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INTRODUCTION

Credit card payments are processed through an intricate 
network of providers. This session will examine how to lower 
credit card fees by navigating processing details.

• Networks charge a fee known as Interchange. 
• Lower rates can be applied to payments that meet certain 

criteria. 
• Many factors determine Interchange for these 

transaction types, including the card type.



6 SIMPLE STEPS TO ASSESSING 
A TRANSACTION PATH
1. Do I know all parties involved with my transactions?
2. Are my transactions on the shortest, fastest and most efficient path?
3. Does the transaction path have any layers that could be eliminated?
4. What is my current transaction pricing structure? 

a. Tiered, Bundled, Cost Plus or Bill Back?
5. Do my transaction costs reap the benefits of my technology?

a. Are my transactions being assessed an integrity fee?
6. Do my transactions receive Level III cost reductions? If not, why not?



PAYMENT PROCESSING 101

Payment Gateway 
A Payment Gateway is a software service and set of APIs that 
enable the Merchant to access the systems needed to transmit a 
request for payment. 

Merchant Accounts 
The merchant account serves as a repository for credit card 
payments and is linked to your bank account. Merchant 
accounts are set up directly with a Merchant Provider. 



STEP ONE
Do I know all parties involved with my transactions?



ROLE PLAYERS
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ROLE PLAYERS
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STEP TWO
Are my transactions on the shortest, fastest and 
most efficient path?



THE PATH OF A TRANSACTION
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TRANSACTION FLOW—
AUTHORIZATION

Customer 
places order

Merchant 
receives the 
order, enters into 
system and 
passes to the 
gateway

Payment gateway 
securely passes 
request for 
authorization to 
the processor

Customer is 
billed by the 
issuer on the 
monthly 
statement

Issuer approves 
or denies the 
transaction and 
returns the 
response back to 
the network

Card network 
routes the 
request to the 
issuer through its 
network

Processor sends 
the information 
to the card 
network



TRANSACTION FLOW—
SETTLEMENT

Payment to merchant’s 
bank account

The processor routes 
information through 
the credit network 

Card network forwards 
transaction information to 
the correct card issuer

Merchant acquirer credits the 
merchant’s bank account

Card network passes funds 
to merchant acquirer

Card issuer remits 
funds back through 
credit network

Payment gateway transmits 
authorization information 
to the processor



STEP THREE
Does the transaction path have any layers that 
could be eliminated?



WHO DO I WORK WITH TO 
PROCESS PAYMENTS?

Independent Software 
Vendor (ISV)

A combination of a VAR and an 
ISO, this type of organization 
helps you with both technology—
such as a gateway or software—
and a merchant account.

Value Added 
Reseller (VAR)

Adds features or services to 
an existing product, then 
resells it (as an integrated 
product or turnkey 
solution)

Independent Sales  
Organization (ISO)

Provides merchants with 
front end services, which 
include pricing and 
products.



STEP FOUR
What is my current transaction pricing structure? 



TERMS TO KNOW IN THE 
SUBSCRIPTION PAYMENT SPACE
• Small ticket: A small ticket transaction can usually be made with any debit or credit card. 

Merchants with small ticket sizes and a large number of transactions can qualify for lower 
interchange rates to help reduce their costs.

• Recurring payments: When a merchant automatically charges a cardholder for specified goods 
or services on a prearranged schedule.

• Non‐PIN debit, a.k.a., Signature debit: A signature debit transaction is when your customer 
sign a sales receipt instead of entering his or her PIN. These transactions are routed through 
Visa, MasterCard or Discover’s interchange instead of through a PIN debit network. 

• Account updater

• Participating card issuers inform Visa and/or MasterCard when a customer’s card expires, 
the account numbers are changed, or the account is closed.

• The Account Updater tool routinely queries Visa and MasterCard for updates and returns 
that information to the processor.

• The new account information is stored with the token so it’s ready to process the next 
scheduled payment.



TERMS TO KNOW IN THE 
ADVERTISING PAYMENT SPACE
• Large ticket – The Large Ticket Program is a specially designed program for 

merchants who accept high dollar transactions on credit or debit cards. Visa, 
MasterCard and Discover all have their own Large Ticket Programs with 
different Interchange rates and requirements for merchants.

