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In Viewpoint, prepaid and stored value professionals
share their thoughts and perspectives on the industry. 
These are not necessarily the viewpoints of Paybefore.

Payroll Card Regulations: Too Much 
of a Good Thing

Payroll cards are an important
solution for both employers and
employees, particularly in 

today’s recovering economy. Electronic 
wage payment programs that utilize
payroll cards allow employers to save a 
significant amount of money that can 
then be reinvested in the workforce.

Payroll cards also help to finan-
cially empower workers who do not
have bank accounts and workers with 
limited access to traditional financial
services (collectively referred to as 
“underserved” employees). In light of 
these benefits, interest in payroll 
cards continues to increase at a rapid 
pace. In fact, the Aite Group esti-
mates that payroll card users will
grow from 1.7 million in 2009 to 5.4
million in 2014.1

At the same time, however, recent
state legislative initiatives designed to 

formally recognize payroll cards have
faced opposition from a number of 
consumer organiza-
tions. These groups
express concerns that 
some employers may 
try to take advantage 
of their employees or
that workers may 
unknowingly incur
fees that eat away at 
their wages. However, these groups
offer no concrete examples of this 
happening in the payroll card arena. 

The consumer groups appear to
recognize the benefits of payroll cards, 
but argue that payroll cards are largely 
unregulated and should not be consid-
ered a viable option without additional
protections. Contrary to the groups’ 
suggestions, payroll cards are subject to 
state wage and hour laws and federal 

Regulation E, both of which contain 
significant consumer protections. The 
suggested revisions are not only 
unnecessary, but are so burdensome 
that many issuers and employers are 
likely to stop offering payroll cards 
altogether if they are adopted. In the
end, the workers the consumer groups

are seeking to protect are
the ones that would 
suffer most.

Payroll Cards Offer 
a Valuable Solution
Electronic wage pay-
ments offer a number of 
benefits to employers and 

employees alike. From an economic
perspective, electronic wage payment 
significantly reduces, and can even 
eliminate, the cost and inconvenience 
of processing, printing and distributing 
paper paychecks. In addition, costs
associated with replacing lost and 
stolen paychecks, as well as bank recon-
ciliation costs, similarly are eliminated. 
These cost savings, which can be 
substantial, can then be reinvested into

Attorney Cathy S. Beyda is Of Counsel in Paul Hastings’ Corporate practice, focusing on financial 
institutions and other companies participating in the nation’s banking and payment systems. She has
counseled the nation’s largest payment brand on strategies for influencing legal developments and 
removing barriers to electronic wage payment, and on the use of prepaid cards to disburse workers’ 
compensation and other benefits. Beyda is the chairperson of the American Payroll Association’s 
Government Affairs Task Force on Payroll Cards and the association’s Paycard User Group. She may be
reached at cathybeyda@paulhastings.com.

By Cathy Beyda, Of Counsel, Paul Hastings

mailto:cathybeyda@paulhastings.com


• The industry resource for prepaid and stored value cards •

E-print  |  from Paybefore Legal  |  Volume 5 Issue 5  |  March 2011

the workforce.
Payroll cards also help to finan-

cially empower underserved employ-
ees. Among other things, payroll cards
guarantee employees at least one free
means of accessing their full wages
each pay period and provide employ-
ees with a secure place to store their
money if they so choose. Payroll cards 
also allow underserved employees to 
make purchases and to pay their bills 
online and, in so doing, provide 
workers with a path to the financial
mainstream.

State Law Recognition
of Payroll Cards
In the past seven years, 19 states have
updated their wage payment statutes
and/or regulations to specifically 
address the use of payroll cards. 

In 2010 alone we saw developments
in Michigan, Tennessee, Utah and
Vermont. Regulators in the vast 
majority of the remaining states have
adopted enforcement positions permit-
ting the use of payroll cards provided
certain conditions are satisfied. Indeed,
the statutes, regulations and enforce-
ment positions in more than half of the 
states can be interpreted as allowing
purely electronic wage payment for
some or all employees.

In other words, in more than half 
the states, employers no longer are
required to offer their employees the
option of receiving a paper paycheck, 
but instead may offer employees the
choice between direct deposit and
payroll cards only.

Recent Opposition to
Payroll Card Legislation
This year, consumer groups have taken
a sudden and vocal interest in payroll
card legislation. While these groups 

claim to support the use of payroll
cards with appropriate consumer
protections, they insist on severe
restrictions that undermine the ability 
of employers to offer these beneficial
programs. These restrictions include 
multiple methods of free cash access,
redundant notice requirements, free
banking services and the provision of 
monthly written transaction histories
even for the majority of employees
who only access this information
electronically. None of these restric-
tions is imposed on other methods of 
wage payment and many are cost 
prohibitive.

