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repaid cards, which include general-purpose 
reloadable cards, payroll cards, gift cards, campus 
cards, healthcare cards, award or incentive 

cards, disaster relief cards, and government benefit 
disbursement cards, are an increasingly popular payment 
instrument in the United States. As opposed to traditional 
credit and debit cards that are backed by a line of credit or 
a bank account, open loop prepaid cards derive their value 
from deposits to the issuer before they are used. Prepaid 
cards can be either open-loop or closed-loop. Open-loop 
cards can be used to make payments anywhere the major 
payment network (e.g. Visa or MasterCard) on the front 
of the card is accepted. Closed-loop cards are accepted at 
a specific retailer (e.g. Starbucks RewardsTM) or related 
group of retailers such as a franchise network (e.g. Gap 
gift cards, which can be used at any of the Gap Inc. brand 
stores including Gap, Old Navy, Banana Republic, and 
Athleta). These cards offer an alternative to credit and 
debit cards that is cost-effective and accessible. Prepaid 
cards are commonly used by banked and unbanked 
consumers to manage their money, by employers to 
distribute payroll, and by government agencies to 
distribute benefits.

According to the 2013 Federal Reserve Payments Study, the 
number of prepaid card payments increased by 3.3 billion 
to a total of 9.2 billion from 2009 to 2012, amounting to 
a 15.8% annual increase. Specifically, general purpose 
reloadable (GPR) cards are the fastest growing payment 
instrument in the United States. The number of payments 
using GPR cards increased 33.5% annually in the span 
of 2009 to 2012 from 1.3 billion transactions to 3.1 billion. 
GPR cards especially appeal to the 9 million (7%) of U.S. 
households that are unbanked and 24.5 million (20%) 
that are underbanked, whether by choice or because 
no bank will allow them to open an account. The 2015 
FDIC National Survey of Unbanked and Underbanked 
Households found that 37.8% of these unbanked 
consumers cited not having enough money as their main 
reason for not having a bank account, 10.9% cited that 
they do not trust banks, and 9.4% are unbanked mainly 
because account fees are too high.

GPR cards offer essential services traditionally limited 
to bank accounts, including ATM withdrawals; direct 
transfers, direct deposits, and cash or check deposits; 
online account management and bill bay; and payment 

with major card networks such as Visa, MasterCard, 
Discover, or American Express. GPR cards are purchased 
most often by consumers from retail locations, but are 
also distributed by employers and government agencies. 
These cards can often be reloaded electronically or at 
thousands of retail locations across the U.S.

According to the 2013 Prepaid Card Experiment, a 
1,056-consumer study conducted by the Federal Reserve 
Bank of Boston, 27% of U.S. consumers have some type 
of GPR card. 24% of banked U.S. adults, as defined by 
having a checking account, own a GPR card, and 45% of 
unbanked consumers have one. This amounts to 4.8% 
of U.S. adults who possess a GPR card and do not have 
a checking account. Among U.S. adults with incomes 
below $25,000, 49% have used a GPR card, which is a 
significantly higher rate (over 20% more) than other 
income groups. According to Phoenix Marketing 
International’s Consumer Payments Monitor, 45% of 
Millennials, 35% of Generation X, 18% of Baby Boomers, 
and 4% of the Greatest Generation own a GPR card. The 
Phoenix 2013 survey defined Millennials as ages 18–32, 
Generation Xers as ages 33–48, Baby Boomers as ages 
49–67, and the Greatest Generation as age 68 or older. 
The study found age to be a more significant factor than 
income in determining GPR card usage rates, as a majority 
of Millennials with incomes over $100,000 own a GPR 
card. The Federal Reserve Bank of Philadelphia conducted 
a study called “Millennials with Money,” exploring this 
phenomenon. They found that 96% of Millennials with 
incomes of $100,000 or more used prepaid cards in August 
2014. 

Unbanked customers are significantly more likely than 
those who are banked to receive payments through 
prepaid cards. Of those consumers without a checking 
account, 33% received income via a prepaid card compared 
to 9% of consumers who have a checking account. Those 
without a checking account made proportionately more 
payments with a prepaid card than those with a checking 
account. Prepaid card accounts that receive periodic direct 
deposits from the government or an employer remain 
active longer and are used more intensively than those 
purchased from a retailer.

