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Chargebacks are one of the biggest challenges facing merchants today. Not 
only do they equate to millions in lost sales every year, but because of associated 
fees—the costs to manufacture, market and ship the product, and the potential 
damage to valuable merchant accounts—they typically mean a financial loss of 2.5 
times the sale price.

Sadly, the problem is getting worse, too. From 2016 to 2017, the rate of 
chargebacks jumped 179 percent from four years prior, and merchants lost a 
whopping 1.9 percent of their revenue.

Merchants who want to stop the ever-growing chargeback trend and 
protect their revenues, merchant accounts and reputation, must take 
steps to understand the problem. Knowing the causes of chargebacks, as 
well as how the overall chargeback process works, is vital to both fighting 
customer chargebacks and preventing them in the first place.  
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WHAT IS A CHARGEBACK?
A chargeback occurs when a consumer contacts their bank 
or credit card issuer, disputes a charge on their account, and 
requests a refund.

It typically occurs when they spot a charge on their bank or card statement that 
they either 1) don’t recognize or 2) are unhappy with in some form or fashion.

Consumers may file chargeback disputes for various reasons, including 
dissatisfaction with the product or service they purchased, a higher-than-
expected cost, late or delayed shipment, or unknown charges due to true 
fraudulent activity or identity theft. 
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HOW DOES THE
CHARGEBACK PROCESS WORK?

The chargeback process has many steps and includes the 
consumer, the issuing bank, the retailer and the retailer’s 
acquiring bank. If the retailer has engaged a chargeback 
representment firm, they will also be involved in the process.

Here’s how it works:
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TYPES OF CHARGEBACKS

There are three main categories of chargebacks: merchant error,
true fraud and friendly fraud. 

Merchant error involves charges made accidentally or erroneously by the retailer. 
These may occur when a merchant makes duplicate charges, authorizes the 
wrong transaction amount or, in some cases, fails to issue a refund as promised. 

True fraud chargebacks stem from identify theft, hacking or credit card theft. In 
short, someone other than the cardholder made the charge, and the customer had 
no knowledge that their card was being used.

Friendly fraud chargebacks occur when a customer disputes a charge they – or 
a family member – knowingly made. They may dispute the charge if they were 
unhappy with the transaction, product or purchase, or if the charge was more than 
they expected.

Instances of family fraud also fall into the friendly fraud category. These occur 
when a cardholder’s spouse, mother, father or other loved one uses their card 
without their permission. When the transaction shows up on a statement as 
unrecognizable, the cardholder disputes the charge, not knowing it was their 
family member that made the purchase.
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CHARGEBACK CLASSIFICATION
BY REASON CODE

A reason code is a numeric code that describes the motivation behind a 
chargeback dispute. Each major credit card network – Visa, MasterCard, 
Discover and American Express – has its own unique set of reason codes. 

As a merchant, reason codes can shed light on why your customers are filing 
chargebacks and help you both fight and prevent future disputes.

Visa 
As of April 15, 2018, the card network, as part of the Visa Claims Resolution 
(VCR) Initiative, consolidated 22 legacy reason codes into four dispute categories. 
Previously there were 23 reason codes. Both old and new codes are as follows:
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REASON CODES
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CHARGEBACK THRESHOLDS

Every card network sets a maximum chargeback threshold for its merchants, 

which caps the merchant’s monthly chargeback ratio. This ratio is determined 

by dividing the total number of chargebacks per month by the merchant’s 

total number of transactions for that time period. For example, a retailer 

that has 10 chargebacks in May on a total of 100 transactions would have 

a 10 percent chargeback ratio for the month. (10 divided by 100). 

These thresholds help ensure merchants are operating a fair and honest  

business, and that consumers are served to their expectations. 

Merchants who exceed their card issuers’ thresholds may see their 

merchant accounts shut down as a result. They will be unable to open a 

new merchant account without a new business or company ID.
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Visa’s chargeback threshold is 75 chargebacks per month and a 0.75 percent 

chargeback ratio. If a merchant hits these numbers for any given month, Visa will place 

them on a pre-monitoring program. If they surpass 100 chargebacks and a 1 percent 

chargeback ratio, the network moves them to a Merchant Monitoring program.

MasterCard’s chargeback threshold is similar in structure to Visa’s, though it 

leaves a little more room for error, capping chargebacks at 100 per month and 

a chargeback ratio of 1 percent. If a merchant exceeds these, they are placed 

on what’s called a Chargeback Monitored Merchant program. If they exceed 100 

chargebacks and a 1.5 percent ratio in a month, they’re considered an Excessive 

Chargeback Merchant. 

Here’s what the thresholds for
each card network look like:

75

100
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American Express doesn’t have hard-and-fast thresholds but instead considers 

the merchant’s overall risk level, chargeback count and chargeback ratio. 

Generally, merchants should avoid exceeding 100 chargebacks and 1 percent 

chargeback ratio in a month.

Like American Express, Discover is also more relaxed when it comes to 

its chargeback thresholds. Again, merchants should attempt to keep their 

chargebacks under 100 for the month and avoid exceeding a 1 percent 

chargeback ratio.

<100

<100
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CHARGEBACKS vs. RETRIEVAL REQUESTS
Merchants often confuse chargebacks and retrieval requests, as 

notifications for both come straight from the merchant’s bank. Sometimes 

called “soft chargebacks,” retrieval requests occur when a consumer wants 

more information on a purchase they’ve made from a merchant.

