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Understanding Credit Card Processing 

The Players 

The Associations (a.k.a. Card 
Associations, Card Brands) 
Dominated by Visa, MasterCard, 
AmEx, Discover and (to a lesser 
extent in the US) JCB 

Members or Processing Banks 
In order to Issue or Acquire 
(provide merchant accounts), 
you have to be a member bank. 

Independent Sales Organization 
(ISO), Merchant Service Providers 
Companies that board merchants onto 
Processors through BIN’s sponsored 
by a Member Bank. 

Sub-ISO’s, Independent Reps 
Board merchants through ISO’s (don’t 
have a sponsor Bank so they use the 
ISO’s. 

Processor (Front or Bank End) 
Connect directly to the Card Brand 
Networks and board merchant 
accounts to the various BIN’s set 
up by the Acquiring Banks. 

Federal Reserve 
Open Loop Network cards have 
funds come from the Issuers to 
the Fed to deposit into the 
merchant’s account. 
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Understanding Credit Card Processing 

The Players (Continued) 

Merchants 
Any company wanting to accept 
credit cards as a form of payment 
must obtain a merchant account 
through an ISO or Processor (in 
certain instances). 

Cardholder 
The customer of the Merchant and the 
focus of Issuers and the Card Brands 
to put pressure on merchants to 
accept their cards as payment for 
merchandise/services. 
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Understanding Credit Card Processing 

Open Loop Card Transaction Process Flow: 

Merchant merchandise 

purchase 

Cardholder’s 
Issuer 

Day 1 - Purchase 

Merchant’s Acquiring 
Processor 

Monthly Payment 

Front End 
Processor 

Day 2 - Purchase 

Back End 
Processor 

Merchant’s  Bank 

Note:  Funds can take up 
to 3 days to be deposited 
into the Merchant’s 
account.  The deposit  
amount is the original 
purchase amount less 
any card processing fees. 
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Understanding Credit Card Processing 

Closed Loop Card Transaction Process Flow: 

Merchant merchandise 

purchase 

Day 1 - Purchase 

Merchant’s Acquiring 
Processor 

Monthly Payment 

Front End 
Processor 

Day 2 - Purchase 

Merchant’s  Bank 

Note:  Funds can take up 
to 3 days to be deposited 
into the Merchant’s 
account.  The deposit  
amount is the original 
purchase amount less 
any card processing fees. 
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Understanding Credit Card Processing 

Card Types 

Bank Cards 
All credit cards.  The merchants pays a % for every transaction (plus) 

Check/Debit Cards 
For PIN (personal identification number)-debit transactions, competitive rates are 
offered (sometimes only a per-item or Debit Network access fees).  Check/Debit 
cards that are run as a credit are treated as bankcards (higher percentage). 

Contactless Cards 
Comprising both Bankcards and Check/Debit Cards, a smart chip utilizes radio 
waves (RFID/Radio Frequency ID) to communicate with the contactless reader.  
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Understanding Credit Card Processing 

Card Types (Continued) 

Travel & Entertainment Cards 
Referred to frequently as T&E cards, typically issued for travel and entertainment 
expenses only and provide rewards options to employees. 

Purchasing Cards 
Typically issued for business expenses outside of T&E and include Payables 
(automated payment of supplier invoices instead of check). 

EBT Cards 
Also known as Electronic Benefits Transfer (electronic food stamps, military, social 
security).  Usually the merchant pays no %, but a per item fee or EBT access fee is 
applied. 
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Understanding Credit Card Processing 

Card Types (Continued) 

Branded Gift Cards 
Unlike a standard credit card, the cardholder (or gift giver) pays an upfront fee for 
the card, plus maintenance fees, lost card fees.  In addition, the merchant pays fees 
for processing transactions from these cards.  “Closed loop” gift cards (unlike a 
Card Brand card) can only be used in a defined store or groups of stores (mall). 

Loyalty Cards 
Can be stand-alone or combined with gift cards, but are meant to track purchases 
made at a merchants location(s) to provide incentives for cardholders/customers 
to return to the location(s). 
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Understanding Credit Card Processing 

Card Types (Continued) 

NFC 
Near Field Communications is gaining momentum and although not officially a card 
type, payment functionality can be enabled so it bears highlighting.  Targeted at 
mobile phones for now, the NFC chip is capable of enabling: 
•Mobile ticketing 
•Mobile Payments (similar to contactless) 
•Smart Poster (you can read RFID) on billboards to get more info. 
•Bluetooth pairing. 
In addition, future NFC capabilities will even enable the use of an NFC device to 
become car, house, hotel keys, as well as replace identity documents. 
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Understanding Credit Card Processing 

The Fees 

Base card transaction 
fees (when looking at the 
volume (# and dollar) of 
credit card transactions 
represent a large pool of 
funds from which various 
players in the networks 
partake. 

Note:  The example to the 
right is in $’s but 
merchants are charged a 
%. 
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Understanding Credit Card Processing 

The Fees (Continued) 

Base card transaction fees are referenced differently depending on who you are 
within the transaction network: 

Merchants 
Refer to the base transaction fee as a discount fee.  For obvious reasons.  Fees 
(outside of monthly fees like statement, PCI, etc.) are netted out of the total sale so 
that the “discounted” amount is deposited into the merchant’s account. Actually the 
majority of our merchants are charged monthly unless there are credit issues. 

Interchange 
Everyone else involved in the transaction consider the base fee an interchange fee.  
The terms are synonymous in that the fee the merchant pays (discount) is the 
interchange fee that the different “players” involved in the transaction partake of. 
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Understanding Credit Card Processing 

The Fees (Continued) 

Interchange Players 
When discussing the players at the beginning of this training, it is important to note 
that some of these players get more of the interchange fee than others.  Credit 
cards are a payment network (just like check/ACH), and with each payment network 
there is a cost to running it and risks involved that require offsetting revenues. 
•Issuer – The Issuing bank (cardholders) get the lion’s share of interchange fee’s 
because it is their card, and there is a risk the cardholder may not pay them back.  
In the case of AmEx, they are the Network and the Issuer. 
•Merchant Acquirer/ISO’s – Get the next highest share of the interchange fee’s 
because a cardholder could dispute charges, and if the merchant is no longer 
around, the Acquirer/ISO must pay it.  The Sponsor Bank issuing the BIN’s to the 
Acquirer/ISO also shares in the Acquirer/ISO’s share of the fees. 
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Understanding Credit Card Processing 

The Fees (Continued) 

Interchange Players (Continued) 
•Sub-ISO’s– Because they don’t share in the risk the Acquirer/ISO does, and don’t 
have or require the same infrastructure to support the boarding/underwriting of 
merchants, their share of the interchange is less.   They are paid by the Merchant 
Acquirer/ISO. 

•Card Brands (Visa/MC) – Get a set percentage because it’s their network. 

•Processors – Take a share (from the Merchant Acquirer’s/ISO’s) for their part in 
the processing the transactions. 
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