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On May 22, 2009, President Obama signed the Credit Card Accountability, Responsibility and Disclosure Act
of 2009 (also referred to as the Credit CARD Act of 2009) (H.R. 627) (the “Act”). This Alert provides an outline
of the key provisions of the Act. In general, the Act’s credit card provisions amend the Truth in Lending Act
(“TILA”); its prescreening provisions amend the Fair Credit Reporting Act; and its stored value provisions of
the Act amend the Electronic Funds Transfer Act (‘EFTA”). Several provisions amending TILA and EFTA will
require interpretation and rulemaking by the Federal Reserve Board (the “Board”). The Act mandates many of
the yet-to-be effective rules already issued by the Board in December 2008, but also imposes additional
restrictions. We can expect the Board to build on and expand its December 2008 rules to address the
significantly broader scope of the Act.

The various provisions of the Act go into effect at different times, starting 90 days after the date of enactment
to 15 months from the date of enactment. In general, the majority of the provisions go into effect on Feb. 22,
2010. Several requirements, including the 45-day notice requirement for increased APRs and “significant
changes” to card agreements and the requirement that bills are sent 21 days before the due date, go into
effect 90 days after the date of enactment. The requirements under the Act become effective regardless of
whether or not the Board issues implementing regulations prior to the applicable effective dates.

The Act Prevents Unfair Increases in Interest Rates and Changes in Terms

® The Act prohibits raising interest rates in the first year after a credit card account is opened and on
existing balances unless: (1) the increase is under a variable interest rate; (2) the increase is at the end of
the promised time for a promotional rate; (3) the minimum payment is not received within 60 days after
the due date; or (4) the increase is due to the completion of a workout.

e A credit card issuer cannot change the terms for repaying a balance except to give the cardholder either
five years to pay off the outstanding balance at the old rate or to increase the minimum payment to no
more than twice as much as the old minimum payment.

e A credit card issuer that increases a cardholder’s interest rate since Jan. 1, 2009, must review the
account every six months and decrease the rate if indicated by the review. This provision becomes
effective 15 months after the date of enactment and is subject to enforcement only by administrative
means.

® Promotional rates must last at least six months.

! For a summary of the Board's rules issued in December 2008, please see our Alert dated Dec. 23, 2009 entitled Banking Agencies
Adopt Rules to Protect Credit Card Customers and Federal Reserve Adopts Further Protections by Amending Regulations Z and DD,
available at http://www.srz.com/122308BankingAgenciesAdoptRulesProtectCreditCardCompanies/.



http://www.srz.com/122308BankingAgenciesAdoptRulesProtectCreditCardCompanies/

The Act Places Limits on Fees and Penalty Interest

e The Act prohibits over-the-limit fees unless the consumer has requested to allow transactions that will
exceed the credit limit. The Act also requires credit card issuers to provide notice regarding the
cardholder’s ability to revoke the opt in each time the cardholder is assessed an over-the-limit fee. An
over-the-limit fee may be imposed only once per billing cycle if the balance is above the credit limit on the
last day of the billing cycle.

e |f the interest rate increases because payment is not received within 60 days after the due date, the rate
must be reduced to the original lower rate if the consumer pays on time for 6 months.

e The Act prohibits credit card issuers from charging a fee to pay a credit card debt, whether by mail,
telephone or electronic transfer, except for live services to make expedited payments.

o Penalty fees (e.g., late fees and over-the-limit fees) must be reasonable and proportional to the omission
or violation. The Board must issue rules to set standards to decide what levels are reasonable, and it may
set up “safe harbors” for acceptable fee levels. This provision becomes effective 15 months after the date
of enactment.

e The Act prohibits a credit card issuer from reaching back to an earlier billing cycle when calculating the
amount of interest charged in the current cycle (i.e., “double cycle” billing).

® The Act prohibits credit card issuers from charging fees for opening a credit card where the fees total
more than 25% of the credit limit.

The Act Requires Credit Card Issuers to Consider Consumers Ability to Repay

® Credit card issuers must “consider” the consumer’s ability to make the required payments under the credit
card terms before issuing a new card or increasing a card’s credit limit.

The Act Requires Fairness in the Application and Timing of Card Payments

® Amounts in excess of the minimum payment must be applied to the highest interest rate, except in the last
two months before a deferred interest balance is due.

