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Credit Card Accountability, Responsibility and Disclosure (CARD) Act

Handout for Exercise 6.5
This new law eliminates some predatory practices in the credit industry.

Most of these changes went into effect in February  2010.

Summary of Some of the Major Changes:

1.
Forty-five day advance notice of changes to interest rates.  The former notice period was 15 days.

2.
Elimination of double cycle billing.  This method uses the average daily balance of the current and previous billing cycles.  This is the most expensive way to calculate finance charges.

3.
No interest rate changes during first 12 months after opening a credit card unless the increase was disclosed when a person first opened the credit card.
4.
No interest rate increases on pre-existing balances.  If a credit card company decides to increase the rate, the new rate applied only to amounts charged on the credit card after the rate increase goes into effect.  The balance prior to the rate increase continues to accrue finance charges at the old rate.

5.
Penalty interest rate changes.  If an individual doesn’t make a payment within 60 days of the due 
date, even during the first 12 months of having the account open, he or she is subject to a penalty rate increase.  However, the credit card company raises the rate because the account was 60 days late, it must lower the rate to the original rate if the borrower makes on-time payments over the next 6 months.  be returned to the previous rate following 6 months of on-time payments.

6.
Promotional APRs must be at least 6 months long unless the Federal Reserve identifies exceptions.

7.
Over the limit fees cannot be applied unless an individual has “opted-in” to allow banks to process transactions that would take the individual over his/her credit limit.  The credit card company can charge only once “on the limit” fee per billing cycle.
8.
Payment above the minimum must go to the balance with the highest rate of interest (as per changes to the rules outlined in #3 above).

9.
Credit card bills must be sent to the consumer at least 21 days before the due date.  This gives consumers more time to pay their bills, thereby reducing the potential for late fees and penalty interest rates.
10.
Credit card payments received by 5 p.m. on the due date are on time.  Currently, credit card companies may consider anything after 11 a.m. late even if their mail typically arrives in the afternoon.  Payments are also on time if received the next business day if the due date falls on a weekend or holiday.

11.
Simplification of credit card disclosures. Credit card companies must disclose the duration of penalty interest rates, simplify information about variable rates, explains when grace periods do/do not apply, and use tables, bullet point lists and bold-faced type to make the information more readable to the average consumer.

12.
Disclosures in billing statements.  Billing statements must be easier to understand, and must include:

· Year-to-date totals of interest and fees
· Interest charged by the type of transaction
· Information about the APR being used
· The effect of minimum-only payments including total repayment time (e.g., “If you continue to
make the minimum payment of $_____ on the existing balance of $______ at the effective rate of ______%, it will take you ______months to repay your debt”).
13.
People under 21 can only open credit cards if:
· There is a co-signer over 21
· The consumer submits financial information showing that he/she has the capacity to pay independently (he/she has sufficient income)
Increases in the credit limits must include authorization from co-signer. 

14.
Credit card companies must consider a person’s ability to pay when issuing credit cards or increasing credit limits.
15.
Credit card companies are limited in how they can make offer to young people.  The companies must be clear about any arrangements they have with schools, college, universities in terms of marketing to students. 
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