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History of Credit Cards and Bankcard Industry
Introduction
This section will familiarize you with the history of credit, credit cards and the bankcard industry as we know it today.
Definitions

Credit - A method of selling goods or services without the buyer having Cash On Hand.

Credit Card – An automated way of offering credit to a customer.

History of Credit Cards

References to credit cards have been made as far back as 1890 in Europe, and 1920 in the United States.  Early credit cards involved sales directly between the merchant offering the credit and credit card, and that merchant’s customer.  Around 1938 companies began to accept each other’s credit card.  Today credit card allow you to make purchased with countless third parties.

In the beginning paying by credit or credit card was a very manual process; each merchant had an individual agreement with each of their customers.  When the customer came in to purchase something on credit usually a line item was made in a book by hand describing what the customer bought and the price.  The merchant then kept a running tally of purchases against payments for each customer.
The first bank credit card is attributed to John Biggins of the Flatbush National Bank of Brookyn.  John invented the “Charge It” program in 1946.  This program was between bank customer and local merchants.  The merchants would deposit sales slips into the bank for their credit purchases and the bank would then bill the customer for the purchase.

The Famous Supper

In 1949 Frank McNamara, head of the Hamilton Credit Corporation, went out to eat with Alfred Bloomingdale, McNamara's long-time friend and grandson of the founder of the Bloomingdale's store, and Ralph Sneider, McNamara's attorney. The three men were eating at Major's Cabin Grill, a famous New York restaurant located next to the Empire State Building, to discuss a problem customer of the Hamilton Credit Corporation. 

The problem was that one of McNamara's customers had borrowed some money but was unable to pay it back. This particular customer had gotten into trouble, when he had lent a number of his charge cards (available from individual department stores and gas stations) to his poor neighbors who needed items in an emergency. For this service, the man required his neighbors to pay him back the cost of the original purchase plus some extra money. Unfortunately for the man, many of his neighbors were unable to pay him back within a short period of time and he was then forced to borrow money from the Hamilton Credit Corporation. 

At the end of the meal with his two friends, McNamara reached into his pocket for his wallet so that he could pay for the meal (in cash). He was shocked to discover that he had forgotten his wallet. To his embarrassment, he then had to call his wife and have her bring him some money. McNamara vowed never to let this happen again. 

Merging the two concepts from that dinner, the lending of credit cards and not having cash on hand to pay for the meal, McNamara came up with a new idea - a credit card that could be used at multiple locations. What was particularly novel about this concept was that there would be a middleman between companies and their customers.

The Middleman

Though the concept of credit has existed longer even than money, charge accounts became popular in the early twentieth century. With the invention and growing popularity of automobiles and airplanes, people now had the option to travel to a variety of stores for their shopping needs. In an effort to capture customer loyalty, various department stores and gas stations began to offer charge accounts for their customers which could be accessed by a card. 

Unfortunately, people needed to bring dozens of these cards with them if they were to do a day of shopping. McNamara had the idea of needing only one credit card. 

McNamara discussed the idea with Bloomingdale and Sneider and the three pooled some money and started a new company in 1950 which they called the Diners Club.
The Diners Club was going to be a middleman. Instead of individual companies offering credit to their own customers (whom they would bill later), the Diners Club was going to offer credit to individuals for many companies (then bill the customers and pay the companies). 

Previously, stores would make money with their credit cards by keeping customers loyal to their particular store, thus maintaining a high level of sales. However, the Diners Club needed a different way to make money since they weren't actually selling anything. To make a profit without charging interest (interest bearing credit cards came much later), the companies who accepted the Diners Club credit card were charged 7 percent for each transaction while the subscribers to the credit card were charged a $3 annual fee (begun in 1951). 

McNamara's new credit company focused on salesmen. Since salesmen often need to dine (hence the new company's name) at multiple restaurants to entertain their clients, the Diners Club needed both to convince a large number of restaurants to accept the new card and to get salesmen to subscribe. 

