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INTRODUCTIONINTRODUCTION  

 AA  fewfew  yearsyears  agoago  itit  waswas  easyeasy  toto  telltell  thethe  differencedifference  
betweenbetween  aa  creditcredit  cardcard  andand  aa  debitdebit  cardcard..    

 YouYou  usedused  youryour  debitdebit  cardcard  atat  thethe  ATMATM  withwith  aa  
personalpersonal  identificationidentification  number,number,  andand  youyou  usedused  
youryour  creditcredit  cardcard  forfor  purchasespurchases..    

 ButBut  todaytoday  bothboth  typestypes  ofof  cardscards  carrycarry  familiarfamiliar  
creditcredit  companycompany  logos,logos,  bothboth  cancan  bebe  swipedswiped  atat  thethe  
checkoutcheckout  countercounter  andand  bothboth  cancan  bebe  usedused  toto  makemake  
onlineonline  purchasespurchases..    
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DEBIT CARDDEBIT CARD  
 DebitDebit  cardcard  isis  aa  plasticplastic  cardcard  whichwhich  providesprovides  aa  

alternativealternative  paymentpayment  methodmethod  toto  cashcash  whenwhen  

makingmaking  purchasespurchases..  

 Functionally,Functionally,  itit  cancan  bebe  calledcalled  anan  electronicelectronic  check,check,  

asas  thethe  fundsfunds  areare  withdrawnwithdrawn  directlydirectly  fromfrom  eithereither  

thethe  bankbank  account,account,  oror  fromfrom  thethe  remainingremaining  balancebalance  

onon  thethe  cardcard..  

 ItIt  isis  alsoalso  knownknown  asas  BANKBANK  CARDCARD  oror  CHECKCHECK  

CARDCARD..  
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 DebitDebit  cardscards  cancan  alsoalso  allowallow  forfor  instantinstant  withdrawalwithdrawal  

ofof  cash,cash,  actingacting  asas  thethe  ATMATM  cardcard  forfor  withdrawingwithdrawing  

cashcash  andand  asas  aa  chequecheque  guaranteeguarantee  cardcard..  MerchantsMerchants  

cancan  alsoalso  offeroffer  "cashback"/"cashout""cashback"/"cashout"  facilitiesfacilities  toto  

customers,customers,  wherewhere  aa  customercustomer  cancan  withdrawwithdraw  cashcash  

alongalong  withwith  theirtheir  purchasepurchase..  
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i4 MAESTRO DEBIT CARD 

First Debit Gold card  
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DebitDebit  CardCard  
  

 ItIt  isis  usedused  insteadinstead  ofof  aa  checkcheck  toto  makemake  purchases,purchases,  
anywhereanywhere  VisaVisa  isis  acceptedaccepted    

 ItIt  isis  usedused  insteadinstead  ofof  aa  creditcredit  cardcard  toto  paypay  billsbills  
suchsuch  asas  utilities,utilities,  insuranceinsurance  andand  carcar  paymentspayments    

 PointPoint--ofof--salesale  fundsfunds  areare  drawndrawn  fromfrom  primaryprimary  
checkingchecking  accountaccount    

 PINPIN--systemsystem  securitysecurity    

 ChangeChange  youryour  PINPIN  atat  anyany  MerchantsMerchants  BankBank  branchbranch    

 NoNo  annualannual  feefee    

 ChooseChoose  fromfrom  threethree  cardcard  designsdesigns    
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TYPES OF DEBIT CARDTYPES OF DEBIT CARD  

1.1. ONLINEONLINE  DEBITDEBIT  CARDCARD  
  

2.2. OFFLINEOFFLINE  DEBITDEBIT  CARDCARD  
  

3.3. PREPAIDPREPAID  DEBITDEBIT  CARDCARD  
  

4.4. ELECTRONICELECTRONIC  PURSEPURSE  CARDCARD  
  

5.5. CARDSCARDS  FORFOR  MAIL,MAIL,  TELEPHONETELEPHONE  &&  

INTERNETINTERNET  USEUSE  ONLYONLY  
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1. 1. ONLINE DEBIT CARDONLINE DEBIT CARD  

 OnlineOnline  debitdebit  cardscards  requirerequire  electronicelectronic  
authorizationauthorization  ofof  everyevery  transactiontransaction..  

 TheThe  debitsdebits  areare  reflectedreflected  inin  thethe  user’suser’s  accountaccount  
immediatelyimmediately..  

