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UNDERSTANDING 
YOUR TRANSACTION 
CHARGES 
Merchants want to know their 
effective rate—the total fees they 
must pay for processing credit and 
debit cards divided by transaction 
volume processed on those cards. 
For example, if you pay $100 in total 
fees and you have $5,000 in sales, 
then your effective rate is 2 percent.

Getting to this number is anything 
but easy because few things in 
merchandising are more complex 
than understanding the labyrinth of 

Many merchants view fees associated with accepting credit and debit cards 
as expenses they can’t control. They are simply accepted as the “cost of doing 
business.” For many merchants that process a high volume of card transactions—
such as convenience stores, gas stations and grocery stores—fees associated with 
those cards tend to be one of the highest expenses after payroll.

It’s understandable to think that there is little you can do to control these expenses 
due to the bewildering number of fees that differ by card issuer, card type and use 
of the card, among other factors. For most merchants, it’s impossible to sift through 
your long, complex monthly statements to identify where cost savings could 
be realized. 

This paper explains how you can effectively eliminate margin-shrinking fees and 
lower your effective rate with the right treasury management tool.

expenses associated with processing 
these transactions. 

The most significant categories of 
these expenses are interchange 
fees and assessments. These are 
the “cuts” of a transaction taken 
by the bank that issued the card 
as well as by the card associations 
(Visa, MasterCard, Discover and 
American Express). The sum of these 
fees is called a discount rate, which 
is expressed as a percentage of 
the transaction volume plus a fixed 
per-transaction fee, such as 1.9% + 
$0.20. Importantly, those fees can 
(and often do) change over time—
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and sometimes without appropriate 
notice to merchants.

This discount rate, however, isn’t a 
viable proxy for your effective rate, 
for a few reasons. First, there isn’t 
just one fee per card issuer. Rather, 
there are countless fee structures that 
vary by the specific card a customer 
uses. American Express generally 
charges higher fees than Visa, but a 
particular Visa rewards card might 
have higher fees than most American 
Express cards without rewards. Debit 
cards have different fee structures 
than credit cards. And business 
cards generally have higher fees 
than consumer cards. With hundreds 

of cards on the market, there are 
hundreds of different fee structures.

Adding to the complexity is a long 
list of adjustments to the rates. For 
example, a Visa card issued 
abroad and used in the U.S. is 
subject to an additional 0.8% 
assessment. In the same scenario, 
Discover and American Express 
charge 0.4%. MasterCard charges 
0.6%. If you operate a gas station 
near a major international airport 
where many foreigners refuel the 
tanks of their rental cars and pay 
using foreign-issued cards, how can 
you predict your total costs for credit 
card processing? 
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There are other parties involved in 
transaction processing, too, and 
they have their own fees. Merchant 
account providers can have their 
own long list of fees that add to 
the  discount rate, such as card-
not-present fees and international 
transaction fees. You may also 
have costs for hardware, software 
and services, such as point-of-sale 
terminals. 

Given these factors, the notion of 
an “effective rate” is somewhat 
arbitrary. It’s useful as a look-back, or 
roll-up metric to see how what your 
business paid across all transactions,  
but doesn’t offer the granular look at 
rates and fees that would allow for 
a proactive approach to managing 
issues as they arise.

MANAGING  
TRANSACTION 
DOWNGRADE FEES
The biggest variable with transaction 
processing that a merchant can 
control to some extent involves 
interchange fee downgrades. A 

downgrade is an add-on fee that 
is charged when a transaction 
deviates from the standard swipe of 
the card. Card processors impose 
a downgrade fee when they are 
exposed to greater risk for fraud, or 
face higher costs for processing 
the transaction.

There are dozens of reasons 
downgrades are imposed. A 
common one is the use of prepaid 
cards instead of traditional credit 
or debit cards. But for in-person 
transactions, the two most common 
reasons are that the card was keyed 
in, not swiped, or that verification 
information such as a ZIP code 
wasn’t entered. 

A common scenario that results in a 
downgrade is a manually-entered 
transaction. Think of a convenience 
store. A customer walks into the store 
to buy some snacks and wants to 
pay by credit card, but the payment 
terminal is broken. The clerk enters 
the credit card number manually. 

It’s not always an equipment issue, 
of course. The clerk might simply lack 
the training to know that manually-

Red Carpet Software’s dashboard 
provides instant access to all of your 
important payments data. Customize it 
to meet your specific reporting needs 
and preferences for even quicker 
access and visibility to the data most 
important to you.
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entered transactions are more 
expensive for their employer and 
runs them occasionally. Or, the 
clerk might not see the urgency in 
reporting broken equipment. If a 
busy gas station has eight pumps 
and the terminal at one of them is 
broken, the clerk might have no 
concerns about manually processing 
transactions for just that one terminal. 

Likewise, an accounting clerk might 
not realize that failing to batch out 
transactions on a daily basis can 
result in a downgrade.

The consequence of downgrades is 
that you will pay up to three percent 
more than what you would normally 
pay if the card had been swiped. If 
you are able to identify the location 
and circumstance of a transaction 
that results in a downgrade, you can 
take action to correct that specific 
problem area. then your effective 
rate is 2 percent.