The first Diners Club credit cards were given out in 1950 to 200 people (most were friends and acquaintances of McNamara) and accepted by 14 restaurants in New York. The cards were not made of plastic; instead, the first Diners Club credit cards were made of a paper stock with the accepting locations printed on the back. 

In the beginning, progress was difficult. Merchants didn't want to pay the Diners Club's fee and didn't want competition for their own store cards; while customers didn't want to sign up unless there were a large number of merchants that accepted the card. 

However, the concept of the card grew and by the end of 1950, 20,000 people were using the Diners Club credit card. 

The Future 

Though the Diners Club continued to grow and by the second year was making a profit ($60,000), McNamara thought the concept was just a fad. In 1952, he sold his shares in the company for more than $200,000 to his two partners. 

The Diners Club credit card continued to grow more popular and didn't receive competition until 1958. In that year, both American Express and the Bank Americard (later called VISA) arrived. 

The concept of a universal credit card had taken root and quickly spread across the world.
American Express

American Express executives discussed the possibility of launching a travel charge card as early as 1946, but it was not until Diners Club launched their own card in March 1950 that American Express began to seriously consider the possibility. At the end of 1957 American Express CEO Ralph Reed decided to get into the card business, and by the launch date of October 1, 1958 public interest had become so significant that they actually issued 250,000 cards prior to the official launch date. The card was launched with an annual fee of $6, $1 higher than Diners Club, to be seen as a premium product. The first cards were paper, with the account number and cardmember's name typed. It was not until 1959 that American Express began issuing embossed ISO 7810 plastic cards, an industry first.

Visa

Visa traces its history back to 1958 when Bank of America launched its blue, white, and gold BankAmericard in California. In 1970, an association, National BankAmericard, Inc., was formed of those U.S. banks issuing BankAmericards. In 1974, Bank of America’s international licensees chartered an international company, IBANCO, to administer BankAmericard, Inc. outside the U.S. In 1976, IBANCO became Visa International and National BankAmericard, Inc. became Visa U.S.A. 

MasterCard

MasterCard began in the late 1940s when several U.S. banks started giving their customers specially-issued paper that could be used like cash in local stores. In 1951, The Franklin National Bank in New York formalized the practice by introducing the first real credit card.

Over the next decade, several franchises evolved where a single bank in each major city would accept cards as payment with certain merchants they'd chosen to work with. On August 16, 1966, one of these groups formed the Interbank Card Association (ICA).

The "Master Charge" business as it was known then was purchased by the California Bank Association in 1969. The service was renamed MasterCard in 1979 to reflect a commitment to international growth.

Discover

At the time the Discover Card was introduced, Sears was the largest retailer in the United States. It had purchased the Dean Witter Reynolds Organization (brokerage) and Coldwell, Banker & Company (real estate) in 1981, as an attempt to add financial services to its portfolio of customer services. Together with the Discover Card, this was named the "Sears Financial Network." Early Discover Cards bore a small embossed symbol representing the Sears Tower, the company's headquarters at the time.
Merchant Services Terminology

Course Overview

This course will introduce you to some of the common terminology used in the Merchant Services industry.

	Acquirer
	A bankcard association member that initiates and maintains relationships with merchants who accept Visa/MasterCard (TransFirst is an example of an acquirer)

	Address Verification System
	A service that enables merchants to verify a cardholder’s billing address before completing a mail or telephone order transaction for that cardholder

	Arbitration
	The process used to determine whether the card issuer or the acquirer must accept financial responsibility for a disputed chargeback.

	Association
	One of two corporations (Visa and MasterCard) that license members to issue bankcards with those brands or to sign merchants to accept cards with those brands

	ATM
	Automated Teller Machine 

	Authorization
	Process that grants or denies permission for a merchant to accept a transaction from a cardholder

	Bankcard
	A credit card or check card

	Batch
	A group of transactions stored in a merchant’s EDC terminal, usually for one day’s business

	BIN
	Bank Identification Number-this is a unique number assigned to the bankcard association members.  The first six digits of a credit card identify the bank that issued the card.  Visa begins with a “4”, MasterCard BINS begin with a “5”

	Business Card
	A credit card used by a small to mid-sized company and given to employees to cover expenses such as travel, etc.

