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Prepaid Cards

Are there different types of prepaid
cards?

Yes, prepaid cards include non-reloadable (sin-
gle-use) and reloadable (reusable) cards.

Gift cards, rebate cards and incentive or pro-
motional cards are examples of non-reloadable
prepaid cards. Once you have spent the balance
on the card, it becomes useless. In many cases,
these cards can only be used at one merchant
(a single retail chain, for example) or at loca-
tions that accept payments for the network
that's branded on the card, such as American
Express, Visa, MasterCard or Discover. These
cards are generally not redeemable for cash
and cannot be used internationally.

A reloadable prepaid card is one that allows
funds to be “loaded” and “reloaded” onto it so
that it can be used now as well as over the long
term.

Reloadable cards include payroll cards, cards
you can use to receive government benefits,
single-purpose reloadable cards (to pay for
rides on public transit or to make purchases

at Starbucks, for example) and cards that con-
sumers can reload as needed and use to make
everyday purchases and cash withdrawals at a
wide variety of businesses and ATMs (known as
general-purpose reloadable prepaid cards).

Reloadable cards are generally considered
relationship cards because the purchaser is

not anonymous. The customer’s identification
must be checked before they can do things like
reload funds onto the card or withdraw cash at

Note

Prepaid card terms and costs vary widely.
Always consult the issuer’s “terms and
conditions” to learn about specific cards.
The information in this guide is general in
nature and intended for educational pur-
poses. It should not be taken as legal or
personal financial advice.

an ATM, and in many cases the customer will
receive a card with his or her name on it.

(Note: This publication covers general-purpose
reloadable cards only.)

How do reloadable prepaid cards
differ from gift cards?

Gift cards typically come with a predetermined
amount of money on them (say, $25, $50 or
$100) and typically cannot be reloaded once
the funds on the card have been depleted.
They are generally anonymous and meant to

be given as gifts, whereas a prepaid reloadable
card is often personalized and comes with other
benefits and tools, once the card buyer has
been fully identified.

Are prepaid cards the same as
debit cards?

No. Although you may hear prepaid cards
referred to as “prepaid debit cards,” traditional
debit cards are tied to a checking or other
demand deposit account; a prepaid card is not.
Also, bank debit cards offer different features
or protections for users. For instance, purchase
and fraud protections and dispute resolution
rights are not generally as strong for general-
purpose reloadable prepaid cards as those
offered on credit and debit cards.

How do prepaid cards differ from
the "payroll cards” that some
companies use to pay employees?

Like bank-issued debit cards linked to a check-
ing account, payroll cards are subject to certain
modified provisions of Regulation E, a federal
regulation imposed under the Electronic Fund
Transfer Act that provides important consumer
protections and requirements. These include
limits on losses if the card is used fraudulently,
replacement of lost or stolen funds, and infor-
mation concerning transaction history. These
protections do not automatically apply to
general-purpose reloadable cards (except that
certain provisions of Regulation E do apply to
payroll cards). Though some prepaid card issu-
ers have similar voluntary protections, such poli-
cies can change at any time.
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Payroll cards also are covered by FDIC insurance
for up to $250,000 per employee; not all pre-
paid cards are FDIC-insured.

Most states don’t permit a charge to obtain
or activate a payroll card or to reload the card
with earnings. And in nearly all states, payroll
cardholders must be allowed to obtain their
wages without charge at least once per pay
period (one free ATM transaction, for example).
These rules generally do not apply to general-
purpose prepaid cards (though some card issu-
ers exclude or waive certain fees), although
there are a number of state laws that address
these issues.

How does using a prepaid card
compare to having a checking
account?

There are many differences between a prepaid
card and a checking account. First, a prepaid
card doesn’t give you the option of writing
checks. And not all prepaid cards offer tele-
phone or online bill-pay. Also, you generally
can’t "overdraw” your prepaid card account-
spend more than is available. (Checking
accounts may give you the option to overdraw
your account, for a fee.)

In addition, fees on checking accounts typi-
cally are fewer and lower than fees on prepaid
cards. Bank fees may even be avoidable by sign-
ing up for direct deposit or maintaining a mini-
mum balance. (Some prepaid cards also waive
some fees with direct deposit or a minimum
balance.)

Who are prepaid cards right for?

Prepaid cards can be used by any con-
sumer for a variety of different reasons. They
tend to be more attractive to consumers who
can’t get a credit card, either because they
have a negative credit history or no credit his-
tory at all, or who either can’t or don’t want
to get a checking account. The cards can make
paying and managing finances easier for the
“unbanked” or “underbanked” because they
allow ATM withdrawals, direct deposit, in-per-
son and online purchases and, in many cases,
online bill-pay and automatic payments.