THE DISPUTE, 
RETRIEVAL, AND 
CHARGEBACK CYCLE
Another area of cost involving card 
transactions is chargebacks, which 
are another type of adjustment. If 
someone’s card is stolen and the 
thief uses it to make a purchase, the 
card owner will call their credit card 
company to dispute the charge. An 
investigation begins and the credit 

card company will contact the 
processor, who will then contact you 
to request valid proof of the sale. 

This is where your retrieval process 
begins. One or more people on your 
staff will have to dig through their 
files to find the receipt. If they can’t 
find a sales receipt and prove the 
validity of the purchase in just 14 
days, the credit card company will 
take back their money. That’s when 
the dispute turns into a chargeback.

If you can’t prove the validity of 
the sale, the credit card company 
not only returns the money to 
the cardholder, they also charge 
you a fee that can be as high as 
$30. Further, if you show a pattern 
of chargebacks, you can get 
blacklisted.

It’s true that fraud can’t be 
eliminated. However, if you have 
a tool that gives you a faster and 
easier way to deal with disputes, you 
can avoid the enormously high cost 
of chargebacks.

NOT HAVING THE 
VISIBILITY YOU NEED 
COSTS YOU MONEY
How can you cut your margin-
shrinking costs if you can’t quickly 
identify them?

You can’t.
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In a typical scenario, a merchant 
receives their statement on the first 
of the month. On average, it takes 
them four days to reconcile their 
financials in the account. But they 
would then have to analyze at least 
15 days of individual transactions to 
determine their effective rates 
and fees. 

By the time the process is complete, 
the merchant has spent as many as 
20 days sifting through statements 
and doing math. If any of the fees 
they have been charged have 
gone up during that time, they 
would never know in time to do 
anything about it because they are 
always working a month behind.
Once you’ve paid higher than 
necessary fees, it’s too late. That 
money is lost. The only thing you 
can do is to be proactive in 
identifying margin-shrinking costs so 
that you can change your business 
processes to eliminate them.

BEING PROACTIVE 
SAVES YOU MONEY
The best way to be proactive—and 
save money on fees and costs—is 
to implement an enterprise-level 
treasury management tool. This tool 
will give you the business intelligence 
you need to identify problem areas 
in real time so that you can act 
quickly to prevent future problems. 
The benefits of an enterprise-level 
treasury management tool include:

Increased Transparency – All of the 
information about the fees you are 
paying is out there for you to find. 
The problem is that you simply don’t 
have the man-hours to sift through 
long statements, computer files, 
and paper documents. The right 
tool puts that information at your 
fingertips and provides maximum 
transparency. 

Proactive Expense Control – Why 
wait an entire month just to discover 
that your effective rate went up and 
you’ve lost money? Instead, you can 
be instantly alerted to increased 

Daily automated reconciliation with 
Red Carpet Software reveals your exact 
electronic payment revenue and the 
amount of daily charges and fees 
impacting your cash flow.
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interchange or association fees, 
downgrades, and other variances in 
your effective rate. This allows you to 
take action to minimize their impact 
on your business.

Chargeback Fraud Mitigation – It 
shouldn’t take you days to respond 
to disputes and avoid chargebacks. 
The right tool will provide instant alerts 
about a dispute so you can fast-
track the retrieval process. Perhaps 
one particular retail outlet in a chain 
is seeing an unusually high amount 
of fraudulent transactions—a tool 
could alert you to that, which may 
otherwise go unnoticed. 

Benefit from Daily Automated 
Reconciliation – Instead of waiting 
to get your monthly statements, you 
can get actionable insight into your 
payment revenue and fees that 
impact your cash flow with daily 
automatic reconciliation. Regardless 
of the number of locations you have, 
in just a few minutes you can settle 
matched transactions and turn your 
focus to dealing with out-of-balance 
transactions. 

Grant Access Based on Job Function 
– Not everyone needs the same level 
of information. You need a tool that 
allows you to grant access to specific 
areas of the treasury management 
tool based on their job function. 
For instance, store-level staff can 
access store-specific information 
while C-level staff can see the entire 
picture.

Processor Agnostic – Relying on 
disparate systems to handle what 
is essentially the same function 
is a waste of time and increases 
the chance of error. You need 
a processor-agnostic tool that 
empowers you to hold your 
processor accountable, regardless 
of who they are.

TAKE CONTROL 
BY GETTING THE 
COMPLETE PICTURE
Managing your merchant account 
and saving on fees and costs 
doesn’t have to be complicated. 
The Red Carpet Merchant 
Dashboard (RCS) from First Touch 
Payment Solutions provides 
merchants of any size with a one-
source vision of all of the merchant 
fees for brick-and-mortar locations, 
as well as e-commerce transactions.

Through the user-friendly RCS 
dashboard, the right people in your 
organization will always have the 
timely information they need to 
identify margin-shrinking fees 
and take immediate action to fix 
the problem.



sales_website@ft-ps.com
www.ft-ps.com

3400 Players Club Pkwy #130 
Memphis, TN 38125

GET IN TOUCH TODAY


