiplier that is higher than 2:7 (the current multiplier used under Regulation I1). To
put this in perspective, this 2.7 multiplier is still incredibly generous relative to the margins we
work with in our food industry. As an example, if we were to apply the proposed 3.7 multiplier
to typical wholesale product costs in our stores, a gallon of milk would be priced over $11 per
gallon and a dozen cage-free eggs would cost more than $9.50. We hope that this real-life
application illustrates how excessive the proposed multiplier would be.

2. We agree that the ad valorem component of the regulated rate must be reduced as
proposed, given that issuers bear a smaller share of debit fraud than they did in 2011,
according to the text in the NPRM. However, it does not make sense that each covered
issuer would receive, by default, the proposed four basis point fee from merchants. Instead,
the fee should be awarded on an earned basis for issuers whom the Federal Reserve Board
deems eligible to receive it during the upcoming two-year period based on established criteria
for more robust fraud prevention standards. Furthermore, we believe that to receive the full
ad valorem component, the issuer should be able to demonstrate that the per-transaction rate
of fraud losses involving the issuer’s debit cards decreased in the most recent fwo-year
period compared to the prior two-year period.

3. Much like our position on the ad valorem component, we believe the fraud prevention
adjustment should be awarded on an issuer-by-issuer basis, and the eligibility for both the
fraud prevention adjustment and fraud loss component should be awarded only to those
covered issuers that take effective steps to reduce debit fraud rather being automatically
awarded to all issuers.

4. Lastly, we believe the proposal for every other year rate adjustments should include the
above three methodology changes and that The Federal Reserve Board should also
implement oversight and auditing of reported data to ensure costs are not misrepresented or
inflated by issuers.

While these fees are charged to merchants like SpartanNash, at the end of the day, it is our store guests
as the end-consumer, who ultimately share the burden of these fees. While we applaud motivation behind
the proposed rule, we request the final rule reflect our suggested revisions to the individual rate
components and to the methodologies to ensure the legal requirement, which calls for a “reasonable and
proportional” debit regulated rate, is met.

Again, we would like to thank the Federal Reserve Board for beginning this rulemaking process to reduce
the debit regulated cap and establish a cycle to review it regularly. In our industry, this means greater
access to affordable food for communities across the nation.

Sincerely,

oy

Tony Bashir Sarsam
CEO
SpartanNash