Prepaid cards provide a tool for people who
want to provide a parent, teen or other person,
like a nanny or a contractor, with an allowance,
a way to pay with “plastic” without the risk of
accumulating debt and a way to manage and
track their spending. These cards are also attrac-
tive to individuals who want to manage/budget
their funds and finances.

Can a prepaid card help me build
credit?

Generally speaking, no, a prepaid card cannot
help you build credit because you are not bor-
rowing and repaying money-you are simply
accessing your own money that you loaded
onto the prepaid card. To build credit, you must
borrow money and then pay it back, and the
creditor must report your payment record to
at least one of the three major credit reporting
agencies (Equifax, Experian and TransUnion).
There are a number of companies working on
prepaid cards that may in the future allow you
to build credit by using them.

A secured card is another option for consumers
who can’t qualify for a traditional, unsecured
credit card. A secured card is a credit card
backed by your deposit, which is used by the
card issuer to cover your debt if you default on
the account. Most of these cards report to one
or more of the three major credit reporting
agencies.

How do | get a reloadable prepaid
card?

You can get a reloadable prepaid card from
many retailers, banks or online. Ideally, you
should research your options online before
deciding on a card. There are a number of
card comparison websites that make the pro-
cess quicker and easier. Try to learn something
about the source or sponsor of the card ratings
to be sure you're not being steered to cards
that are not consumer friendly.

You can also shop for cards at the American
Express, Discover, MasterCard and Visa web-
sites.

For any card you're considering, visit the card’s
website and read the disclosures carefully.
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After identifying which card has the features
you want at the lowest cost, submit your appli-
cation. You can expect to receive your card in
about one to two weeks. Follow the activation
and registration instructions, and some cards
may require you to sign the back of the card.

What information do | have to
provide when | request a prepaid
card?

Typically, a card issuer will ask for identifying
and contact information such as your name,
address, birthdate and Social Security number.
If you plan to load your new card from a bank
account, credit card or other source, you'll need
to provide that information, too.

Loading and Using

a Card

How can | load money on my
prepaid card?

Depending on the card, you may be able to
load and reload online, using cash at a partici-
pating retail store (such as Target or Walmart),
or automatically, using a credit card, a wire
transfer or direct deposit. Not all cards allow all
these reload methods. For example, a particular
card may only allow you to reload through pay-
roll direct deposit or using cash at agent loca-
tions. Reload fees vary-in some cases, reload-
ing may be free. (Many cards do not charge a
fee for regularly scheduled direct deposits, for
example.)

How much money can | load on a
prepaid card?

Card issuers have their own minimum and maxi-
mum reload limits per day or per month. Make
sure that the card you choose doesn’t have a
minimum so high it will be difficult for you to
achieve, or a maximum too low to meet your
needs. In some cases, the minimum and maxi-
mum limits don’t apply to direct deposits.

How long does it take for the funds
to load to my prepaid card?

This varies among card issuers and will likely
depend on the way you reload. For example,
a cash reload might be available immediately
while a wire transfer might take a few days.

I'm a government benefits
recipient-can | get my payments
loaded directly onto my prepaid card?

Generally speaking, yes, you can get your ben-
efits payments loaded onto a prepaid card that
you select and open yourself, or onto a card
that the government agency provides.

If you're having your benefits payments loaded
directly to a card you already own, be prepared
to provide the card’s routing number and its
account number or deposit ID number. (You
can get this information from the card issuer’s
website or from a customer service representa-
tive.)

Before agreeing to receive your government
payments on a government-administered pre-
paid card, get some information about the fees,
features and protections associated with that
card. Then compare those with the fees, fea-
tures and protections on cards you can select
yourself. Choose the card that gives you every-
thing you need and want at the lowest cost.

Can | get my tax refund on my
prepaid card?

Yes, you can request that the IRS deposit your
refund on an existing prepaid card account.
You must open and activate the card prior to
your filing a tax return. Or, you can request
that your refund be applied to a new prepaid
“tax refund card” as part of the tax return filing
process.

Where can | use my prepaid card?

Network-branded prepaid cards carry a
logo from one of the four major electronic pay-
ment networks: American Express, Discover,
MasterCard or Visa. You can generally use your
card anywhere that accepts cards with the same
logo that appears on your card, including online
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merchants. For example, if your card has an
American Express logo on it, you can generally
use it anyplace that accepts American Express
cards. Many businesses belong to more than
one payment network, and many businesses
accept payments from all four networks.

Where or how can’t | use my
prepaid card?

You can’t use your card anywhere that isn't a
member of the same payment network that the
logo on your card indicates.

You also may not be able to use your card to
make reservations with airlines, hotels and car
rental companies, though you should be able to
pay the final bill with your card.