 TheThe  transactiontransaction  maymay  bebe  additionallyadditionally  securedsecured  withwith  
thethe  personalpersonal  identificationidentification  numbernumber  (PIN)(PIN)  
authenticationauthentication  systemsystem  andand  somesome  onlineonline  cardscards  
requirerequire  suchsuch  authenticationauthentication  forfor  everyevery  
transaction,transaction,  essentiallyessentially  becomingbecoming  enhancedenhanced  
automaticautomatic  tellerteller  machinemachine  (ATM)(ATM)  cardscards..  
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 OneOne  difficultydifficulty  inin  usingusing  onlineonline  debitdebit  cardscards  isis  thethe  

necessitynecessity  ofof  anan  electronicelectronic  authorizationauthorization  devicedevice  atat  thethe  

pointpoint  ofof  salesale  (POS)(POS)  andand  sometimessometimes  alsoalso  aa  separateseparate  PINPIN  

padpad  toto  enterenter  thethe  PIN,PIN,  althoughalthough  thisthis  isis  becomingbecoming  

commoncommon  placeplace  forfor  allall  cardcard  transactionstransactions  inin  manymany  

countriescountries..  

 BanksBanks  inin  somesome  countries,countries,  suchsuch  asas  CanadaCanada  andand  Brazil,Brazil,  

onlyonly  issueissue  onlineonline  debitdebit  cardscards..    

 InIn  thethe  UnitedUnited  Kingdom,Kingdom,  SoloSolo  andand  VisaVisa  ElectronElectron  areare  

examplesexamples  ofof  onlineonline  debitdebit  cards,cards,  whichwhich  areare  typicallytypically  

issuedissued  byby  banksbanks  toto  customerscustomers  whomwhom  thethe  bankbank  doesdoes  notnot  

wantwant  toto  gogo  overdrawnoverdrawn  underunder  anyany  circumstances,circumstances,  forfor  

exampleexample  underunder--1818ss..  
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2. 2. OFFLINE DEBIT CARDOFFLINE DEBIT CARD  

 OfflineOffline  debitdebit  cardscards  havehave  thethe  logoslogos  ofof  majormajor  creditcredit  cardscards  
oror  majormajor  debitdebit  cardscards  andand  areare  usedused  atat  thethe  pointpoint  ofof  salesale  
likelike  aa  creditcredit  cardcard..    

 ThisThis  typetype  ofof  debitdebit  cardcard  maymay  bebe  subjectsubject  toto  aa  dailydaily  limit,limit,  
and/orand/or  aa  maximummaximum  limitlimit  equalequal  toto  thethe  current/checkingcurrent/checking  
accountaccount  balancebalance  fromfrom  whichwhich  itit  drawsdraws  fundsfunds..  
TransactionsTransactions  conductedconducted  withwith  offlineoffline  debitdebit  cardscards  requirerequire  
22––33  daysdays  toto  bebe  reflectedreflected  onon  users’users’  accountaccount  balancesbalances..    

 InIn  thethe  UnitedUnited  Kingdom,Kingdom,  MaestroMaestro  (formerly(formerly  Switch)Switch)  andand  
VisaVisa  DebitDebit  (formerly(formerly  Delta)Delta)  areare  examplesexamples  ofof  offlineoffline  
debitdebit  cardscards..    
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3. 3. PREPAID DEBIT CARDPREPAID DEBIT CARD  

 PrepaidPrepaid  debitdebit  cards,cards,  alsoalso  calledcalled  reloadablereloadable  debitdebit  cardscards  oror  

reloadablereloadable  prepaidprepaid  cards,cards,  areare  oftenoften  usedused  forfor  recurringrecurring  

paymentspayments..    

 TheThe  payerpayer  loadsloads  fundsfunds  toto  thethe  cardholder'scardholder's  cardcard  accountaccount..    

 ParticularlyParticularly  forfor  USUS--basedbased  companiescompanies  withwith  aa  largelarge  

numbernumber  ofof  paymentpayment  recipientsrecipients  abroad,abroad,  prepaidprepaid  debitdebit  

cardscards  allowallow  thethe  deliverydelivery  ofof  internationalinternational  paymentspayments  

withoutwithout  thethe  delaysdelays  andand  feesfees  associatedassociated  withwith  

internationalinternational  checkschecks  andand  bankbank  transferstransfers..    
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4. 4. ELECTRONIC PURSE CARDELECTRONIC PURSE CARD  