Some consumers are using GPR cards in place of checking 
accounts, yet GPR cards do not currently have the same 
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federal consumer protections. Currently, issuers are not 
required to limit a cardholder’s liability for unauthorized 
use, or offer provisional credit for disputed transactions, 
or disclose all cardholder fees prior to acquisition, though 
many issuers provide these protections. Depending on 
how cardholder accounts are set up, some consumers 
do not have FDIC protection. It may be difficult for 
consumers to tell if they are protected as a result of the 
lack of standardized disclosure. Additionally, GPR cards 
can include a wide range of fees varying from company 
to company that are often not clearly and concisely 
disclosed. Possible fees, which vary by card product, can 
include charges for account activation, monthly account 
maintenance, point of sale transaction, bill payment, cash 
withdrawal, balance inquiry, adding funds to the card, 
receiving a printed statement, customer service requests, 
card replacement, inactivity, declined transaction, refund 
of remaining card balance, shortage/overdraft, and 
account advances. Critics argue that the lack of a standard 
format to compare fees and protections against fraud and 
disputed transactions makes it difficult for consumers to 
determine the best card for their needs. 

In response, the Consumer Financial Protection Bureau 
(CFPB) finalized new rules on October 5, 2016 to regulate 
the prepaid card industry that become effective on 
October 1, 2017. In addition to general purpose reloadable 
cards, these regulations will cover mobile wallets, person-
to-person payment products such as Venmo and Square 
Cash, and other electronic prepaid accounts that can store 
funds. The new rules extend protections from Regulation 
E, which applies the Electronic Fund Transfer Act, and 
Regulation Z, which applies the Truth in Lending Act, to 
all prepaid accounts other than limited exceptions for a 
handful of products such as certain healthcare cards, gift 
cards, and disaster relief cards.

The rules will require financial institutions to provide 
short form and long form disclosures with uniform format 
and content. The short form will contain standardized 
fee disclosures for all prepaid accounts even if the fees are 
$0 or irrelevant to that particular program, information 
about additional fees that may be charged specific to that 
program, and finally information regarding FDIC deposit 
or NCUA share insurance eligibility and overdraft features. 
The long form disclosure will comprehensively set forth all 
of the prepaid account’s fees. 

The rules also extend provisions regarding consumers’ 
rights to see account information. As the CFPB specifies, 
financial institutions must make available: a consumer’s 
account balance, through a readily available telephone line, 
at least 12 months of transaction history electronically, 
and written transaction history in response to an oral or 
written request that covers the 24 months preceding the 
date the financial institution receives the request. For all 
prepaid accounts, the Bureau proposes to require financial 
institutions to disclose monthly and annual summary 
totals of all fees imposed on a prepaid account, when 
providing a periodic statement or electronic or written 
account history.

Additionally, the measure extends error resolution and 
limited liability provisions that currently exist for credit 
and debit cards to prepaid accounts that offer overdraft 
protection. The proposed rules limit consumer liability 
for unauthorized transfers, provided that they give timely 
notice. Companies cannot charge more than $50 for lost 
or stolen debit cards if the customer files a report within 
two days.

The new rules extend credit card rules and disclosure 
requirements to prepaid account issuers offering overdraft 
services under Regulation Z. Under the new rules, the 
issuer must obtain consent before adding overdraft 
services, and must wait at least 30 days after the user 
registers for an account before adding these features. 
Consumers would receive periodic statements not more 
often than once a month and have at least three weeks to 
repay debt from overdraft service or credit feature. Also, 
the measure prevents the issuer from setting up electronic 
fund transfers to immediately take incoming deposits to 
repay and replenish credit lines. In response to concerns 
about “force pay” transactions – cases in which the card 
issuer is required to process a transaction even though 
there are insufficient funds to cover that transaction – the 
final rule clarified: “a prepaid card is not a credit card 
when the prepaid card accesses credit that is incidental 
to certain transactions in the form of a negative balance 
on the asset account where the prepaid account issuer 
generally is not charging credit-related fees for the credit.” 
Some commenters on the proposed rule were concerned 
that such a requirement would mean that a prepaid debit 
card would be treated as a de facto credit card.

Though the new regulations serve to increase transparency 
and provide limitation of liability protections, they may 
have harmful unintended consequences. Critics of the 
CFPB rules argue that the rules are too broad and will limit 
access to essential banking services, such as overdraft, 
for those most underserved. Brad Fauss, President and 
CEO of the Network Branded Prepaid Card Association 
(NBPCA), stated in a press release that “the CFPB has 
dismissed many of our serious concerns and moved 
forward with a rule that will harm the very consumers it 
aims to protect. Instead of fostering financial innovation 
and inclusion, the CFPB’s rule will ultimately limit access 
to an essential mainstream consumer product that helps 
millions of Americans participate in the digital economy, 
affordably manage funds, and safely hold money.” These 
rules extend to a wide range of prepaid card types outside 
of GPR cards, and the increased cost of compliance may 
price out some non-reloadable products. Along with the 
increased costs, the short implementation timeline likely 
will not be met by some providers. While it is important to 
protect consumers from fraud and hidden fees, regulators 
must be careful not to undermine what makes these new 
payment instruments so attractive. ◀