If you are allowed to use the card to make the
reservation, the merchant may place an autho-
rization hold on the card for the estimated
amount of the final bill, which means that that
amount of money will not be available for you
to use until the final bill is settled and the hold
expires. This is sometimes called a “block” on
your card. This is similar to how debit and credit
cards work, too.

What is an authorization hold?

An authorization hold (or block) is used
for certain types of purchases where the
amount of the sale is not yet known and will be
determined and paid in the future. The antici-
pated amount of the final bill is held to ensure
that sufficient funds will be available to the
merchant to complete the transaction. Typically,
the hold is removed from the account between
one and ten days after the transaction is com-
pleted.

Businesses that routinely place authorization
holds include gas stations (when you pay at
the pump), auto rental companies, airlines and
hotels. For example, if you swipe your prepaid
card at a gas pump, the station might put a
hold on $75 to make sure that there will be

at least that amount available to pay for your
purchase. If the pump stops at $20, you would
eventually get the unspent portion of the held
money back ($55), but it would take a few
days.

It's important to plan for holds so that your
money isn't tied up when you need it. To avoid
a hold or running out of funds, you could pay
cash for certain purchases or try to maintain a
higher card balance. For purchases of gas, one
way to ensure there is no hold on the funds is
to go inside the station and pre-pay for your
filllup. For example, tell the station agent the
amount of gas you want to purchase with your
card-say, $25. The agent will then set a limit of
$25 on the pump. When you are finished put-
ting gas in your car, you will go inside and com-
plete the transaction (using your PIN or signing
a receipt).

Authorization holds are common on credit and
debit cards as well.

Can | get cash back when making a
purchase?

You may be able to get cash back at places
like grocery stores by hitting the debit button
after swiping your card and then selecting the
amount of cash you want.

Can | withdraw cash from an ATM
using my prepaid card?

Yes, you can generally use your prepaid card

to get cash from an ATM. Insert your card into
the machine and enter your PIN (personal iden-
tification number). Select “withdrawal” when
asked what type of transaction you want to
make, and select “checking” when asked which
account you want to withdraw the money
from. Enter the amount of cash you want. Take
your receipt.

When withdrawing cash, you may be informed
that there is a fee for cash withdrawals at that
machine. Your prepaid card issuer may give you
one or more monthly “free” withdrawals but
the owner of the ATM usually charges an addi-
tional fee.

There may also be limits on the ATM cash with-
drawals you can make per day, week or month,
depending on the card issuer’s policies.
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What's the difference between a
PIN transaction and a signature
transaction?

There are two types of transaction possible
with a card: a PIN-based transaction, which
requires you to use a keypad to enter your
personal identification number, and a signature-
based transaction, which requires you to sign

a receipt. At the time of purchase, you may be
given the choice between “debit” (PIN) and
“credit” (signature-but not actually a credit
since the amount will still be deducted from
your card balance).

Before making the “credit or debit” decision for
the first time, check with the card issuer how it
treats debit and credit transactions differently.
For example, some card issuers charge a fee

(or a higher fee) for one type of transaction or
the other. Choosing the free or less expensive
option when asked “debit or credit” would save
you money. For example, if each debit transac-
tion costs 50¢ and you made just one transac-
tion per day, you would pay $15 in fees in one
month.

Verify whether any zero liability protection on
your card applies to all transactions or if it only
covers credit (signature) transactions.

If you're given the option between debit and
credit, choosing credit may be the safer option,
but ask about the card issuer’s policies before
you use the card.

What can | do if | need to pay for

something but there is not enough
on my prepaid card to cover the
payment?

In most cases, your transaction will be declined
if you try to spend more than the balance
remaining on the card. However, some mer-
chants will allow you to use the available bal-
ance on your prepaid card and then pay the
remainder with another form of payment such
as cash, a check, or a debit or credit card. For
this to work, you must tell the sales clerk how
much you want to pay using your prepaid card
and how much with another form of payment

before the transaction begins. (This is called a
“split tender” transaction.)

A few prepaid cards will allow you to spend
more than the balance on the card; but note
that there is a fee for doing so.

How do | return something to a
store if | purchased it using my
prepaid card?

The return process is similar to that for credit
and debit cards: Present the item you're return-
ing along with the receipt. If the return is eli-
gible for a refund under the merchant'’s return
policy, the purchase amount should be credited
back to your card, though it could take up to

a week for the money to be loaded back onto
your card.

The possibility of needing to make a future
return is a good reason to keep your receipts
and the card even if you don’t plan to reload.

I’'m going on an overseas trip-will
my prepaid card work outside the
u.s.?

Yes, you can use most reloadable prepaid cards
in other countries, but it's always best to check
with the card issuer to ensure your card can be
used internationally. If you plan to frequently
use your card abroad, choose one that has low
foreign transaction (or currency conversion)
fees.