 SmartSmart--cardcard--basedbased  electronicelectronic  pursepurse  systemssystems  (in(in  

whichwhich  valuevalue  isis  storedstored  onon  thethe  cardcard  chip,chip,  notnot  inin  anan  

externallyexternally  recordedrecorded  account,account,  soso  thatthat  machinesmachines  

acceptingaccepting  thethe  cardcard  needneed  nono  networknetwork  

connectivity)connectivity)  werewere  triedtried  throughoutthroughout  EuropeEurope  

fromfrom  thethe  midmid--19901990s,s,  mostmost  notablynotably  inin  GermanyGermany..    
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5. 5. CARDS FOR MAIL,   CARDS FOR MAIL,     

      TELEPHONE AND TELEPHONE AND       

      INTERNET USE ONLYINTERNET USE ONLY    
 SpecialSpecial  prepre--paidpaid  VisaVisa  cardscards  forfor  MailMail  Order/TelephoneOrder/Telephone  

OrderOrder  (MOTO)(MOTO)  andand  InternetInternet  useuse  onlyonly  areare  mademade  
availableavailable  byby  aa  smallsmall  numbernumber  ofof  banksbanks..  TheyThey  areare  
sometimessometimes  calledcalled  "virtual"virtual  VisaVisa  cards",cards",  althoughalthough  theythey  
usuallyusually  dodo  existexist  inin  thethe  formform  ofof  plasticplastic..  AnAn  exampleexample  isis  
33VV..    

 SuchSuch  aa  cardcard  preventsprevents  fraudfraud  byby  aa  cardcard  numbernumber  thiefthief  eveneven  
ifif  thethe  cardcard  isis  notnot  blocked,blocked,  becausebecause  thethe  customercustomer  
normallynormally  doesdoes  notnot  storestore  anyany  moneymoney  onon  thethe  subsub--accountaccount  
andand  fraudulentfraudulent  transactionstransactions  dodo  notnot  getget  authorizedauthorized  byby  
thethe  bankbank    
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              ADVANTAGES ADVANTAGES   

                              ANDAND  

      DISADVANTAGESDISADVANTAGES  
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 ADVANTAGESADVANTAGES  
1.1. AA  consumerconsumer  whowho  isis  notnot  creditcredit  worthyworthy  andand  maymay  

findfind  itit  difficultdifficult  oror  impossibleimpossible  toto  obtainobtain  aa  creditcredit  
cardcard  cancan  moremore  easilyeasily  obtainobtain  aa  debitdebit  cardcard..  

  

2.2. UseUse  ofof  aa  debitdebit  cardcard  isis  limitedlimited  toto  thethe  existingexisting  
fundsfunds  inin  thethe  accountaccount  toto  whichwhich  itit  isis  linkedlinked..  

  

3.3. ForFor  mostmost  transactions,transactions,  aa  checkcheck  cardcard  cancan  bebe  
usedused  toto  avoidavoid  checkcheck  writingwriting  altogetheraltogether..    
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CONTD….CONTD….  

4.4. LikeLike  creditcredit  cards,cards,  debitdebit  cardscards  areare  acceptedaccepted  byby    
merchantsmerchants  withwith  lessless  identificationidentification..  

  

5.5. UnlikeUnlike  aa  creditcredit  card,card,  whichwhich  chargescharges  higherhigher  feesfees  
andand  interestinterest  ratesrates  whenwhen  aa  cashcash  advanceadvance  isis  
obtained,obtained,  aa  debitdebit  cardcard  maymay  bebe  usedused  toto  obtainobtain  
cashcash  fromfrom  anan  ATMATM  oror  aa  PINPIN--basedbased  transactiontransaction  
atat  nono  extraextra  charge,charge,  otherother  thanthan  aa  foreignforeign  ATMATM  
feefee..    
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DISADVANTAGESDISADVANTAGES  

 SomeSome  banksbanks  areare  nownow  chargingcharging  overover--limitlimit  feesfees  oror  
nonnon--sufficientsufficient  fundsfunds  feesfees  basedbased  uponupon  prepre--
authorizationsauthorizations..  

 ManyMany  merchantsmerchants  mistakenlymistakenly  believebelieve  thatthat  
amountsamounts  owedowed  cancan  bebe  "taken""taken"  fromfrom  aa  customer'scustomer's  
accountaccount  afterafter  aa  debitdebit  cardcard  (or(or  number)number)  hashas  beenbeen  
presentedpresented..  

