o you fully understand the fees being
reported on your monthly credit card
processing statement?

When you ask your service provider a question about
pricing, are you confident you're getting the whole story?

If you answered no to either or both of these questions, you are
not alone. Gaining a complete understanding about merchant services
pricing can be quite daunting. With so many industry terms to under-
stand and multiple pricing structures in the market, how do you know
whether you’re getting the best possible deal for your organization?

Understanding Interchange Fees

Interchange fee is a term used in the payment card industry to describe
a fee paid between banks for each credit or debit card transaction.
The acquiring bank pays the issuing bank an Interchange fee on all
transactions that use the issuing bank’s credit and debit card.

Interchange fees are set by the card associations and make up the
largest component of the various fees that a merchant pays for the
privilege of accepting credit and debit cards. Interchange fees have a
complex pricing structure that is based on the card brand, regions or
jurisdictions, the type of credit or debit card, the type and size of the
accepting merchant, and the type of transaction (e.g. online, in-store,
phone order, whether the card is present for the transaction, etc.).

There are hundreds of Interchange categories that have been cre-
ated by the card associations, and each one has a different discount
rate and per-transaction fee associated with the specific card type.
For example, a common VISA Interchange category is CPS/Rewards
2, which includes traditional rewards, signature, and infinite cards.

The CPS/Rewards 2 Interchange category has a rate of 1.95
percent and a $0.10 per transaction fee. This means that on a $100
consumer purchase, the Interchange fee is $1.95 ($100 x 1.95 percent)
+$0.10 per transaction, for a total of $2.05. Remember, this fee goes
to the issuing bank for participating in the VISA card acceptance
network. (For complete VISA and MasterCard Interchange rates,
visit www.amgpay.com/learning_center.html.)

In addition to the fees paid to the issuing bank, there are other
Interchange-related fees that are unavoidable for all merchants:
® Dues and assessments. VISA, MasterCard, and Discover make

a small amount on every transaction conducted with one of their

“branded” cards. This fee is called dues and assessments, and equals

0.11 percent (11 basis points) for VISA and MasterCard and 0.10

percent (10 basis points) for Discover. Dues and assessments are

calculated from the dollar amount of the transaction. Using our
previous example, the dues and assessments on the $100 consumer
purchase would be $100 x 0.11 percent, for a total of 11 cents.
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® Net-
work fees

(NAPF, NABU,

and Discover Net-

work). The networks oper-
ated by the associations require continued
maintenance. Each transaction going over the VISA,

MasterCard, and Discover network is assessed a per-transaction

fee 0f1.95 cents (VISA) and 1.85 cents (MasterCard and Discover).
©® Other miscellaneous fees. In addition to the fees described

above, there are additional fees that may be applied to a trans-
action. These include international fees (when the credit card
used is issued by a non-U.S. bank), VISA Base II (.29 cents per
transaction), VISA Risk (.03 cents per transaction), and MasterCard

Settle (.32 cents per transaction).

Going back to our example, the dues and assessments would equal
11 cents, and the NAPT fee would be 1.95 cents. In summary, the total
interchange-related cost of accepting the CPS/Rewards 2 credit card on
a$100 purchase would be $2.1795, or $2.18 ($2.05 + 11 cents + 1.95 cents).

The most important thing to understand about Interchange
fees is that all acquirers/processors have this cost to process a
payment. Think of Interchange fees as the pure cost of process-
ing for any acquirer/processor. The merchant needs to know how
much he is paying over and above that pure cost of processing or
the Interchange fee.

Why is it so hard to understand what you’re paying for processing
when it seems relatively straightforward? This is where the various
pricing strategies employed by acquirers/processors come into play.
There are three standard pricing methods in the market today.

Fixed Rate Pricing
On its face, fixed rate pricing appears to be a very straightforward
way to price a merchant. The salesperson tells you that your rate
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transactions is 44 cents.

This is a major win for merchants across

Fed Orders Rate Change

The Federal Reserve recently
ordered the nation’s banks to cut
merchant debit card transaction
fees nearly in half. The final rul-
ing, which goes into effect on
October 1, 2011, will cap debit
card fees or “swipe fees"” to 21

cents plus a little more to cover
fraud related costs. Currently the
average “swipe fee” on debit card

the country. On a $100 debit transaction, the inter
change fee or “swipe fee” that banks can make is
27 cents (21 cent cap plus 5 cents for fraud and
1 cent for fraud prevention measures). Compare
this to the current average of 44 cents!

This is a significant event that should have a
positive cost impact to all IPl members, but the
cost reduction on debit cards will only trickle down
to merchants whose merchant account and pricing
methods are set up correctly. For more information,

visit www.amgpay.com.
-Michael Mintz

is going to be 1.60 percent, which sounds great, but the

reality is that the ultimate rate paid on a majority of the
monthly transactions will not be 1.60 percent. While each and
every VISA, MasterCard, and Discover transaction will be charged
the 1.60 percent, additional “downgrade” fees will be applied to
virtually all transactions. A downgrade occurs when the card used
by a customer has an Interchange rate higher than the low fixed
rate that was initially offered. In addition, the downgrade fee will
also include a profit margin for the acquirer/processor, which will
never be shared with the merchant or disclosed on your monthly
merchant statement.