It's always wise to notify your card issuer before
you leave the U.S. so that your card isn't frozen.
As a fraud protection measure, issuers some-
times freeze the balance on cards when foreign
transactions begin to appear.

Can | rent a car or reserve a hotel
room using a prepaid card?

Depending on the policy of the rental car com-
pany or hotel, you may be able to use your pre-
paid card to make a reservation. If you are not
able to make an advance reservation, the mer-
chant will typically allow you to pay the final bill
with your card.

If you are allowed to use the card to make the
reservation, the merchant may put a hold on
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the estimated amount of the final bill, which
means that the set-aside amount will not be
available for you to use until the final bill is
settled.

For example, if on January 1 you reserve one
night at a hotel for February 15, the hotel will
most likely put a hold in the amount of one
night (or even the amount of the estimated
final bill) to ensure the money will be avail-
able when you check out on February 16. That
means you won't be able to use that money for
anything else between January 1 (the date you
made the reservation) and around February 20
(a few days after the payment is processed and
the hold “falls off").

Can | use a prepaid card to pay
bills online?

Depending on the card you choose and the pol-
icies of the card issuer, you may have the ability
to pay bills online or by phone.

First contact companies you owe-utilities, wire-
less service providers, cable companies, insur-
ance providers, etc.-to find out if they will
accept prepaid card payments made through
your card issuer.

If they do, then follow the instructions provided
by the card issuer for setting up online bill-pay.
There could be a fee for each bill you pay but

it is likely to be less expensive and more con-
venient than purchasing and mailing money
orders.

Since not all prepaid cards can be used to pay
bills, you should make a point of shopping

for one that does if you know that that is an
option you'll want. Look for a card with free bill
pay or a low fee.

I'd like to buy a gift online. Can |
pay for it with my prepaid card?

Yes, prepaid cards can be a safe way to make
online purchases. There may be some limita-
tions to using a prepaid card online given that
there is a fixed amount of funds available on a
prepaid card, unlike a debit or credit card.

Can | buy a prepaid card for
someone else and then load money
on it?

Yes, as long as you are 18 you can purchase
and load a prepaid card for someone else, such
as an employee, a teen or young adult, or an
elderly parent. Individual card issuers may have
additional restrictions on who can purchase
cards and for what purpose.

Would getting my son a prepaid
card help him learn to use payment
cards wisely?

It could. Some prepaid cards are designed with
this in mind. A parent who buys and loads

the card can set up parental controls (includ-
ing spending limits) and he or she can monitor
transactions. The card can be reloaded auto-
matically with the child’s allowance, or as need-
ed.

A prepaid card can provide the opportunity for
a young person to learn about budgeting and
using “plastic” without the risk of overspending
or making a mistake that could damage his or
her credit.

Can | transfer money to a family
member or friend using a prepaid
card?

Yes, you may be able to transfer money to
another person using a prepaid card, depend-
ing on the card issuer. Fees will vary, as will the
options for how the recipient can access their
money (for example, on another prepaid card
or through their checking account). You can
also use your prepaid card to wire money to
someone who will pick up the money from a
money wiring business near them.

Will my transactions be debited
from my card balance immediately?

Typically, yes, your transactions will “post” on
the same day. However, some transactions,
such as a purchase at the gas pump, can take a
day or two to post. In such a case, you would
likely see a hold on some of your funds until the
purchase is complete and the hold is removed.
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Prepaid Card Costs

Could | ever be charged interest on
my prepaid card?

Since you are not borrowing money, you can-
not be charged interest. However, if a card
allows you to spend more than you have load-
ed on it, you would likely be charged a fee for
exceeding your card balance.

How do companies make money
on prepaid cards if they don't
charge interest?

Prepaid card issuers generally make money two
ways: on the fees you, as the cardholder, pay
and on the transaction fees that businesses

pay each time you use your card to make a
purchase (sometimes called interchange or mer-
chant fees).

How much will a prepaid card cost
me?

How much a prepaid card ultimately costs
depends on many factors, including the number
and amount of fees charged on your particular
card as well as how you use the card.

Look not only at the fees that could be charged
but also at any fees that are mandatory and
cannot be avoided. For example, a few cards
offer fee-free transactions while others waive
certain fees when you maintain a minimum bal-
ance or use direct deposit.

Fee disclosures may appear on the card packag-
ing, but the card issuer’s website will probably
be your best source of complete information.
Unfortunately, there’s no law that requires a
standard fee chart for prepaid cards but some
issuers are more upfront about their fees than
others. Before you buy a card, look for a pre-
paid card where the issuer discloses all the fees
clearly.

When you've narrowed down your options,
calculate your monthly cost for each card based
on how you expect to use it.