 InIn  somesome  countriescountries  debitdebit  cardscards  offeroffer  lowerlower  levelslevels  
ofof  securitysecurity  protectionprotection  thanthan  creditcredit  cardscards..  
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The Three Party ModelThe Three Party Model  

CardholderCardholder  MerchantMerchant  

ProcessorProcessor  

Issuer / AcquirerIssuer / Acquirer  

Card Payment Facility 

Purchase goods / services 

using card payment 

instrument  

Carriage Fee 
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The Four Party Model The Four Party Model 

(Debit Card)(Debit Card)  
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This highly competitive market has This highly competitive market has 

resulted in impressive card growthresulted in impressive card growth  

Source: FRB Data  

Volume Growth of Payment Streams 2002-2006 (CAGR) 
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CREDIT CARDCREDIT CARD  

 AA  creditcredit  cardcard  isis  partpart  ofof  aa  systemsystem  ofof  paymentspayments  
namednamed  afterafter  thethe  smallsmall  plasticplastic  cardcard  issuedissued  toto  usersusers  
ofof  thethe  systemsystem..  

   ItIt  isis  aa  cardcard  entitlingentitling  itsits  holderholder  toto  buybuy  goodsgoods  andand  
servicesservices  basedbased  onon  thethe  holder'sholder's  promisepromise  toto  paypay  forfor  
thesethese  goodsgoods  andand  servicesservices..    

 TheThe  issuerissuer  ofof  thethe  cardcard  grantsgrants  aa  lineline  ofof  creditcredit  toto  
thethe  consumerconsumer  (or(or  thethe  user)user)  fromfrom  whichwhich  thethe  useruser  
cancan  borrowborrow  moneymoney  forfor  paymentpayment  toto  aa  merchantmerchant  
oror  asas  aa  cashcash  advanceadvance  toto  thethe  useruser..    



8/7/2015 23 

CONTD…..CONTD…..  

 AA  creditcredit  cardcard  isis  differentdifferent  fromfrom  aa  chargecharge  card,card,  

wherewhere  aa  chargecharge  cardcard  requiresrequires  thethe  balancebalance  toto  bebe  

paidpaid  inin  fullfull  eacheach  monthmonth..    

 InIn  contrast,contrast,  creditcredit  cardscards  allowallow  thethe  consumersconsumers  toto  

'revolve''revolve'  theirtheir  balance,balance,  atat  thethe  costcost  ofof  havinghaving  

interestinterest  chargedcharged..  

   MostMost  creditcredit  cardscards  areare  issuedissued  byby  locallocal  banksbanks  oror  

creditcredit  unions,unions,  andand  areare  thethe  shapeshape  andand  sizesize  

specifiedspecified  byby  thethe  ISOISO  78107810  standardstandard..    
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WORKING PROCESSWORKING PROCESS  

 WhenWhen  aa  purchasepurchase  isis  made,made,  thethe  creditcredit  cardcard  useruser  agreesagrees  toto  

paypay  thethe  cardcard  issuerissuer..  

 TheThe  cardholdercardholder  indicatesindicates  his/herhis/her  consentconsent  toto  paypay  byby  

signingsigning  aa  receiptreceipt  withwith  aa  recordrecord  ofof  thethe  cardcard  detailsdetails  andand  

indicatingindicating  thethe  amountamount  toto  bebe  paidpaid  oror  byby  enteringentering  aa  

PersonalPersonal  identificationidentification  numbernumber  (PIN)(PIN)..  

 Also,Also,  manymany  merchantsmerchants  nownow  acceptaccept  verbalverbal  authorizationsauthorizations  

viavia  telephonetelephone  andand  electronicelectronic  authorizationauthorization  usingusing  thethe  

Internet,Internet,  knownknown  asas  aa  'Card/Cardholder'Card/Cardholder  NotNot  Present'Present'  

(CNP)(CNP)  transactiontransaction..    
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CONTD…..CONTD…..  

 ElectronicElectronic  verificationverification  systemssystems  allowallow  merchantsmerchants  
toto  verifyverify  thatthat  thethe  cardcard  isis  validvalid..  

 TheThe  verificationverification  isis  performedperformed  usingusing  aa  creditcredit  cardcard  
paymentpayment  terminalterminal  oror  PointPoint  ofof  SaleSale  (POS)(POS)  systemsystem  
withwith  aa  communicationscommunications  linklink  toto  thethe  merchant'smerchant's  
acquiringacquiring  bankbank..  

