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Credit card rule changes expand local government choices.

n 1996, when MasterCard, Visa and

American Express began allowing gov-

ernments to charge a convenience fee for

residents’ online credit card payments,
many local governments that had never
accepted credit cards began allowing them
for online transactions. However, more than
50 percent of all local governments still do
not accept credit cards for payments made
in their offices because they would have to
absorb the transaction costs.

In November, MasterCard announced a
new program that allows local governments
to assess a convenience fee to residents in
face-to-face credit card transactions. Ameri-
can Express followed suit
in March, leaving only
Visa, which is expected
to change its rules before
year-end. The programs
represent the card compa-
nies'’ acknowledgement
that they would nor
grow in the local
government
sector  unless
counties and
cities could assess fees to offset
transaction costs.

Cities and counties that
have been accepting credit
cards and absorbing the fees

now can eliminate those
costs from their budget, but
many still may be hesitant
to assess a convenience
fee because they are con-
cerned about the public’s
perception. A public rela-
tions effort can explain that
" the new policy reduces resi-
~ dents' overall taxes, charging

. only the individuals that use
5' their cards instead of the entire
~ tax base, which is a potential liabil-

ity as more governments are scruti-
nized for their spending. Additionally,
residents should know that the banks that

More than 50
percent of local
governments
do not accept
credit cards for
payments.

issue the credit cards receive 75 percent of
the convenience fees for floating the trans-
action for 30 days and assuming the risk of
collecting payment.

MasterCard recommends that govern-
ments charge the convenience fee as a sepa-
rate transaction to insulate themselves from
customer service issues related to the fee.
That requires newly available technology
that authorizes two separate transactions
with one card swipe. A payment processor
that offers the technology collects the conve-
nience fees in one account and the residents’
payments in another, remitting payment to
the government quickly and separately man-
aging transaction fee pay-
ments in their own deposit
account. Payment process-
ing companies thatr offer
traditional retail terminals
require cities and counties
to collect the fee them-
selves and then pay their
credit card processor.

Alternatively, local gov-
ernments can contract
with third party service
providers that have been collecting online
payments for several years and now are offer-
ing to process in-person payments. The com-
panies set up merchant accounts with their
payment processing partners and collect
residents’ money and the convenience fees,
then transfer payments electronically to the
government. The third parties may cost more
than if the government managed the collec-
tion itself, and they can often take three to
seven days to remit payment to the govern-
ment, but they assume all responsibility for
collecting and processing bills.

Cities and counties that do not accept
credit cards for in-person payments are no
doubt feeling the heat to change their poli-
cies. By assessing convenience fees to resi-
dents who use cards, local governments can
cut expenses, collect payments quickly and
use the extra interest on the income as an
additional revenue. ACS