Do all prepaid cards have the same
fees and terms?

No, prepaid card fees and terms vary widely.
It's very important to shop around because the
difference between one card and another could
be hundreds of dollars each year depending on
your usage.

Could a prepaid card save me
money?

If you don’t have a checking account, it's pos-
sible that a prepaid card’s fees could be lower
than the fees you'd pay to cash your checks

and purchase cashier’s checks to pay your bills.
In some instances, prepaid cards can be more
expensive than checking accounts, so it is impor-
tant to compare the costs of your payment
account options to determine what is the best
value for your money.

Is there an upfront cost for a
prepaid card?

It's very likely. Most cards charge a purchase fee
or an activation fee and sometimes both. An
activation fee is different from a purchase fee.
A purchase fee is the upfront price you pay to
buy a card. (Some cards cost money to buy in a
store, but can be ordered for free online.)

What is an activation fee?

An activation fee is a one-time charge also
known as an account opening fee, initial load
fee or set-up fee. If there is a fee, it can range
up to $30 or more, so it's very important to
compare this cost among cards you're consid-
ering. If a “purchase fee” is also required, the
combination of the two fees could be signifi-
cant.

What is a monthly maintenance
fee?

This is a fee charged to your card each month
after you activate it. Many prepaid cards charge
a monthly maintenance fee-but you can find
cards that don’t. On cards that have them, they
vary widely, up to $10 per month. With some
cards, you may be able to avoid a maintenance
fee if you meet a monthly reload minimum,
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maintain a high enough balance on the card
or sign up for direct deposit for your paycheck,
benefits or other income.

What is a reload fee?

A reload fee is charged when you add
funds to your card. The fee varies among cards
and may also vary according to the method
used to reload. For example, a cash reload
might incur a fee while another type of reload,
such as direct deposit, would not. There may
also be a third-party fee if you visit an “agent”
(such as a participating chain of stores) to load
cash onto your card.

What is an inactivity (or dormancy)
fee?

Some cards charge an inactivity, or dormancy,
fee if you don’t make at least one transaction
during a certain period. This timeframe var-

ies by card (and not all cards have the fee) so
make sure you learn how long you can go with-
out using your card before you'll be charged a
dormancy fee.

Legally (as of August 2010), inactivity fees can’t
be charged on gift cards unless the card has
gone unused for at least 12 months. General-
purpose reloadable prepaid cards-the subject
of this guide-are not covered by this rule.
However, several states place limitations on
when inactivity fees can be charged by card
issuers subject to state law.

Is customer service free?

Not always. Some issuers provide free
customer service across the board-by phone
(with a live representative), online or via email.
Others charge for live customer service but
not for automated assistance. And still others
charge for virtually every type of assistance.
Before choosing a card, find out what types of
customer service are offered free and which
ones you have to pay for.

What can | do to avoid prepaid
card fees?

Check with your card issuer. Not all prepaid
cards offer ways to avoid fees. Depending on

the issuer, some of the ways you might be able
to avoid prepaid card monthly maintenance
and transaction fees include:

- setting up direct deposit for your
paycheck or other monthly income

+ loading a certain amount onto your card
each month

+ maintaining a minimum balance on the
card

- getting cash back when making a
purchase at a grocery store or other
retailer (instead of paying an ATM fee)

- checking your balance by whichever
method is free (It's very common to
encounter a charge to check your balance
at an ATM. Avoid card issuers that charge
a fee to check your balance online or
using an automated phone help line.)

- loading by whichever method is free (if
there is one)

- using network ATMs (Even if there is a
fee, it will be less expensive than using an
out-of-network ATM.)

- making transactions using whichever
method is free (if either PIN or signature
transactions are free)

- avoiding transactions that go over your
balance

- using automated “help” rather than a live
customer service representative, if your
issuer charges you for this, and viewing
your statement online rather than getting

a paper copy
Do prepaid cards offer rewards,
like credit cards do?

Typically, no. If you do come across a prepaid
card that offers rewards, make sure you are
aware if there are fees associated with these
rewards-such fees are likely to be high in com-
parison to non-rewards cards to cover the card
issuer’s cost of the rewards program. You're
better off finding a low-cost card that meets
your needs but offers no rewards. (However,
some prepaid cards, especially those designed
for travelers, may offer legitimate perks like
purchase protection. See the next section.)
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Policies and Protections

How safe are prepaid cards?

Since you need to use a PIN or provide
your signature to use it, a prepaid card is safer
than carrying around cash. If you report your
card lost or stolen as soon as you notice it
missing, you may be able to avoid any finan-
cial loss, unlike lost or stolen cash. (Some card
companies will voluntarily replace money stolen
from your card, but such policies are subject to
change at any time.)