 CardCard  isis  obtainedobtained  fromfrom  aa  magneticmagnetic  stripestripe  oror  chipchip  
onon  thethe  card,card,  butbut  isis  moremore  technicallytechnically  anan  EMVEMV  
cardcard  (Europay,(Europay,  MasterCardMasterCard  andand  VISA)VISA)..  ii..ee..  
VSDCVSDC  ––  VISA,VISA,  MchipMchip  ––  mastercard,mastercard,  AEIPSAEIPS  ––  
AmericanAmerican  Express,Express,  JJ  SmartSmart  --  JCBJCB  
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INTEREST CHARGESINTEREST CHARGES  

 CreditCredit  cardcard  issuersissuers  usuallyusually  waivewaive  interestinterest  chargescharges  
ifif  thethe  balancebalance  isis  paidpaid  inin  fullfull  eacheach  month,month,  butbut  
typicallytypically  willwill  chargecharge  fullfull  interestinterest  onon  thethe  entireentire  
outstandingoutstanding  balancebalance  fromfrom  thethe  datedate  ofof  eacheach  
purchasepurchase  ifif  thethe  totaltotal  balancebalance  isis  notnot  paidpaid..  

 EXEX::--  IfIf  aa  useruser  hadhad  aa  $$11,,000000  transactiontransaction  andand  
repaidrepaid  itit  inin  fullfull  withinwithin  thisthis  gracegrace  period,period,  therethere  
wouldwould  bebe  nono  interestinterest  chargedcharged..    

 FORMULAEFORMULAE  --  APR/APR/100100  **  ADB/ADB/365365  **  numbernumber  
ofof  daysdays  revolvedrevolved..  (Annual(Annual  %%ageage  rate,rate,  avgavg  dailydaily  
bal)bal)  
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BENEFITS TO CUSTOMERBENEFITS TO CUSTOMER  

 DueDue  toto  intenseintense  competitioncompetition  inin  creditcredit  cardcard  

industry,industry,  creditcredit  cardcard  providersproviders  offeroffer  incentivesincentives  

suchsuch  asas  

 FREQUENTFREQUENT  FLYERFLYER  POINTSPOINTS  

 GIFTGIFT  CERTIFICATESCERTIFICATES  

 CASHCASH  BACK(BACK(11%%  basedbased  onon  totaltotal  purchase)purchase)  

 LOWLOW  INTERESTINTEREST  CREDITCREDIT  CARDSCARDS    

 EVENEVEN  00%%  INTERESTINTEREST  CREDITCREDIT  CARDSCARDS  AREARE  

AVAILABLEAVAILABLE  
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GRACE PERIODGRACE PERIOD  

 AA  creditcredit  card'scard's  gracegrace  periodperiod  isis  thethe  timetime  thethe  

customercustomer  hashas  toto  paypay  thethe  balancebalance  beforebefore  interestinterest  

isis  chargedcharged  toto  thethe  balancebalance..    

 GraceGrace  periodsperiods  vary,vary,  butbut  usuallyusually  rangerange  fromfrom  2020  toto  

4040  daysdays  dependingdepending  onon  thethe  typetype  ofof  creditcredit  cardcard  andand  

thethe  issuingissuing  bankbank..    

 IfIf  aa  customercustomer  isis  latelate  payingpaying  thethe  balance,balance,  financefinance  

chargescharges  willwill  bebe  calculatedcalculated  andand  thethe  gracegrace  periodperiod  

doesdoes  notnot  applyapply..    
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BENEFITS TO MERCHANTSBENEFITS TO MERCHANTS  

 AA  creditcredit  cardcard  transactiontransaction  isis  oftenoften  moremore  securesecure  
thanthan  otherother  formsforms  ofof  payment,payment,  suchsuch  asas  checks,checks,  
becausebecause  thethe  issuingissuing  bankbank  commitscommits  toto  paypay  thethe  
merchantmerchant  thethe  momentmoment  thethe  transactiontransaction  isis  
authorized,authorized,  regardlessregardless  ofof  whetherwhether  thethe  consumerconsumer  
defaultsdefaults  onon  thethe  creditcredit  cardcard  paymentpayment..  

 MoreMore  securesecure  thanthan  cash,cash,  becausebecause  theythey  discouragediscourage  
thefttheft  byby  thethe  merchant'smerchant's  employeesemployees  andand  reducereduce  
thethe  amountamount  ofof  cashcash  onon  thethe  premisespremises..    