® The Act prohibits credit card issuers from setting early deadlines for payments. Payments must be
received by 5 p.m. at a location set by the issuer.

e |f the due date is on a day when the creditor does not receive or accept payments by mail (including
weekends and holidays), the creditor may not treat a payment received on the next business day as late
for any purpose.

e Payments made at local branches of the creditor must be credited the same day.
® Due dates must be on the same day each month.

® The Act prohibits card issuers from treating a payment as late unless the bill is mailed or delivered at least
21 days before the due date.

The Act Enhances Disclosures of Card Terms and Conditions

o The Act requires 45-day written notice before the credit card issuer can raise the APR or make any other
significant change to the card agreement. No notice is required for: (1) a rate increase at the end of the
promised time for a promotional rate, (2) a rate increase under a variable rate, or (3) a rate increase due
to the completion of a workout.

e The Act requires credit card issuers to provide disclosures to consumers upon card renewal when the
account terms have changed.
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The Act requires credit card issuers to provide individual consumer account information and to disclose
the period of time and total interest it will take to pay off the card balance if only minimum monthly
payments are made.

The Act requires full disclosure in periodic statements of payment due dates and applicable late payment
penalties.

Credit card agreements must be posted online and the Board must keep a public website to provide them
to the public.

The Act Protects Young Consumers and College Students

Before issuing a credit card to a person under the age of 21, the credit card issuer must obtain an
application that contains either a signature of a co-signer over 21 or information indicating an independent
means of repaying any credit extended.

Credit card issuers may not raise the credit limit on accounts held by a person under the age of 21 who
has a consigner without written permission from the cosigner. The cosigner must also assume joint
liability for the credit limit increase.

The Act prohibits prescreened credit card offers to people under the age of 21 unless the consumer has
consented to receive prescreened offers.

The Act restricts credit card issuers from providing tangible gifts to students on college campuses in
exchange for filling out credit card applications. This restriction also applies to locations near campus as
determined by the Board and at events sponsored by or related to a college.

The Act requires colleges to publicly disclose any marketing contracts made with a credit card issuer.

The Act Provides Gift Card Protections

The Act covers gift certificates, store gift cards and general-use prepaid cards. The Act does not cover
rewards, loyalty, telephone or promotional cards and does not cover paper gift cards or paper gift
certificates. In addition, the Act does not cover cards that are reloadable and not marketed or labeled as a
gift card or gift certificate. For example, reloadable payroll cards or government benefit cards are not
covered.

Gift certificates, store gift cards and general-use prepaid cards covered by the Act may not expire less
than five years from the date the card was purchased or money was last added to it, whichever is later.

The Act prohibits fees if the covered certificate or card has been used within the past 12 months. If a
certificate or card remains unused for 12 months, then there can be one fee per month.

Stronger state laws continue to apply, including for both expiration dates and fees.

The Act requires the Board to determine the extent to which EFTA and Regulation E should apply to
general-use prepaid cards, gift certificates, and store gift cards.

Authored by Donald J. Mosher and Kara A. Larsen.

If you have any questions concerning this Alert, please contact:

Donald J. Mosher +212.756.2187 donald.mosher@srz.com
Joseph P. Vitale + 212.756.2485 joseph.vitale@srz.com
Jessica J. Sklute +212.756.2180 jessica.sklute@srz.com
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“U.S. Treasury Circular 230 Notice: Any U.S. federal tax advice included in this communication was not
intended or written to be used, and cannot be used, for the purpose of avoiding U.S. federal tax penalties.”

This information has been prepared by Schulte Roth & Zabel LLP (“SRZ’) for general informational purposes only. It does not constitute legal advice, and is
presented without any representation or warranty as to its accuracy, completeness or timeliness. Transmission or receipt of this information does not create an
attorney-client relationship with SRZ. Electronic mail or other communications with SRZ cannot be guaranteed to be confidential and will not (without SRZ
agreement) create an attorney-client relationship with SRZ. Parties seeking advice should consult with legal counsel familiar with their particular
circumstances. The contents of these materials may constitute attorney advertising under the regulations of various jurisdictions.

Copyright © 2009 Schulte Roth & Zabel. All Rights Reserved. Schulte RothaZabel | 4


http://www.srz.com/


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