Here’s how it works: the customer calls their card issuer to request more 

information on a recent purchase. The issuer contacts the acquiring bank, 

who then contacts the merchant. The merchant must then produce the 

receipt, invoice, tracking number, shipment info or other details requested by 

the consumer, which is then sent back to the issuing bank. 
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Here’s what the chargeback retrieval request process looks like:

CARDHOLDER

Cardholder does not
recognize a transaction

ISSUER
 

Issuer is notiÞed to
identify transaction and

collect documents
pertaining to the
transaction from

Merchant;
Cardholder isn't disputing
the transaction but wants

to know the details

Issuer notiÞes Acquirer
to provide transaction

information

ACQUIRER

Acquirer reaches
Merchant to provide

transaction information

MERCHANT

Merchant sends
the transaction data
and other relevant
data to Acquirer

Acquirer passes the
transaction data to Issuer

Issuer sends transaction
related data to

Cardholder
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While retrieval requests don’t result in immediate financial losses, they can 

lead to potential chargebacks if the merchant doesn’t produce adequate 

documentation. If merchants respond to retrieval requests thoroughly and 

on time, they may be able to prevent some chargebacks from occurring. 

PRE-ARBITRATION AND ARBITRATION
In some cases, a card issuer may decide to take a chargeback dispute into 

arbitration. This may be because the reason code changes, new information 

has come into play, or the merchant’s documentation or evidence was 

incomplete or inaccurate. The issuing bank and the acquiring bank can 

also request arbitration, should they be unhappy with the result of the initial 

dispute.

When arbitration occurs, the merchant will once again have a chance to 

produce evidence and fight the dispute. The card network will have the 

ultimate say in the outcome of the case. For Visa card-related disputes, there 

is an added step just before entering arbitration, dubbed “pre-arbitration.”
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Arbitration typically comes with a few overhead costs.

For MasterCard disputes, for example, there a filing fees ($150), 

administrative fees ($250), withdrawal fees ($150) and technical fees ($100). 

These costs and fees vary by card network. Merchants are best served by 

preventing arbitration by responding to retrieval requests and chargebacks 

promptly and thoroughly at the outset.
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MOST COMMON CAUSES OF CHARGEBACKS
As you can see by the list of reason codes, there are hundreds of reasons a 

customer may dispute a charge. Still, the majority of chargebacks stem from 

one of five common root causes. These include:

Friendly Fraud

Friendly fraud is a category that includes a number of different scenarios. 

Many times, the customer is trying to cheat the system, purchasing the 

product or service and then filing a chargeback to obtain that purchase for 

free. In other cases, customers may dispute a charge because they never 

received the product or service, their purchase was defective, the merchant 

continued to charge them after cancelation, or they never received a refund 

after being promised one. A shocking 60 to 90 percent of chargebacks are 

due to friendly fraud.



20 C H A R G E B A C K G U R U S . C O M

C H A R G E B A C K S  1 0 1

Affiliate Fraud 
 
Affiliate marketing can often lead to chargebacks, particularly when 
merchants don’t vet their affiliates carefully. Many unsavory affiliates 
will generate large numbers of bad transactions in order to increase 
their income. By the time the merchant notices the significant volume of 
chargebacks on these transactions, the affiliate has cashed out and left. 
Affiliate-related chargebacks account for 10 to 60 percent of all charge 
disputes, depending on the industry. 

Bad Customer Service

Poor customer service is another common cause of chargebacks. Long 
waits with call center representatives, delayed response times, understaffing 
and otherwise lacking operational policies can push a customer to file a 
dispute out of dissatisfaction. Bad customer service accounts for 10 to 30 
percent of all chargebacks. 
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Fulfillment Issues

Fulfillment and shipping issues often lead to chargebacks. Shipments sent 
late, to the wrong address, without tracking numbers or without proper 
quality control checks, may cause a customer to file a chargeback and 
dispute a transaction. These issues account for anywhere from 1 to 15 
percent of chargebacks. 

Canceled Subscription 

For subscription-based merchants, canceled subscriptions are one of the 
most common reasons behind chargebacks. Customers file these disputes 
if they were charged after already canceling their subscription. They may 
also file them as a way to cancel their subscription or after they receive the 

product, so as to keep both the product and service charge.
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CHARGEBACK  REPRESENTMENT &  PREVENTION
Merchants have the right to dispute a chargeback should they feel it is 

unmerited. If the merchant knows they’ve fulfilled their obligation to the 

client, delivered their goods and services, and has proof, they may be able to 

fight the chargeback and recover their lost funds. This is called chargeback 

representment. 

Here’s what the chargeback representment process looks like:

050607
Acquirer reviews the information
from the merchant if agrees then
represents chargeback
electronically to Issuer

Issuer recieves the item and
reposits it to the CardholerrÕs
account OR submits it to VISA
or MasterCard to determine
Þnancial liability if the item is
not addressed

Cardholder recieves the
dispute resolution information
and may be credited or rebilled
for the item in question
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It’s very important that merchants fight chargebacks whenever possible. 

As chargebacks cost merchants in lost sales, cost of goods, marketing 

expenses, transaction fees and more, they often result in significant financial 

losses. They can also threaten the very merchant accounts necessary to do 

business.

Ultimately, the best way to fight chargebacks is through prevention. 

Merchants can often keep chargebacks from ever occurring with honest, 

ethical and efficient back-end operations. This means:

•	 Being up-front, honest and ethical in marketing and advertising efforts

•	 Clearly explaining all terms and policies

•	 Having iron-clad quality control and fulfillment processes

•	 Tuning in to customer feedback and responding appropriately

•	 Employing a 24-7 customer response team
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Because the chargeback industry is constantly evolving, 
with changing regulations, rules and timelines, enlisting 

a chargeback representment firm is the best way to 
successfully fight and prevent chargebacks.  

If you’re managing your chargebacks in-house, however, then you might as 

well be strategic about it. Don’t fight chargebacks the same old way, fight 

them the smart way!

 Check out the eGuide, The Smart Way to Fight & Recover Chargebacks.