 PriorPrior  toto  creditcredit  cards,cards,  eacheach  merchantmerchant  hadhad  toto  
evaluateevaluate  eacheach  customer'scustomer's  creditcredit  historyhistory  beforebefore  
extendingextending  creditcredit..    
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COSTS TO MERCHANTSCOSTS TO MERCHANTS  

 MerchantsMerchants  areare  chargedcharged  manymany  feesfees  forfor  thethe  

privilegeprivilege  ofof  acceptingaccepting  creditcredit  cardscards..  

 TheThe  merchantmerchant  maymay  bebe  chargedcharged  aa  discountdiscount  raterate  ofof  

11%%  --  33%%  ++  ofof  eacheach  transactiontransaction  obtainedobtained  throughthrough  

aa  creditcredit  cardcard..  

   Usually,Usually,  thethe  merchantmerchant  willwill  alsoalso  paypay  aa  flatflat  perper--

itemitem  chargecharge  ofof  $$00..0505  --  $$00..5050  forfor  eacheach  

transactiontransaction..    
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PARTIES INVOLVEDPARTIES INVOLVED  

 CARDHOLDERCARDHOLDER::  UsedUsed  toto  makemake  aa  purchasepurchase..  

  

 CARDCARD  ISSUINGISSUING  BANKBANK::  TheThe  financialfinancial  
institutioninstitution  oror  otherother  organizationorganization  thatthat  issuesissues  thethe  
cardcard  toto  thethe  cardholdercardholder..  

  

 MERCHANTMERCHANT::  TheThe  individualindividual  oror  businessbusiness  
acceptingaccepting  creditcredit  cardcard  paymentspayments  forfor  productsproducts  oror  
servicesservices  soldsold  toto  thethe  cardholdercardholder..  
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CONTD……CONTD……  
 ACQUIRINGACQUIRING  BANKBANK::  TheThe  financialfinancial  institutioninstitution  

acceptingaccepting  paymentpayment  forfor  thethe  productsproducts  oror  servicesservices  

onon  behalfbehalf  ofof  thethe  merchantmerchant..  

  

 INDEPENDENTINDEPENDENT  SALESSALES  ORGANISATIONORGANISATION::  

      ResellersResellers  (to(to  merchants)merchants)  ofof  thethe  servicesservices  ofof  thethe  

acquiringacquiring  bankbank..    

  

 MERCHANTMERCHANT  ACCOUNTACCOUNT::  OrganizationOrganization  thatthat  

thethe  merchantmerchant  dealsdeals  withwith..      
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CONTD……CONTD……  
 CREDITCREDIT  CARDCARD  ASSOCIATIONASSOCIATION::  AnAn  associationassociation  ofof  

cardcard--issuingissuing  banksbanks  suchsuch  asas  Visa,Visa,  MasterCard,MasterCard,  Discover,Discover,  
AmericanAmerican  Express,Express,  etcetc..  

  

 TRANSACTIONTRANSACTION  NETWORKNETWORK::  TheThe  systemsystem  thatthat  
implementsimplements  thethe  mechanicsmechanics  ofof  thethe  electronicelectronic  
transactionstransactions..    

  

 AFFINITYAFFINITY  PARTNERPARTNER::  SomeSome  institutionsinstitutions  lendlend  theirtheir  
namesnames  toto  anan  issuerissuer  toto  attractattract  customerscustomers  thatthat  havehave  aa  
strongstrong  relationshiprelationship  withwith  thatthat  institution,institution,  andand  getget  paidpaid  aa  
feefee  oror  aa  percentagepercentage  ofof  thethe  balancebalance  forfor  eacheach  cardcard  issuedissued  
usingusing  theirtheir  namename..      
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TRANSACTION STEPSTRANSACTION STEPS  

 AUTHORIZATIONAUTHORIZATION  ––  ApprovalApproval  codecode  whichwhich  thethe  

merchantmerchant  storesstores  withwith  thethe  transactiontransaction..  

 BATCHINGBATCHING  ––  TransactionsTransactions  storedstored  inin  “batches”“batches”  whichwhich  

areare  sendsend  toto  thethe  acquireracquirer..  

 CLEARINGCLEARING  ANDAND  SETTLEMENTSETTLEMENT  ––  debitsdebits  thethe  

issuersissuers  forfor  paymentpayment  andand  creditscredits  thethe  acquireracquirer..  

 FUNDINGFUNDING  --    MerchantMerchant  receivesreceives  thethe  amountamount  totalingtotaling  

thethe  fundsfunds  inin  thethe  batchbatch  minusminus  thethe  "discount"discount  raterate..””    