Going back to our original $100 example, the Interchange rate on
the CPS/Rewards 2 card is 1.95 percent. The downgrade applicable
to this transaction is 0.35 percent (1.95 percent—1.60 percent). The
profit margin applied by the acquirer/processor can range from 0.50
percent to 2.00 percent. For this example, we will assume a profit
margin of .00 percent.

The transaction that was supposed to occur at a rate of 1.60
percent now has an all-in rate of 2.95 percent (1.60 percent (fixed
rate) + 0.35 percent (downgrade) + 1.00 percent (margin to acquirer/
processor). Where did that nice low 1.60 percent rate go?

How is the merchant going to know how much over the Inter-
change fee, he is actually paying? The answer is, there is no way to
know! Downgrades are not clearly detailed.

MultiTier or Three Tier Pricing

This is one of the most common pricing methods in the industry
today. The acquirer/processor groups the hundreds of Interchange
categories into multiple “buckets.” Typically there are three buckets:

www.parking.org/tpp

qualified, mid-qualified, and non-qualified, and each has a different
rate. For example:
1. Qualified Rate = 1.50 percent
2. Mid-Qualified Rate = 2.50 percent
3. Non-Qualified Rate = 3.50 percent
A few things to understand:
® The specific Interchange categories in each bucket are not
disclosed to the merchant.
® The rates for each bucket are always set by the acquirer/proces-
sor.

® There will never be a card type placed in a bucket with an Inter-
change rate higher than the fixed rate assigned to that bucket. If
one was, the acquirer/processor would be losing money, and that
never happens.

Using our $100 CPS/Rewards 2 example with a rate of 1.95
percent, this card type can be placed into the mid-qualified or non-
qualified bucket, depending on how much the acquirer/processor
is looking to make on the deal. The economics of mid-qualified and
non-qualified buckets are:
® Ifplaced in the mid-qualified bucket, the merchant is charged $2.50

for the transaction ($100 x 2.50 percent). It only cost the acquirer/

processor $2.18 (detailed above). That means the acquirer/processor
made 32 cents on this transaction, or 0.32 percent (32 basis points).
® Ifplaced in the non-qualified bucket, the merchant is charged $3.50
for the transaction ($100 x 3.50 percent). It only cost the acquirer/
processor $2.18 (detailed above). That means the acquirer/processor
made $1.32 on this transaction, or 1.32 percent (132 basis points).

Asyou can see, the amount the acquirer/processor makes over

and above the pure Interchange cost differs depending on how the
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buckets are set up. Their margin is also dependent on
the type of card used by the customer.

Interchange Plus or Cost Plus Pricing
Interchange Plus pricing has historically been offered to only
large-volume merchants that have more leverage to negoti-
ate with the acquirer/processor. In fact, many acquirers/
processors try to convince small and mid-size merchants
that Interchange Plus pricing is not the best way for them
to be priced. Nothing could be farther from the truth.

With Interchange Plus or Cost Plus pricing, the
Interchange fees (pure cost of processing) are passed
directly through to the merchant, and the acquirer/
processor simply adds a percent and per-transaction
fee above and beyond that pure cost.

For a merchant priced at Interchange Plus 0.10 per-
cent (10 basis points) and 10 cents per transaction, the
merchant knows for sure that the fee he or she will pay

over and above the pure Interchange cost is always the
same regardless of the type of card used by the customer.
Don’t forget, that “pure cost” will be different depending
on the type of card used.

In our $100 CPS/Rewards 2 example, the cost to the
merchant would be as follows:
® Interchange fees: $2.18 (detailed above)
® Acquirer/processor fee: 20 cents ($100 x 0.10 percent

(10 basis points) + 10 cents per transaction)
® Total cost to merchant = $2.38 (2.38 percent)
® Margin to acquirer/processor = $0.20 (0.20 percent

or 20 basis points)

Interchange Plus or Cost Plus pricing is the only
way a merchant knows exactly what he or she is paying
above and beyond the pure Interchange cost. It is the
only transparent pricing method in the industry.

If you are not on Interchange Plus pricing, you are
not getting the best possible deal from your provider. @

www.edc-aim.com
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AIMS Parking AIMS Ticketer Parking  AIMS Web+ E-Commerce AIMS Users: Parking
Management Software Enforcement for Parking Customers Professionals
e Unified Parking Ticket e Electronic Ticket Issuance, e Online Vehicle Registration e University
and Permit Management Tire Chalking, Lot Utilization, o e
Software Scofflaw Alert/Tow Module ‘ C?tatfon Payment : Mum'cmallty
* Billing, Reporting, Payment, ~ ® Built-In Printer or Bluetooth * Citation Appeal * Hospital
Interfacing, Finance Belt-Printer o Wait List e Airport

Management
e Onsite or Remote Hosting

e Integrated Camera and
Barcode Scanner

e Cradle or Wireless
Communication

e Staff Reporting

e Private Operator

Visit www.edc-aim.com to book a product tour.

EDC

Corporation

Website: www.edc-aim.com

Toll Free: 800-886-6316

Email: sales@edc-aim.com

East Coast Sales: 800-886-6316
West Coast Sales: 877-277-6771
Canadian/Mid West Sales: 905-931-4085
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