	Cash Advance
	Cash that is received by a cardholder and appears as a charge on their credit card bill.  Cash advances can be done by a bank teller or an ATM machine

	Chargeback
	The process by which an issuer may return a disputed transaction to the acquirer

	Communication Fees (AKA Network Access Fees)
	Fee charged to the merchant account each time a merchant’s credit card terminal dials out for authorization

	Corporate Card
	A credit card used by large businesses and given to employees to cover expenses such as travel, etc.  Offers more reporting than is available with a business card

	Debit Card
	A card that enables to user to purchase goods and services against an asset, generally a checking account

	Deployment
	Term used to describe the ordering and shipping of merchant’s equipment purchased through TransFirst.

	Discount Rate
	The fee that a merchant pays to the acquirer for the processing services that enable the merchant to accept bankcards as payment (Discount = interchange + profit)

	EBT
	Electronic Benefits Transfer-a means of electronically dispersing government funded benefits through the use of ATMs and POS equipment

	EDC terminal
	Electronic Data Capture- a point-of-sale terminal that reads the information encoded in the magnetic stripe of bankcards.  These terminals authorize and capture transactions for payment, which eliminates a need for a paper deposit

	Encryption
	A means of encoding information for transmittal in a secure manner

	ISO
	Independent Sales Organization-An organization or individual that performs merchant solicitation, sales, or services functions for a association member

	Interchange Fee
	The percentage of a credit card transaction that the processor must pay back to the card issuing bank

	Issuer
	The institution that initiates and maintains the cardholder relationship (i.e. Citibank)

	Merchant
	Any business that accepts Visa/MasterCard as a form of payment

	Merchant Agreement
	A contract between a merchant and an acquirer that contains their respective rights, duties, and obligations for participation in the Visa and/or MasterCard Program

	Network
	Data processing systems used to support authorization and clearing and settlement services (TransFirst currently uses Global, Vital. NDC, and Paymentech

	Paper
	A term used to refer to an actual sales draft with a card imprint describing the transaction and transmitted through the clearing and settlement systems. 


	PIN
	Personal Identification Number-a number assigned to a cardholder account to ensure security in accessing that account

	Point of Sale
	The merchant location where a transaction originates between a cardholder and a merchant

	Processor
	An organization that is connected to a network and provides authorization and/or clearing and settlement services on behalf of a member

	Proprietary Closed System
	Card system in which businesses issue cards to their customers to be used only at those business locations.  (Department stores and gasoline companies would be examples)

	Purchasing Card
	A credit card used by purchasing agents of companies and government agencies-- to take the place of a paper purchasing order

	Reference Number
	A number assigned to every transaction that appears the cardholder statement and is used to identify the transaction in case of disputes or inquiries

	Retrieval Request
	The issuer’s request to the acquirer for a copy of the original sales draft from the merchant

	Sales draft
	The paper form used by the merchant, and signed by the cardholder, to document a transaction

	Settlement
	The transfer of funds for amounts due

	Sponsor
	A member that sponsors other members. The sponsor is responsible for ensuring that the sponsored member follows all association regulations (Our sponsoring bank J.P. Morgan Chase

	Sponsored member
	A member that is able to participate in the bankcard association under the sponsorship of another member

	Surcharges
	Additional interchange fees assessed to certain transactions that do not meet issuer’s criteria to receive the lowest level of interchange (i.e. hand keyed vs. swiped transactions)

	POS Portal
	The Web based on line Terminal provider used by TransFirst.