 CHARGEBACKSCHARGEBACKS  --  ChargebackChargeback  isis  anan  eventevent  inin  whichwhich  

moneymoney  inin  aa  merchantmerchant  accountaccount  isis  heldheld  duedue  toto  aa  disputedispute  

relatingrelating  toto  thethe  transactiontransaction..    
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TYPES OF CREDIT CARDSTYPES OF CREDIT CARDS  

CREDITCREDIT  CARDSCARDS  FORFOR  BADBAD  CREDITSCREDITS  

11..  SECUREDSECURED  CREDITCREDIT  CARDSCARDS    

      AA  securedsecured  creditcredit  cardcard  isis  aa  typetype  ofof  creditcredit  cardcard  
securedsecured  byby  aa  depositdeposit  accountaccount  ownedowned  byby  thethe  
cardholdercardholder..    

      Typically,Typically,  thethe  cardholdercardholder  mustmust  depositdeposit  betweenbetween  
100100%%  andand  200200%%  ofof  thethe  totaltotal  amountamount  ofof  creditcredit  
desireddesired..    

      ThusThus  ifif  thethe  cardholdercardholder  putsputs  downdown  $$10001000,,  theythey  
willwill  bebe  givengiven  creditcredit  inin  thethe  rangerange  ofof  $$500500––$$10001000..    
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2. 2. PREPAID “CREDIT” CARDSPREPAID “CREDIT” CARDS  

 AA  prepaidprepaid  creditcredit  cardcard  isis  notnot  aa  creditcredit  card,card,  sincesince  
nono  creditcredit  isis  offeredoffered  byby  thethe  cardcard  issuerissuer::  thethe  cardcard--
holderholder  spendsspends  moneymoney  whichwhich  hashas  beenbeen  "stored""stored"  
viavia  aa  priorprior  depositdeposit  byby  thethe  cardcard--holderholder  oror  
someonesomeone  else,else,  suchsuch  asas  aa  parentparent  oror  employeremployer..    

  

 PrepaidPrepaid  cardscards  cancan  bebe  issuedissued  toto  minorsminors  (above(above  
1313))  sincesince  therethere  isis  nono  creditcredit  lineline  involvedinvolved..    
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STANDARD CREDIT CARDSSTANDARD CREDIT CARDS  

1.1. BALANCEBALANCE  TRANSFERTRANSFER  CREDITCREDIT  CARDSCARDS  

            BalanceBalance  transfertransfer  creditcredit  cardscards  allowallow  consumersconsumers  
toto  transfertransfer  aa  highhigh  interestinterest  creditcredit  cardcard  balancebalance  
ontoonto  aa  creditcredit  cardcard  withwith  aa  lowlow  interestinterest  raterate..  
TypicalTypical  inin  thethe  marketmarket  todaytoday  areare  balancebalance  
transfertransfer  creditcredit  cardscards  withwith  anan  introductoryintroductory  
annualannual  percentagepercentage  raterate  (APR)(APR)  ofof  00  percent,percent,  
withwith  thatthat  introductoryintroductory  oror  "teaser""teaser"  raterate  lastinglasting  
severalseveral  monthsmonths  upup  toto  aa  yearyear..    



8/7/2015 39 

2. 2. LOW INTEREST CREDIT LOW INTEREST CREDIT 

CARDSCARDS  

      LowLow  interestinterest  creditcredit  cardscards  offeroffer  eithereither  aa  lowlow  

introductoryintroductory  APRAPR  thatthat  jumpsjumps  toto  aa  higherhigher  raterate  

afterafter  aa  certaincertain  period,period,  oror  aa  singlesingle  lowlow  fixedfixed--raterate  

APRAPR..  LowLow  interestinterest  cardscards  cancan  bebe  veryvery  usefuluseful  

whenwhen  consumersconsumers  needneed  makemake  aa  largelarge  purchasepurchase  

becausebecause  itit  allowsallows  severalseveral  monthsmonths  toto  aa  yearyear  toto  paypay  

itit  offoff  withwith  veryvery  lowlow  oror  nono  interestinterest..    
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SECURITYSECURITY  
 CreditCredit  cardcard  securitysecurity  reliesrelies  onon  thethe  physicalphysical  securitysecurity  

ofof  thethe  plasticplastic  cardcard  asas  wellwell  asas  thethe  privacyprivacy  ofof  thethe  
creditcredit  cardcard  numbernumber..    