Do prepaid cards offer the same
consumer protections that debit
and credit cards do?

No, prepaid cards are not subject to the

same laws that govern credit and debit cards.
(Prepaid payroll cards, issued by employers for
the express purpose of distributing salaries, are
subject to certain provisions of Regulation E just
like debit cards). However, some card issuers
voluntarily provide similar protections, such as
zero liability for unauthorized transactions and
replacement of lost funds.

To understand exactly what your card’s policies
are, review the information that came with the
card or that appears on the issuer’s website. Be
aware that to benefit from protections offered
by your card issuer you might have to follow
certain procedures (such as notifying the issuer
of unauthorized activity within a specified num-
ber of days) or meet certain criteria (such as
having the loss occur as the result of a signa-
ture transaction rather than a PIN transaction).
Voluntary policies are subject to change at any
time.

What is “zero liability” protection?

Zero liability protection is a voluntary
policy of certain issuers that guarantees that
you will not be held responsible for any unau-
thorized transactions should your card be lost
or stolen. Typically, this policy requires that
the card be registered and that the cardholder
promptly notify the issuer of the missing card
and/or unauthorized transactions.

Be aware that there are exclusions and limita-
tions on zero liability protection for prepaid
cards. For example, the policy may not cover
ATM transactions or certain other types of
transactions. And such voluntary policies are
subject to change at any time.

What does it mean to “register” my
card?

Registering your card means providing your per-
sonal information, including, in some cases, gov-
ernment-issued identification and Social Security
number. Generally speaking, you must be reg-
istered to qualify for certain cardholder protec-
tions and to make purchases online (some mer-
chants require a valid “billing” address). Also,
general-purpose reloadable cards are generally
not anonymous cards like single-load gift cards,
so some information about the cardholder is
required before the card can be issued and
reloaded.

Are all prepaid card balances
insured by the FDIC?

Many, but not all, prepaid card accounts are
insured for up to $250,000 per account by the
Federal Deposit Insurance Corporation (FDIC) if
the bank fails.

If the issuing bank’s account records name the
cardholder, then the balance on the card will
be insured for the cardholder. However, if the
funds are pooled and records do not identify
cardholders individually, the insured could be
the card distributor or another third party rath-
er than the cardholder.

In 2008, the FDIC clarified that even when
money is pooled, account owners are protected
by FDIC insurance as long the custodial arrange-
ment is disclosed and there are sufficient
records to identify individual cardholders. Still,
there are some card issuers that do not deposit
money in FDIC-protected accounts, so cardhold-
ers have to ask specifically if they and their indi-
vidual accounts are insured.
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My prepaid card balance is
protected by state money
transmitter laws. What does this mean?

Many states regulate prepaid card issuers

(and other financial service providers) through
“money transmitter” laws, which apply to non-
bank businesses that facilitate consumer pay-
ments. Generally speaking, money transmitter
laws ensure the safety and soundness of non-
bank money transmitter businesses and their
customers’ money.

State money transmitter laws require that
issuers must at all times hold assets that have
a market value equal to or greater than the
aggregate amount of outstanding prepaid
balances in order to protect consumer funds.
Many states also have requirements that treat
consumer monies (such as prepaid card bal-
ances) as being held in trust for the benefit of
consumers in the case that issuers fail.

My prepaid card offers “purchase
protection”-when does it apply?

Purchase protection is a benefit that some card
issuers provide voluntarily. Typically, it does
things like extend the standard manufacturer’s
warranty, lengthen the period during which an
item can be returned, and reimburse cardhold-
ers for accidental damage, loss or theft that
occurs soon after purchase (usually within 90
days). Coverage terms and exclusions vary, so
check your card agreement. Not all prepaid
cards offer purchase protection.

Can | dispute a transaction, the
way | can with a credit card?

You can dispute a charge that you believe is in
error or fraudulent. Contact your card issuer’s
customer service department as soon as you
notice an error on your statement. In most
cases, you must report an error within a limited
period (60 days from the date of the statement
on which the unauthorized transaction first
appears is common).

Most prepaid card issuers do not send a trans-
action statement by mail or email-however
most allow you to check transactions online. If

the card you choose does not issue statements,
it's important that you frequently check your
transactions online so that you can catch any
unauthorized activity as quickly as possible. (To
avoid racking up fees, choose a card that offers
free unlimited online account access.)

Can prepaid cards help me avoid
fraud?

Some cards (credit and prepaid) allow you to
create a “virtual” card with its own card num-
ber, security code (the “secret code” (CVC num-
ber) that appears on the back of a “real” card)
and expiration date. Transactions are posted to
the real account, but you are able to keep that
information private during the transaction.