	Terminated Merchant File
	Database maintained by the associations which lists all merchants who have been terminated from accepting credit cards for  regulation violations

	Transaction
	Any activity between a cardholder and a merchant

	TSYS
	Total Systems—company used by TransFirst to handle interchange calculation and merchant statement preparation.  TSYS is responsible for submitting transactions to Visa/MC settlement for payment from the issuing bank back to the acquirer

	Voice Authorization
	A method of authorization which occurs by use of a telephone as opposed to receiving authorization through the credit card terminal

	Welcome Kit 
	An introductory kit sent by the TransFirst training department which includes voice authorization stickers and payment information to all new merchants processing with TransFirst.


Online Glossary

There is a glossary available on Knowledge Base, an online data base used by many of the departments at TransFirst.

Use the Following Instructions to access this online Glossary:

1. From your desktop, double click the “Internet Explorer” icon.  [image: image1.png]e

Internet
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2. [image: image22.png]The Intralink Home Page will appear, click on the HD Knowledge Base link.
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3. The Home Page of the Knowledge Base will appear; on the left side is a list of available “Books”.  Click on the + next to “Glossary”.
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4. Click on the “Glossary” choice that appears.
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ABA
The American Banking Association number, used in conjunction with the DDA number for properly rotting
deposits to accounts.

Account Number Truncation

This feature allows orlly the last 4 digits to print on the cardholder's copy of the receipt. This will reduce credit
card fraud. In the event the custorner loses the receipt, the entire card number will ot be displayed on the
receipt. This feature works best with thermal printers

ACH
Autornated Clearing House - Allows for the exchange and settlement of electronic payments between
financial institutions. Debits and credits are deduicted autoratically as they occur

ACH Change Fee
Afee charged when a change of Merchant Banking info (DDA & ABA) in made, usually $15.

ACH Settlement
This TransFirst department is in charge of deposits to and withdrawals from merchant accounts. Setdernent
®
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This Glossary is listed in alphabetical order, there are quick links to each letter or you can just scroll through the list until you find the word you are looking for.
Visa and MasterCard Associations

Section Overview

This course will introduce you to the Visa and MasterCard Associations and the role of Issuers and Acquirers.

Associations

Visa and MasterCard are now called Associations.  Any bank that wants to issue these cards must be licensed with the associations and any merchant that wants to accept these cards must be licensed with the associations as well.

Issuers

An Issuer is an institution that initiates and maintains the cardholder relationship; banks or other financial institutions can be Issuers (i.e. Citibank)

Acquirers

A bankcard association member that initiates and maintains relationships with merchants who accept Visa/MasterCard.  TransFirst is an Acquirer.

Association Pyramid 

In order for any financial institution to Issue credit cards or Acquire merchants they first must belong to the Visa/MasterCard Associations.  These associations define the rules and regulations that Issuers, Acquires, Merchants and Cardholders must abide by in order to conduct business.    
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Visa/MasterCard Associations
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Introduction

This section will show what happens during the steps of a payment card transaction.

The Process of a Transaction

The process of running a transaction all starts with a merchant and a customer.  A customer decides to purchase goods or services from a merchant and thus a transaction begins.
The merchant will have some method of accepting credit cards as payment and the customer will present their card or card information to the merchant for the purchase.

As most transactions are processed electronically these days, this is the example that we will be using.

1. Customer presents their card to the merchant and in most cases the merchant slides the card through the electronic reader on their credit card terminal.

[image: image30.wmf]
(Credit Card terminal such as Verifone or Hypercom)
2. The terminal then communicates with the Network vendor and requests and authorization.  (Currently most communication happens via analog telephone line, but the trend is moving towards more hi-speed methods of communication.)
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      (Network Vendor such as Vital or Banctec)

3. The Network vendor determines the type of card; Visa, MC, AMEX, etc and then forwards the authorization request on to the Issuing Bank.
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4. The Issuing Bank determines whether or not to approve the request and sends their reply back.  This goes back to the Network Vendor, then to the Terminal.

5. If the transaction is approved, an Authorization number is received at the terminal and a receipt will print. (If the merchant is using an electronic printer.)

