ISO Corner

By Brian Todd

Bundle Up

Sell total solutions at the lowest cost and still make a profit

aking sense of the clut-
tered electronic trans-
action landscape is the
job facing independ-
ent sales organizations (ISOs) today.

That clutter, says Aaron Bills, chief
operating officer of Chantilly, Va.-
based 3Delta Systems Inc., can be
tracked to changing factors that affect
interchange rates, which have multi-
plied as payment choices have grown.

“There used to be five or six cate-
gories of interchange,” Bills says. “But
now you could fill a book with all the
interchange rates available.”

The number of card types has grown
dramatically. Cards are created to meet
specialized needs or respond to market-
ing needs. Examples include consumer
rewards-card categories, and corporate
cards used with travel cards, purchase
cards (p-cards) and business cards.

Interchange has been affected as the
number of ways a card can be processed
has increased. What used to be almost
exclusively a card-present environment
evolved to include card-not-present
and mail order/telephone order. The
environment became further muddled
with the advent of e-commerce.

Tiered Rates and PCI

Tiered interchange rates based on dif-
ferent qualification criteria were imple-
mented to affect merchant adoption
and behavior. “Credit cards used to be
primarily for retail and hospitality,” Bills
says. “Now, we're at the 20th anniver-
sary of the p-card. Plus, card-not-pres-
ent is much more prevalent. Now you
think of all the ways merchants might
accept a card, all these order vectors. It
adds a lot of complexity.”

Payment Card Industry Data Security
Standards (PCI) compliance can also
affect a merchant’s costs. Determining
how PCI affects the cost of a transac-

tion can include factors such as where
the card data is stored, whether the
transaction is card-present or card-
not-present, and whether the card ter-
minal is PCl-approved hardware.

E-commerce
Makes a Mess

When e-commerce arrived, many
old-school payment processors did not
have the knowledge needed to proper-
ly service e-commerce accounts. But
processors that made e-commerce
their area of expertise began to spring
up, meaning merchants who wanted
to sell in both traditional and e-com-
merce environments often needed two
separate processors to handle their
electronic-transaction needs.

When merchants started needing
multiple methods to handle their
transactions, interchange became con-
fusing not only for merchants but also
for ISOs. Suddenly ISOs were faced
with merchants that wanted to accept
debit, credit and p-cards, in person, by
phone and online. And each scenario
comes with its own interchange rate,
qualifying rules and chargeback fees.

The challenge increases if an 1SO
serves markets such as health-care,
retail and hospitality. Add p-cards into
the mix and consider whether the mer-
chant has average sales in the $50-$100
range or the $5,000-$10,000 range, and
you're just beginning to understand
what goes into writing a service con-
tract for a merchant in today’s elec-
tronic transaction environment.

And ISOs need to carefully set the
price for each transaction type or
watch their merchants flee for greener
pastures. “How the different cards get
processed is becoming crucially impor-
tant at the cost level for the mer-
chant,” Bills says. “The same card can
be processed at many different costs.”

Each of those different cost levels will
affect the bottom line of either the mer-
chant or the ISO. If it’s the merchant’s
bottom line that takes the hit, the
merchant is likely to find a new proces-
sor at a lower price. If it’s the ISO’s
bottom line, Bills says, then the ISO is
cutting its margin to make the sale.

“If you solve for interchange qualifi-
cation, that solves the problem of cut-
ting ISO margin,” Bills says. For
example, given the spread in B2B
interchange rates, if one ISO solves
the interchange qualification prob-
lems of a merchant doing business-to-
business transactions by selling the
proper technology or eliminating a
data-security issue, then another ISO
would not be able to compete without
addressing these concerns, even if it
gave up all of its profit.

To Bills, providing a merchant the
tools to qualify for the optimal inter-
change rate should be the No. 1 prior-
ity for an ISO. “Eighty percent of a
merchant’s cost is interchange,” says
Bills. “How a merchant qualifies for
interchange is one thing they have a
lot of control over.”

[SOs must make sense of all the
interchange factors that can affect the
costs to their merchants. John Bodine,
vice president of sales and marketing
for American Fork, Utah-based
Authorize.net, says, and Bills agrees,
that this is where an ISO can separate
itself from the competition.

Learning to Be Smart

“In our world, the single best thing
[SOs can do is read, keep reading and
read a lot,” Bills says. “Be familiar with
interchange and qualification require-
ments. Be informed on security. Have
thoughtful conversations with the
merchant about what’s going on the
market and their business.”
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To determine the kind of transaction
package a merchant needs, Bills says,
[SOs should learn about the merchant’s
business: What kind of customers does
it have? Are they repeat customers or
one-time buyers? Do transactions origi-
nate in the store, online, through pur-
chase agreements or over the phone?

“The merchant may not even think
his business is that complex until he
begins describing it,” Bills says.

An ISO that simplifies pricing and
service in order to help merchants
understand what they get for their
money will succeed.

“You want to be the one the mer-
chant is relying on for that solution
set,” Bodine says. “A merchant’s
need for convenience gives you the
option to potentially bundle services
and pricing.”

Value Over Cost

Knowing interchange and merchants
is only half the battle, Bodine says.
ISOs must match customers with the
right service and find the right price for
that service.

“We've got to be selling on more than
just the price,” Bodine says. “Any mer-
chant can shop price. But ISOs need to
shop compliance, qualification and
other factors to get the right processing
value for their merchant customers.”

If you find what the merchant values
in his business, you can match the
merchant with appropriate solutions
that are important to his company.
“The lowest price is rarely the best
value,” Bills says. “We know that on
the consumer level.”

If an ISO guides a conversation
toward value and total cost, then low
price is less important. For example, if a
merchant needs to spend days instead
of hours closing out a month of state-
ments, there is less value in the low-
cost solution. “At that point, it has
nothing to do with interchange, but it
has everything to do with value to the
merchant,” Bills says.

Bills says ISOs would do well to have
general categories of service structured
around different payment vectors and
find ways to customize what is impor-
tant to individual merchants.

“Let’s say 'm a retail business adding
an online store,” says Bodine. “Each
service has different pricing and are
underwritten separately. What hasn’t
happened is one rate across accounts.”

Creating a Bundle

But that may be changing as 1SOs
begin to bundle services from different
sources and pressure multi-solution
vendors to offer simplified billing cus-
tomized for each merchant. Bodine says
he sees a need for flexibility in support-
ing the ISO community with the model
that best suits its needs. There will be
more bundled pricing, customer support
and billing options as banks and 1SOs
offer more services.

Bills says ISOs can better serve their
clients by focusing on certain segments
of the market and working with proces-
sors that will educate ISOs on changes
within the market. Emerging verticals
such as B2B, fast food and utilities rep-
resent growth opportunities in the
acquiring industry, especially to an ISO
that can focus on a business sector that
fits into its core business. TT
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PRIORITY

nancial Security. Reliability. Flexibility.

Priority Investments, LLC assists ISOs and agents in monetizing
residual portfolios. Make it a Priority to reduce risk and grow
your business by selling your merchant portfolio to Priority Finance.

For more information, contact:

Ryan O'Connor
( 442-2890 Offic
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