A virtual card can be useful when shopping
online. The virtual card number might expire
automatically after you complete your pur-
chase, or you can set your own expiration. You
can also cancel it manually, with the click of a
button, without canceling your prepaid card
account. This means that even if thieves got
your virtual card number, they couldn’t use it
to access the money remaining on your prepaid
card account.

What is my liability if my prepaid
card is lost or stolen?

Your liability will depend on your card issuer’s
policies and how quickly you report the missing
card. The best bet is to contact customer service
as soon as you know (or notice) that your card
is missing.

What if my card is lost or stolen-
what happens to the money on the
card?

Contact the card issuer immediately if you
notice your card missing. (Copy down and keep
the account number and the toll-free number
from the back of the card in a safe place.) The
number of the old card will be invalidated to
protect the remaining funds. Check your online
statement for any transactions that you did not
authorize. If you find any, report them immedi-
ately.
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Some prepaid card companies will voluntarily
replace money stolen from your card, but not
all of them do. And such policies are subject to
change at any time.

You can get a replacement card, but if you
want it immediately be aware that the card
issuer might charge you an expedited delivery
fee to ship the card. If you don’t need rush
delivery, let the issuer know.

How long will it take for me to get

a credit for missing money from a
transaction error or unauthorized use
of my card?

That depends on the card issuer and its policies,
but in some cases it could happen very quickly-
say, within 24 to 48 hours of your report. Or,

it could take longer, pending the card issuer’s
investigation of your claim.

Will I be able to seek
reimbursement if someone who
has my PIN steals money from my card?

No. It is very important to keep your personal
identification number private. If you reveal
your PIN to someone and that person uses your
debit card, the card issuer will see it as a case
of you giving permission to use your card and it
will not view the transactions as fraudulent.

What is the “valid date” or “good
through” date on my card for?

Like a credit card, your prepaid card displays
an expiration date. This enables you to use the
card online at sites that require the information
to complete the transaction.

The card issuer should automatically send you a
new card before the expiration date. Automatic
renewal may not happen, however, if you don't
meet certain criteria-for example, if you have

a zero balance on the card or haven't reloaded
or used the card in the previous six months.

If the card is not renewed automatically, you

may or may not receive a check for the remain-
ing balance-find out what the card issuer’s poli-
cy is before you choose your card or lose funds.

When | get a prepaid card, must

| give up my rights to go to court
or join a class action lawsuit if | sign an
arbitration agreement?

If you sign the agreement, then you agree to
forfeit your rights to go to court or join a class
action lawsuit. If you don’t want to sign an
arbitration agreement, you have a couple of
options:
- Look for a card that doesn’t include an
arbitration clause in its contract. (You
may have better luck with cards issued by
smaller banks.)
- Sign an arbitration opt-out if one is
available or cross out the clause in the card
agreement and initial the change.

Managing Your Card

Can a prepaid card help me stick to
a budget?

It might. Since in most cases you can’t spend
more than you have on the card, a prepaid card
can keep you from overspending and can help
you track your purchases. Some cards even have
tools to help you monitor your spending, like
text or email alerts.

Will | receive a monthly transaction
statement?

That depends on your card issuer’s policies.

You probably will not receive a printed transac-
tion statement in the mail, and you might not
receive one by email either. However, most pre-
paid card issuers make your transaction history
available on demand at the cardholder website.
Some cards provide statements via mail, email
or text but only for a fee.

How do | keep track of transactions
and my card balance?

First, keep all your transaction receipts. Second,
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log in to your account regularly at the cardhold-
er website to view transactions and the card
balance. (You can also check your card balance
at an ATM or by calling customer service but
there may be a fee for doing so. Certain mer-
chants will have the ability to read your card’s
balance for you at no charge.) Third, look for
free card issuer services that can help you keep
track of your money, such as text alerts and
account management apps. (Some card issuers
charge a fee for these services.)

Can | get extra cards for my family?

Many card issuers will provide one or
more additional cards upon your request. There
may be minimum age or other requirements
for additional cardholders. There also may be
activation or other fees for each extra card; be
sure to check this before ordering an additional
card.

Could the funds on my prepaid
card expire?

Depending on the issuer’s policies, the funds
you have on your card could expire and you
could lose your money. (Don’t confuse this
with the expiration or “valid thru” date on your
card. See the next question for more on that.)
However, many issuers have policies to ensure
that the funds on the card do not expire.
Make sure you check with your card issuer to
determine whether the funds on your prepaid
account can expire—and when (if ever) this
might occur.

What happens to my card when
it reaches the date on the front of
the card?

Your card will become invalid on the date
shown on the card. Virtually all issuers print a
“valid thru” date on the card so that custom-
ers can use them for online and phone “credit
card” purchases, which require that informa-
tion. However, the card issuer should automati-
cally send you a new card before the expiration
date. Automatic renewal may not happen, how-
ever, if you have a zero balance on the card

or haven't reloaded or used the card in a long
while.