And all of this happens in only 25-30 seconds!
The transactions are stored either in the terminal or at the network, depending on the type of system the merchant is using and at the end of the day a deposit is done.  In our example the deposit will be done from the terminal.  If the network is storing the transaction, the first step is usually not necessary.
1. [image: image32.png]


The merchant runs reports from the terminal to determine that everything is correct in the terminal and then performs a Deposit function.  (This function varies based on actual hardware and software that is being used.)  The terminal again first communicates with the Network

(Credit Card terminal such as Verifone or Hypercom)

2. The Network communicates with the Associations, Visa and/or MasterCard.

    

   [image: image6.wmf]
3. The Associations then communicate with Issuing Banks for payments for the transactions.
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4. The Associations then pass the money on to the Acquirer (Transfirst).
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5. TransFirst deposits the money into the merchant’s set up account and on the 10th of each month, TransFirst deducts the monthly processing fees from the merchant’s account.

Network Vendors
There are many Network Vendor companies that process payment transactions.  TransFirst has working relationships with five Network Vendors; Vital, Mapp, Paymentech, and Banctec.  Each Network vendor has an area of processing expertise and merchants are set up on the network that best suits their processing needs.

Vital

This is the most common network setup that we use here at TransFirst.  The Vital network is one of the most popular networks available for merchant processing and has transaction processing solutions that work for most merchants’ needs.

Mapp

The Mapp network specializes in host based processing.  This means that Mapp will store the transactions on their host for the merchant during processing.  Merchants that have older equipment with less memory benefit from this setup.

Paymentech

Paymentech is also very versatile network.  Like Vital, Paymentech can be set up as either Host or Terminal based processing.

Banctec

We began a relationship with the Banctec network when we acquired a large group of merchants from another processor.  The Banctec network allows us to view real time transaction processing and this allows us to offer the merchant better troubleshooting advice on transaction issues.
First Data

The First Data network is the most recent network that we have started working with at TransFirst.  Like Banctec, the merchants that we have that are on this network came to use through a merger with another processor.

OnTrak

TransFirst built a software program called OnTrak, which allows us to access and organize all of the information relating to merchant processing, and it is available only to employees of TransFirst.  The OnTrak system is actually comprised of a single database, but is programmed so that each department views only that portion of data which is necessary for staff to complete their jobs.  Another way of wording this is that each department has its own View of the data.  Each department’s view of the date is typically called a “Trak”.

Use the following instructions to access OnTrak:

1. Click on the “Start” button on the main windows menu bar and choose “All Programs”

2. From the menu choices that appear, choose “OnTrak”.
3. A list of the Traks will appear, highlight and click on the one that you need to access.  (You will get training on any Trak particular to you department in your department specific training.)  For today’s training we are going to look at HelpTrak.  HelpTrak is one of the most used Traks in the OnTrak system.
HelpTrak is the main merchant reference of On Track and is used by almost all departments.  HelpTrak displays specific information about each merchant’s account.  HelpTrak uses “Tabs” to organize information which can be clicked upon to display more specific information about the topic (tab) you selected.  The Tabs include contact information, client related information, profile related, account information, profitability and pricing information, statements, order history, and status.
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Accessing a merchant account

1. To access a merchant account, type in the Merchant Identification Number (MID) in the yellow box and press enter.  This will bring up the merchant’s information.

a. The DBA (Doing Business As) Name is the name of the business as the customers see it.  

b. The city, state and zip code show where the merchant is actually located. 

c. The DBA phone number should be the number at which the merchant location can be reached. 
d. The bottom half of the page is separated by tabs, each tab has particular information about the merchant account.  You will learn more about the tabs that your department uses in your department specific training.  Some of the most commonly accessed tabs are:
· STW Svcs – This is the tab that shows who provides what type of support to the merchant and how to contact those areas

· Notes – This is where any notes about the account are placed.  Any time any department has contact with the merchant or performs any kind of maintenance on the merchant account a note must be made here.

· Merchant Statement – This is where online copies of the merchant statement are stored.