 WheneverWhenever  aa  personperson  otherother  thanthan  thethe  cardcard  ownerowner  
hashas  accessaccess  toto  thethe  cardcard  oror  itsits  number,number,  securitysecurity  isis  
potentiallypotentially  compromisedcompromised..  ii..ee..  securitysecurity  PINPIN  isis  
requiredrequired  

 SomeSome  merchantsmerchants  willwill  acceptaccept  aa  creditcredit  cardcard  numbernumber  
forfor  inin--storestore  purchases,purchases,  wherewhere  uponupon  accessaccess  toto  thethe  
numbernumber  allowsallows  easyeasy  fraud,fraud,  butbut  manymany  requirerequire  thethe  
cardcard  itselfitself  toto  bebe  present,present,  andand  requirerequire  aa  signaturesignature..    
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CONTD….CONTD….  

 Thus,Thus,  aa  stolenstolen  cardcard  cancan  bebe  cancelled,cancelled,  andand  ifif  thisthis  

isis  donedone  quickly,quickly,  willwill  greatlygreatly  limitlimit  thethe  fraudfraud  thatthat  

cancan  taketake  placeplace  inin  thisthis  wayway..  

    

 TheThe  PCIPCI  DSSDSS  isis  thethe  securitysecurity  standardstandard  issuedissued  byby  

TheThe  PCIPCI  SSCSSC  (Payment(Payment  CardCard  IndustryIndustry  SecuritySecurity  

StandardsStandards  Council)Council)..  
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CREDIT CARD COSTSCREDIT CARD COSTS  

 Annual FeesAnnual Fees  

 Interest  Interest    
 Annual Percentage Rate Annual Percentage Rate 

(APR)(APR)  

 Average Daily Balance Average Daily Balance 

MethodMethod  

 Cash AdvancesCash Advances  

 Convenience ChecksConvenience Checks  

 Penalty RatesPenalty Rates  

 Low Interest Teaser Low Interest Teaser 

RatesRates  

 Balance TransfersBalance Transfers  

 Late FeesLate Fees  

 Over Credit Limit FeesOver Credit Limit Fees  

 Bounced Check FeesBounced Check Fees  

 Currency Conversion Currency Conversion 

FeesFees  
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Credit Card Do’s 

Use a debit card vs a credit card 

Use a card with no annual fee and low interest rates 

Know all of your card’s hidden fees 

Always pay more than the minimum each month 

Pay on time, all the time 
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Credit Card Don’ts 

Don’t get more than one 

Don’t use them for cash advances 

Don’t use them to pay for basics: rent, groceries, etc. 

Don’t charge more than you can pay off in a month 

Don’t let banks increase you credit limit 
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The Four Party Model The Four Party Model 

(Credit Card)(Credit Card)  

CardholderCardholder  MerchantMerchant  
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WHICH CARD DO YOU WANT IN WHICH CARD DO YOU WANT IN 

YOUR WALLET??YOUR WALLET??  

  

 CurrentCurrent  datadata  suggestssuggests  thatthat  debitdebit  cardscards  areare  moremore  

popularpopular  withwith  consumersconsumers  thanthan  creditcredit  cardscards..    

  

 AA  recentrecent  TNSTNS  FinancialFinancial  ServicesServices  ConsumerConsumer  

CreditCredit  CardCard  ProgramProgram  StudyStudy  indicatedindicated  thatthat  overover  

6060  percentpercent  ofof  consumersconsumers  preferprefer  usingusing  debitdebit  cardscards  

toto  creditcredit  cardscards  asas  aa  paymentpayment  vehicle,vehicle,  becausebecause  

debitdebit  feelsfeels  moremore  likelike  "real"real  moneymoney..""    
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CONTD…..CONTD…..  

 DebitDebit  cardscards  areare  alsoalso  gaininggaining  favorfavor  asas  aa  formform  ofof  

onlineonline  paymentpayment..  BasedBased  onon  datadata  fromfrom  JupiterJupiter  

ResearchResearch  inin  AmericanAmerican  Banker,Banker,  debitdebit  cardscards  willwill  

accountaccount  forfor  4646  percentpercent  ofof  allall  onlineonline  purchasespurchases  byby  

20102010,,  comparedcompared  toto  4141  percentpercent  inin  20062006..  TheThe  samesame  

datadata  forecastsforecasts  aa  slideslide  inin  creditcredit  cardcard  useuse  toto  3535  

percentpercent  ofof  allall  onlineonline  purchasespurchases  inin  20102010  fromfrom  4141  

percentpercent  inin  20062006    
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