Under what circumstances would
an issuer cancel my prepaid card?

The cardholder agreement will explain under
what circumstances your card could be can-
celled. Possible reasons might include consis-
tently breaking an important part of the agree-
ment, failing to pay fees or charges you owe,
or deliberately using the card for fraudulent or
illegal purposes.

If you cancel the card, you may incur a cancel-
lation fee. If it is your card issuer’s policy to not
refund money remaining on the card at the
time of cancellation, make sure you spend it
before you cancel.

Can | use a prepaid card as a
savings account?

The typical prepaid card is not a great place to
put your savings. First, you won't earn interest
on your balance. And second, you could lose
all your savings if your card were lost or sto-
len. Even if your prepaid card has a policy of
reimbursing lost funds, it is voluntary and could
change at any time.

There are some prepaid cards that offer

a linked, interest-bearing savings account.
However, there is usually a cap on the balance
you can keep (which defeats the purpose of

a savings account). And you can only make
deposits and withdrawals via your prepaid card,
which means you will incur fees for every trans-
action.

How can | avoid a paper statement

fee?
You can avoid a paper statement fee either by
opting out of receiving paper statements (if
they are sent automatically) or by not request-
ing one (if they are optional). Many, if not
most, prepaid cards allow you to check your
account information online at any time at no
charge.

How can | protect my personal
data and card information when
using a shared or public computer?

To avoid revealing your personal information
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to the next user, answer “No” when the web
browser asks if it should save your username,
password or account information. This is espe-
cially important when using a public or shared
computer (at the library, for example). Before
leaving the computer, log out of your account
and clear information you've entered by select-
ing “Clear Recent History” (or a similar phrase)
from the browser’s Tools menu.

Can | be charged if | don’t have
enough money on the card and
attempt to make a purchase?

This could happen, depending on your issuer’s
policies. In addition to the transaction being
declined, you might be charged a “denied trans-
action fee” if you try to make a purchase or an
ATM withdrawal that exceeds your card bal-
ance. If you have one of the relatively few cards
that will allow you to spend more than you
have loaded on the card, you'll be charged an
overdraft or shortage fee, which ranges from
$10 to $25 or more. Use a check register or
similar tool to keep track of your card balance,
or frequently check it online if there's no charge
to do so.

Will my prepaid card charge me
for speaking with a live customer
service agent?

It may. Some cards charge a fee for live custom-
er service but allow cardholders to get free help
by using the automated phone system or online
help tools. When selecting a card, look for one
that makes getting assistance easy and free.

Will I be notified when the terms
of my prepaid card agreement
change?

Maybe not. To be safe, check the website
regularly for change notices. There's no
requirement for prepaid issuers to notify you
when prepaid card terms change. In general,
prepaid card issuers can change terms and
conditions at any time with or without notice.
Review all materials (print, email, text, etc.) you
receive about your card.

Consumer Resources

Consumer Financial Protection Bureau
www.consumerfinance.gov

The CFPB takes complaints about consumer
financial services, guides consumers to the
appropriate regulatory agencies and offers
money management tools and information.
You can call the CFPB at 855-411-CFPB (2372).

Federal Trade Commission (FTC)
www.ftc.gov

Works for consumers to prevent fraudulent,
deceptive and unfair business practices and
to provide information to help spot, stop and
avoid them. You can call the FTC at 877-382-
4357.

Consumer Action
www.consumer-action.org

Consumer Action offers free information and
advice on choosing and using prepaid cards.
Counselors speak English, Spanish and Chinese.
415-777-9635 and 213-624-8327, TTY: 415-777-
9456; e-mail: hotline@consumer-action.org.
Connect with us on facebook.com/consumerac-
tion and twitter.com/consumeraction.

American Express
www.americanexpress.com

American Express is a global services company,
providing customers with access to products,
insights and experiences that enrich lives and
build business success. Learn more at american-
express.com and connect with us on facebook.
com/americanexpress, foursquare.com/ameri-
canexpress, linkedin.com/companies/american-
express, twitter.com/americanexpress, and you-
tube.com/americanexpress.
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The Prepaid Cards Project is a joint educational module created by Consumer
Action and American Express.

All materials in this series are free and available in bulk or in electronic format that may
be freely reproduced for non-profit or community educational work.

The module (at www.consumer-action.org/prepaid) includes:

+ a brochure available in Chinese, English, Korean, Spanish and Vietnamese,
- two short educational videos, and

- this Q&A guide, which can provide background for individuals and staff members of
community-based agencies engaged in financial literacy education.

Consumer Action created this publication in partnership with American Express.
© Consumer Action 2012