· Profile – This tab show what hardware and software the merchant is using to process and any additional payment services they use with the equipment.
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Searching for a merchant account
If you do not have the merchant’s account number you can do a search and find the account by the name of the business and address information.
Use the following instructions to search for a merchant account:
1. Open the search window by double clicking in the yellow Merchant Id number box.
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2. Choose the method you want use to search by placing a check mark in the box and then type the information in the box to the right and then click the Search button on the upper right side of the screen.
There are 2 ways to perform a search:

a. Starts With – Enter the first few letters of the name of the business.  The system will search for anything that starts with those letters.

b. Soundex – Enter the name of the business.  The system will search for that name and anything that closely resembles it.  This is a good search option if you aren’t sure of the exact spelling.
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NOTE: 
You can also add Secondary Criteria to your search if you would like.  To do that choose from the Secondary Criteria drop down menu what field you would like to search by, and then enter that information in the box beneath it, and then click the Search button.
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Transaction Inquiry

Within HelpTrak there is a section called Transaction Inquiry.  This section allows us to see any transactions that the merchant has run for authorization after 24 hours.

To access Transaction Inquiry, click the Transaction History button on the left menu bar of the HelpTrak screen. (This icon resembles a magnifying glass.)
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A Transaction Inquiry screen will appear.  To search for transactions, simply enter a date range in the “Select Merchant Batches” section and click the Search button.

[image: image16.png]Transaction Inquiry for MID # 3230100883

[ Criteri
Search By Merchant I Search
[Merchant D | — [Seasonal XXMAMIIASOXX
Clear
Select Merchant Batches
From: [552005 Tofn 772008

~-lolx|

Double Click for mre nfarmation

230100883 ABC Landscapng e NDC 3453000 1 1 8453000 0 500 5000
230100883 ABC Landscapinglnc NDC $1640000 1 1 $1640000 0 500 5000
230100883 ABC Landscapinglnc NDC 8547000 1 1 ssi7000 0 500 sn_nnl_l
‘
Detail Cardnolder Transaction Transaction Entry  Auth  Tran Transaction Auth Auth Auth Hetwa
% Number Date Amt Mode Code Code Ref# Date Source Amt 1D
1 4a02132508088181 DBREMS 9274000 Keyed 167199 0101 9995A356765  OBRAIS 5 27000





A list of the merchant’s batches that fall within that date range will appear.  To see the detail of any of those batches, simply click to highlight the line item of the batch that you want to see the detail on. The detail will appear at the bottom of the screen.
TransLink

TransLink is a online system that allows our merchants, banks, and ISO’s to view merchant account information.  This information includes; batch and transaction information, statements, and other basic account information.
To access TransLink, first go to our TransFirst website:

1. From your desktop, double click the “Internet Explorer” icon.  [image: image17.png]e
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2. In the address field type www.Transfirst.com and press Enter.

3. From the home page of our external web site, click the Product Login link.
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4. Click on the TransLink Button on the left side.
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5. At the login screen, enter the login and password and press Enter.
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From this screen, the merchants, banks, and ISO’s will have different access to certain screens that apply to their needs. 
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Click here to see What's New.
Welcame ta TransLink.

06/14/06

TransLink will be down for maintenance from 12:00 AM MDT to 4:00 AM MDT on June
18th.

05/24/06
Please advise us of all address changes by calling 913-791-9118. We may need to
update your terminal or software.

06/06/06
Tis the season...Be on the look out for free lance processors. Please call us first,
we'd love to explain more to you! 791-9118

For Comments/Problems with this site please click here.
Forissues related to logging into, subscribing to or having a password reset on TransLink, please call 1-877-289-0422

Check for Popup Blackers and instructions on howto disable them, click here.
Copyright 2006 TransFirst
TransLink Version 23.0
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Last Updated 6/15/06
Page 1 of 1
Please note that Degrees earned through the University of TransFirst are issued in recognition of employee efforts to gain incremental knowledge of TransFirst's business and operational practices.   As such, these Degrees are symbolic in that they are not associated with any accredited or non-accredited school or university and may not be represented as such to a third party.
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