• Risk and exposure – In essence, a merchant account is an unsecured line of 
credit, which is why it requires underwriting. For that reason, the acquiring 
bank may require a reserve to reduce the risk of chargebacks.

• Reserves – A merchant account reserve is a set amount of a business’s money 
put aside by the acquiring bank as a security deposit. This safeguards the 
financial institution from unplanned liability.

• Chargeback – The return of funds to a consumer, initiated by the issuing bank 
of the instrument used by a consumer to settle a debt. Specifically, it is the 
reversal of a prior outbound transfer of funds from a consumer’s bank 
account, line of credit, or credit card.*

*Source: Wikipedia



COST DEFINITIONS
Dues and Assessments
• Assessed fees that go back to the issuing banks.

Interchange Clearing
• The process in which a processor clears transactions processed by 

merchants through the credit networks, e.g., Visa and Mastercard. The 
processor simultaneously debits the issuing banks, and credits the 
issuing bank, for the transactions processed by their merchants.

Interchange Fees (Interchange Costs)
• The specific fees charged by the Associations to process individual 

transactions. Each level of interchange has a particular price and 
required data elements (qualifications).



THE FOUR PRICING MODELS
Pricing Options Explanation

Cost Plus Pricing Cost‐plus pricing is a transparent pricing model. 
The merchant’s statement plainly shows network 
fees, plus the markup being charged by the 
processor. 

Bundled Pricing Bundled pricing is when the Merchant Provider 
combines all the interchange fees and processing 
fees into one bundled rate.

Tiered Pricing
2 Tier
3 Tier
4 Tier

Discount rates are assessed and are dependent 
upon where the transaction qualifies:
‐ Qualified
‐ Mid Qualified
‐ Non Qualified

Billback Also commonly referred to as Flat Rate, is the 
practice of applying a qualified discount rate to all 
transactions.



STEP FIVE
Do my transaction costs reap the benefits of 
my technology?



TRANSACTION REPORTS



DO YOU KNOW THE ANSWERS?
• What is your single approved high ticket limit?

• Whose signature appears on the legal merchant contract at the 
processor level?

• Whose name appears on the contract as the contact person?

• What phone number appears on the customer statement?

• What descriptor field populates the customer statement?



STEP SIX
Do my transactions receive Level III cost reductions?



Merchant name |
Transaction amount |

Billing zip code

Ship from Zip | Destination Zip
Invoice # | Order # | Item Product 

Code | Item Commodity Code
Item Description | Item Qty | Item 
Unit of Measure | Item Extended 

Amt. | Freight Amt. | Duty Amt

THE THREE LEVELS OF PROCESSING

Level I Level II Level III 

Tax Amount | Tax ID  | Customer 
Code | Merchant Zip | Merchant 
State | Merchant Minority Code



HOW LEVEL III SAVINGS CAN 
ADD UP
Level III Processing
• Working with a 

knowledgeable ISV can 
help merchants 
autodetect if a payment 
is made with a 
procurement or 
corporate  card, enabling 
the networks to identify 
which transactions 
qualify for lower 
interchange rates.

2018 LEVEL III PROCESSING COST SAVINGS ANALYSIS

Qualifying Corporate Cards Fees without Level III 
Processing

Fees with Level III Processing

Visa $219,992.35 $138,729.95

Mastercard $519,303.75 $345,730.07

TOTAL FEES $739,296.09 $484,460.02

TOTAL SAVINGS ($) — $254,836.08

TOTAL SAVINGS (%) — 34.47%



6 SIMPLE STEPS TO ASSESSING 
A TRANSACTION PATH
1. Do I know all parties involved with my transactions?
2. Are my transactions on the shortest, fastest and most efficient path?
3. Does the transaction path have any layers that could be eliminated?
4. What is my current transaction pricing structure? 

a. Tiered, Bundled, Cost Plus or Bill Back?
5. Do my transaction costs reap the benefits of my technology?

a. Are my transactions being assessed an integrity fee?
6. Do my transactions receive Level III cost reductions? If not, why not?



QUESTIONS



Want more information on processing credit 
card payments through intricate 
networks?

Contact:
Mary Beth Eddy, Director, Merchant Solutions
Payway, Inc.
meddy@paywaycomplete.com
617.529.2141


