
 
 
Fed proposes rules to limit credit card fees 
Fees would have to be 'reasonable' and 'proportional' to the offense 

By Tamara Holmes 

Credit cardholders who have complained about rising interest rates and fees in recent months may be getting a break, thanks to a 

proposed rule released Wednesday by the Federal Reserve, which would set limits on penalty fees and require card issuers to 

reconsider past interest rate increases.  

"The rule would prevent credit card issuers from charging large penalty 

fees for small missteps by consumers and would require issuers to re-

evaluate rate increases imposed since the beginning of last year," said 

Federal Reserve Gov. Elizabeth A. Duke in a statement.  

As part of the Credit CARD Act of 2009, card issuers must ensure that 

penalty fees imposed for account violations are "reasonable and 

proportional" to the violation. The rule proposed by the Federal Reserve 

Wednesday provides guidelines for doing so, and would go into effect on 

Aug. 22, 2010. The types of fees covered by the rule include late payment 

fees, returned payment fees and over-limit fees. Those not covered by the 

rule include balance transfer fees, cash advance fees, foreign transaction 

fees and annual fees.  

Under the proposed rule:  

 Penalty fees could not exceed the violation. Card issuers 

would not be able to charge consumers a fee that was larger 

than the dollar amount of the infraction. In other words, if a 

cardholder was late making a $15 minimum payment, the 

penalty fee could be no higher than $15. In the case of large 

dollar amounts, penalty fees could not exceed 5 percent of the 

dollar amount, so a consumer who exceeded his credit limit by 

$500 could be subject to no more than a $25 fee. 

 

Penalty fees imposed on credit cardholders for such infractions 

as paying late and going over the limit have been rising for 

years. A 2006 report by the Government Accountability Office 

found that penalty fees rose from an average of $13 in 1995 to 

$30 in 2005. More recently, Chicago-based market research firm 

Mintel Comperemedia found that the average late payment and 

over-limit fees were $37 and $36 respectively. Under the new 

credit card reform law, consumers must opt in to over-limit fees 

before issuers can charge those fees.  

 Multiple penalty fees cannot be charged for the same 

offense. Cardholders who violate account terms cannot have more than one penalty imposed upon them. For example, a 

card issuer might charge a cardholder a late fee, as well as a returned payment fee if a check bounced. Under the new 

rule, only one penalty fee could be applied to the violation. 

 Inactivity fees would be banned. One of the most widely criticized practices of charging cardholders an inactivity fee for 

failing to make new purchases within a certain period of time would be prohibited under the new rules.  

 

FED PUTS THE SQUEEZE ON CREDIT CARD FEES  

What: The Federal Reserve released proposed rules limiting 

penalty fees credit card companies can charge. For 

example, if consumers go over their credit limits by $20, the 

fee for that violation can be no larger than $20. The rules are 

part of the Credit CARD Act of 2009's mandate that credit 

card fees be reasonable and fit the violation.  

At stake: Credit cardholders and consumer groups have 

long complained that card issuers charged exorbitant fees 

when card users made mistakes. In recent years, income 

from a smorgasbord of fees has been a key source of bank 

profits. That will change with this ruling.  

When it takes effect: Starting Aug. 22, 2010, when the third 

phase of the Credit CARD Act takes effect, fees must be 

"reasonable," inactivity fees will be banned and credit card 

issuers must begin to conduct six-month reviews of accounts 

that have had interest rate hikes going back to Jan. 1, 2009.  

What's next: The public has about a month to file comments 

with the Fed about the proposed rules. See box below for 

instructions on how to file and view comments submitted.  
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The Federal Reserve also addressed interest rates that have risen dramatically for many cardholders in the months before much of 

the Credit CARD Act went into effect Feb. 22. The rule would require credit card issuers to let cardholders know the reasons their 

rates have increased. Also, issuers who increased rates since Jan. 1, 2009, would have to re-evaluate their decision to see whether 

the reasons for the increase have changed. If they have, card issuers would have to consider reducing the rate.  

Consumer groups hail rules 

The ruling was received favorably by consumer groups.  

"The recent Federal Reserve ruling related to credit card fees is yet another positive protection for consumers,” says Gail 

Cunningham, a spokeswoman for the National Foundation for Credit Counseling, based in Silver Spring, Md.  "Large penalty fees 

have often pushed consumers into a financial situation from which they could not recover. Requiring fees to be proportionate to the 

offense is a common-sense ruling that is long overdue, and one that consumers will undoubtedly welcome."  

The ban on inactivity fees would be a huge win for consumers, says 

Kathleen Day, a spokeswoman for the Durham, N.C.-based Center for 

Responsible Lending. "If you don't want to spend money, [card issuers] 

were making you spend money on fees," Day says. "A ban on inactivity 

fees is a step in the right direction."  

However, financial experts say consumers must still be diligent about 

understanding their credit card agreements so they can avoid penalty fees 

altogether. "Even though these protections shield consumers from abusive 

practices, it is nonetheless incumbent on the consumer to become aware 

of and familiar with the provisions, and remain fully engaged with their 

finances, thus using the new laws to their advantage," Cunningham says.  

 

The limits on fees are good, but consumers should strive for paying no 

fees, says Dorothy Guzek, a counselor with Farmington Hills, Mich.-based 

GreenPath Debt Solutions. That means consumers should make a point 

of opening and reading their statements and if they don't understand why 

they're being hit with certain charges, they should call their credit card 

issuers to find out how they can avoid them.  

"Every fee that consumers pay is principle they're not paying so it's going 

to take them longer to be debt-free if they're paying high interest or late 

fees or over-the-limit fees," Guzek says.  

See related: Credit card reform and you, A guide to the Credit CARD Act of 2009, Creative new fees escape CARD Act rules, 

surprise consumers  
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PARTICIPATE: 

HOW TO COMMENT  

ON PROPOSED RULES  

The Fed will accept public comments on the proposed 

rules until 30 days after its publication in the Federal 

Register. You can comment using one of the following 

methods:  

 Go to the Federal Reserve's "Proposals for 

comment" page online. Refer to Docket No. R-

1384. Or use this comment form.  

 Also online, visit the federal "eRulemaking 

Portal." Follow the instructions for submitting 

comments.  

 Send e-mail to 

regs.comments@federalreserve.gov; include 

Docket No. R-1384 in the subject line.  

 Mail Jennifer J. Johnson, Secretary, Board of 

Governors of the Federal Reserve System, 

20th Street and Constitution Avenue, NW, 

Washington, DC 20551.  

 To view comments filed on the proposed rule, 

go to the Fed's comments page.  

http://www.creditcards.com/credit-card-news/help/credit-card-reform-act-1282.php
http://www.creditcards.com/credit-card-news/credit-card-law-interactive-1282.php
http://www.creditcards.com/credit-card-news/creative-new-fees-card-act-1267.php
http://www.creditcards.com/credit-card-news/creative-new-fees-card-act-1267.php
http://www.federalreserve.gov/generalinfo/foia/ProposedRegs.cfm
http://www.federalreserve.gov/generalinfo/foia/ProposedRegs.cfm
http://www.federalreserve.gov/generalinfo/foia/ElectronicCommentForm.cfm?doc_id=R-1384&doc_ver=1&name=Regulation%20Z%20-%20Truth%20in%20Lending&date=20090929a
http://www.regulations.gov/
http://www.regulations.gov/
mailto:regs.comments@federalreserve.gov
http://www.federalreserve.gov/generalinfo/foia/index.cfm?doc_id=R%2D1384&doc_ver=1

