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CRACKING THE CODE
CREDIT CARD PROCESSING BILLS ARE

A JUMBLE. HERE'S HOW TO READ YOURS

No one likes a bill, especially one filled with cryptic codes and indecipherable
jargon. That’s a pretty good description of a statement from a credit card
processor. Such firms authorize credit and move funds through the banking
system so that you get paid. For these services, you pay the processor a fee,

known as the

1scount rate. Many processors tout low discount rates to lure
new customers. Problem is, your bill can be so complicated that it’s nearly im- “e
possible to figure out if you're paying that low rate—or a lot more, thanks to a
host of surcharges and

ed the fictional docume
here are some common fees you might see on yours. —Jennifer Gill
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ees. We recently studied a dozen statements and creat- MASTERCARC
nt below. While bills differ from processor to processor, MASTERCARE
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TOTAL CARD

@ That low rate? It may not be so low o0ooo VISA SALES DISCOUNT .0178000 DISC
Many monthly statements show your daily tally
of credit card sales and the fees charged to process 33107  0oooooooo MASTERCARD SALES OI 017¢

them. Translated into English, this line means that you /3107

paid your processor $6.86 to process $385.42 worth

of MasterCard sales on March 31. That's 1.78 percent,
the discount rate you were likely quoted when you
signed up. The processor uses those funds to pay the
interchange, a fee set by MasterCard and Visa, and
keeps the difference for itself. But not all credit card
transactions are created equal; rewards cards and on-
line transactions, for example, often come with higher
interchange fees—and higher processing fees. There's
a good chance your processor hasn't told you this.

Beware billbacks

To cover higher interchange
rates, some credit card proces-
sors use billbacks. They'll charge
a low discount rate on all of a
merchant’s transactions in a
given month—in this case,
1.78 percent—then bill back
surcharges on certain transac-
tions the following month. Bill-
backs are coded with a BB. This
line shows that this merchant had
1,027 transactions in February
that involved a MasterCard World
card, which carries a higher
interchange fee because it's a
rewards card. The processor is
passing on the additional cost
of handling those transactions,
$565.35. Unfortunately, you can't
see the actual rate you're paying
because the processor doesn't
provide the total dollar amount
of these transactions.
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Andrew Ackerman,
@ Calculate the markup

chief operating officer at
It's not hard to estimate your actual rate. Take your av- Bunk1.com, a New York City firm
erage sales value (sometimes called “average ticket” on your that provides Web services to

statement) and multiply it by the number of transactions for a
given billback. Divide the surcharge by that amount and you'll
find out how much you're actually paying on these sales. In
this case, suppose the merchant's average ticket is $20. Multi-
ply that by 1,027 transactions and you get $20,540. Divide the
processor’s billback surcharge—8$565.35—by that amount,
and you end up with 0.0275, or 2.8 percent. MasterCard, as

it happens, charges about 1.84 percent for basic World card
transactions, so the processor is clearing nearly a 1 percent
profit. There’s nothing wrong with making a profit, of course.
But you have a right to know the rate you're being charged.

summer camps, prodded his credit
card processor for more info on

his company’s billbacks and struck
gold. It tumed out that about 25
percent of his transactions did not
qualify for the discount rate the
company was quoted, about 2.3
percent. The rest were subject to
steep billbacks. Ackerman shopped
around and found another proces-
sor that offered better rates on
many billbacks. Estimated savings:
more than $10,000 a year,
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Qualified versus mid-qualified versus nonqualified
Because Visa's and MasterCard’s interchange fees are so complex,
transactions as qualified, mid-qualified,

and nonqualified. One rate Covers all the transactions that fall into category.
Suppose this statement is that of a restaurant. When a customer pays with a
generic Visa card, Visa charges an interchange fee of about 1.63 percent. The

processor considers that a qualified transaction and charges a discount rate of

1.74 percent. If someone USes aVisa

jumps to nearly 2 percent. The processor labels
Every processor sets its own tiered pricing, so one type of credit
card transaction may be considered mid-qualified by oné and qualified by

2.85 percent.

