Merchant Pricing Strategy & Industry Alignment Guide

Choosing the correct pricing model is fundamental to a merchant's long-term
profitability and retention. This guide outlines the core pricing structures available
and matches them with the specific industry types where they provide the most
strategic advantage.

1. Traditional Pricing Models

Flat Rate Pricing

How It Works

This model charges a single fixed percentage and per-transaction fee regardless of
the specific card type (e.g., debit vs. rewards credit). It simplifies merchant
accounting by consolidating varied network costs into one predictable rate.

Why Choose It

e Ideal Fit: Startups, low-volume merchants, and professional service providers.

e Key Benefit: High predictability and easy-to-read statements for basic
bookkeeping.

e Strategic Note: Costs may become inefficient as volume grows; consider
transitioning as processing scales.

Interchange-Plus (IC+) Pricing

How It Works

Widely considered the most transparent structure, IC+ separates the wholesale
interchange costs (set by card networks) from the processor's specific markup. This
ensures merchants pay only the true cost plus a set service fee.

Why Choose It

e Ideal Fit: Established businesses and high-volume retail or B2B merchants.

e Key Benefit: Maximizes savings by capturing lower rates on specific card types
(like debit or level 3 data).

e Strategic Note: While highly cost-effective, statements require more detailed
analysis to monitor effective rates.
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2. Hero Pricing Strategies

Hero Pricing refers to advanced strategies designed to offset processing costs by
shifting or sharing them with the consumer through compliant methods.

Dual Pricing

How It Works

The POS system displays two distinct prices for every item: a standard card price and
a lower cash price. This allows the merchant to pass through the cost of processing
to those choosing the convenience of card payments.

Why Choose It

e Ideal Fit: Retail stores, restaurants, and local service businesses.

e Key Benefit: Provides ultimate transparency and compliance, as customers
see both options before transacting.

e Strategic Note: Effectively eliminates the merchant's processing overhead,
protecting thin profit margins.

Cash Discount Program

How It Works

Merchants list a standard "list price" for all goods. If a customer pays with cash, a
percentage-based discount is applied at the register, incentivizing cash usage and
reducing card-related fees.

Why Choose It

e Ideal Fit: Convenience stores and businesses with high-frequency, low-ticket
cash transactions.

e Key Benefit: The discount feels like a reward to the customer, fostering a
positive brand perception.

e Strategic Note: Requires specific POS hardware support and clear signage to
meet card brand regulations.
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3. Industry Selection Framework

Selecting the appropriate pricing model requires analyzing business type,
transaction volume, and customer preferences.

Industry Type Recommended Pricing Rationale

Prioritizes simple
Professional Services Flat Rate or IC+ accounting and predictable
billing for B2B transactions.

Provides maximum
transparency for

Retail & Boutiques Dual Pricing consumers while
protecting merchant
margins.

. Offsets high-frequency
Dual Pricing / Cash , ,

Restaurants . processing costs in
Discount . . .

thin-margin environments.

Capitalizes on high cash

. _ volume by rewarding

Convenience Stores Cash Discount
non-card payment

behavior.

Offers ease of entry and

predictable overhead
Startups Flat Rate . o

during the initial growth

phase.

Leverages lower

interchange rates for

B2B / Wholesale Interchange-Plus ) ,
large-ticket items and Level

2/3 data.
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Key Takeaways for Strategic Planning

e Strategic Alignment: Always align the pricing model with the merchant's
average ticket size and card mix.

e Transparency Wins: Dual Pricing and Cash Discount programs improve
merchant retention because they structurally address the high cost of card
acceptance.

e Compliance: All Hero Pricing strategies require proper disclosure and signage
to remain compliant with card brand regulations.

e Scalability: While Flat Rate is simple, merchants should be transitioned to
Interchange-Plus or Hero Pricing as their volume increases to prevent
unnecessary cost exposure.
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