another. It's up to you to find out how
/

/

/

e
B

rewards card, however, the interchange
it as mid-qualified and charges

your processor defines things.
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| 2807 0005 UOAE3 05 RO e .K et gives you a break on debit.
) /
( ;- @ \Watch out for skimming
ANTEREARMING s+ i vap oo+ 27 74 s s yaReR A As ; Some processors take a percentage of their
i 7H e TOTAL I / tees when they reconcile your account at the end
5 ANDUNT RATE ITEM FEES ~ AMOUNT /' of each business day. As a result the figure called
! miﬁurlso $22,422.27 1.74% $0.00 $390.15 / “otal card fees” on your monthly statement is not
MID-QUAL $19,651.33 2.85% $0.00 $560.06 ?total at all.g?l estimated yoler trude costs, looléfo[ a
. NON-QUAL ine on your bill that reads “1ess iscount paid.” It
e AL?: % RSIAA T s $697.02 may be buried near the bottom and not be as ob-
$16,828.91 1174% $0.00 $292.82 ious as shown here. That's how much your pro-
: MID-QUAL $8,453.22 2.85% $0,00 $240.92 cessor skimmed off your sales throughout the
INON-QUAL §7,495.55 3.30% $0.00 $247.35 month. Add it to your “total card fees” to deter-
‘ mine how high your fees actually are.
g P G D $1,114.87
TURRE Gk MR RRTRD LR R ExY ,’
$1,314.05
b‘.s $1085./2 fpaiee. s H|dden fee N0.2
\ : b : This processor is charging 22
yrs TIMES $385.42 $6.86 t / cents to process every credit card
3 $2143.99 $38.16 Hidden fee No. 1 | sale, refund, and authorization. Per-
{
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@ AVS stands for address verifica-
tion service. When you take a credit
card order over the phone or online,
that transaction qualifies for a better

$140.15 ¢ interchange rate if you key in your | credit card processor in Princeton,
$750.22 % customer’s address. That's because | New Jersey. For companies with only
$523.71 ! Visa and MasterCard consider AVS @ a few, high-value transactions a
$218.10 ; way to combat fraud. Your processor / month, this fee doesn't matter much.
may—or may not—pass these savings / But if you have lots of smaller pur-
$31.49 & on to you. In fact, it might tack on an / chases, it can add up.
LEVEL 1l cam Vi 8 $108.97 i additional AVS fee to process these /
transactions. Not all processors dogas i .
$2,337.99 : / m Find your
7. & 50 be sure to ask. o real rate
i The easiest way to deter-
A —— i mine what you're actually
owenpmpn - cewamEscs T TSI R | paying your processor s
SA LOCAL AUTH FEE 610 TRANSACTIONS AT 2200000 $134.20 {" tl;)dzll?retgt(;ll:rr;%tr?t‘iflees
\STERCARD LOCAL AUTH FEE 558 TRANSACTION o d
S AT .220000 $122.76 credit card sales. John
iC LOCAL AUTH FEE 48 TRANSACTIONS AT 2200000 $10.56 Dixon at Nekion Diving in
X LOCAL AUTH FEE 575 TRANSACTIONS AT .220000 $126.50 Fort Lauderdale, Florida,

|LOCAL AUTH

@ No deal on debit

iz \isa and MasterCard charge low-
er interchange fees when a customer
pays with a debit card instead of credit.
The processors, though, aren't required
to pass these savings on to you. The
restaurateur on this bill, for example, is
paying at least 1.74 percent on each
transaction, including debit cards. But
Visa and MasterCard charge about
1.3 percent on typical restaurant debit
purchases. Make sure your processor

| transaction fees typically range from
| 10to 15 cents but can go higher,
! says Jeff Mandel, territory manager
I for Heartland Payment Systems, a

crunched the numbers and

e IR u;s ] 105 TRANSACTIOAAT .05 $5.25 ! was stunned to learn that
D 00100 BASIS PTS TIMES $1,132.18 %113 he was paying an average
JLEMENT STATEMENT FEE $9.95 | of 6.5 percent, substantial-
1E AUTHORIZATION FEE 2 TRANSACTIONS AT .95 $1.90 ' ‘g’emoéi‘:;gagtthet = pter(-j
NISTRATIVE FEE S S
f $0.00 } i
Jomen sERviCE FeE by !’IIS processor. He
$0.00 ! switched processors and
&L FEES $412.25 ] ‘ hag cut his fees in half,
to just $30,000 a year.
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