The consumer groups have offered 
no explanation for their sudden interest
in payroll cards, other than expressing
a fear that some employers may try to y
take advantage of their employees or 
that workers may unknowingly incury
fees that eat away at their wages. The 
few anecdotal stories that are recounted 
do not involve payroll cards at all but 
instead relate to other products that are 
not subject to the consumer protections
—namely Reg. E and the state wage and 
hour laws—already imposed on payroll
cards.

Payroll Cards Already 
Are Subject to Significant
Regulation
The wage payment statutes and regula-
tions in most states require that
employers pay employees their full 
wages each pay period without dis-
count. They also prohibit employers
from taking deductions from an 
employee’s wages except under certain 
limited circumstances, and impose 
penalties on employers who fail to
comply with these requirements. These
provisions usually apply regardless of 
the method used to deliver wages, and 

are sufficient to protect against unscru-
pulous employers who are concerned
only with their own bottom lines. 

Most states also require employers
to provide their employees with a
statement of earnings and deductions

(a “pay stub”) each pay period, so 
employees can keep track of their 
wages and ensure that no amounts
were improperly withheld.

In addition, and unlike other 
prepaid products at this time, payroll 
cards are subject to Reg. E, which 
includes even more consumer protec-
tions. 

For example, Reg. E limits card-
holder liability when a lost or stolen
card is used fraudulently, provided the 
cardholder reports the lost or stolen 
card within specified periods of time. It 
also requires that dispute resolution
procedures be available to cardholders
and that all terms, conditions and fees 
be clearly disclosed. This ensures
payroll cardholders easily understand 
how to use the card to their best 
advantage. 

Reg. E also requires the card issuer 
to provide employees with periodic 
activity statements showing all transac-
tions including payroll deposits, ATM
transactions and purchases. In addi-
tion, it requires that employees be able 
to select the financial institution into
which their wages will be deposited. In 
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the context of payroll cards, this 
usually means that employees must be 
able to have their wages directly 
deposited into their own personal bank 
account rather than loaded onto a 
payroll card. 

Finally, although overdrafts on 
payroll cards are uncommon, recent 
revisions to Reg. E prohibit fees for 
overdrafts without prior consent. 

Network branded payroll cards 
carry a number of additional protec-
tions in accordance with the policies of 
the particular card brand. These 
protections include “Zero Liability” for 
lost or stolen cards used for unauthor-
ized purchases as well as other pur-
chase protections and dispute rights.

Current Statutory 
Provisions Are Sufficient
Currently, most of the state statutes and 
regulations addressing payroll cards 
require that employees have access to 
their full wages at least once each pay 
period and that the terms and condi-
tions of the program be disclosed to 
employees before enrollment. Some also 
require voluntary participation. More-
over, employers must comply with the 
other provisions of the wage payment 
statutes that require prompt and full 
payment of wages, and must select a 
program that complies with Reg. E. 

These protections amply protect 
workers as evidenced by the fact that 
employers and regulators report 
receiving very few complaints from 
employees about their payroll card 
programs. 

Moreover, none of the states that 
currently address payroll cards in their 
statutes and regulations has found it 
necessary to further revise these 
provisions to incorporate additional 
consumer protections.

Market Forces Help to Ensure 
Favorable Programs
From my experience, any suggestion 
that employers are using payroll cards 
to transfer the cost of wage payment to 
their employees is totally without 
merit. Most employers truly want to 
help their financially underserved 
workers. In addition, they want their 
programs to be successful. This will not 
happen if employees are unknowingly 
incurring fees or are otherwise dissatis-
fied with the program. 

For this reason, when selecting a 
payroll card provider, employers often 
compare the fee structures offered by a 
number of providers to find the 
program that best suits the needs not 
only of the company but also of its 
employees. Competition between 
providers has resulted in more robust 
programs with fewer employer and 
employee fees. 

Market forces are another reason 
extensive restrictions on the use of 
payroll cards have proven to be unnec-
essary.

‘Protections’ Will Backfire
While labeled “protections,” the restric-
tions promoted by the consumer 
groups could do more harm to con-
sumers than good. The suggested 
provisions are burdensome and 
expensive, not to mention unnecessary. 
If adopted, the likely result would be 
that employers would not offer these 
programs, and the very workers that 
the consumer groups seek to protect—
those without bank accounts or with 
limited access to traditional financial 
services—would suffer. 

Payroll cards guarantee these 
workers at least one means of accessing 
their full wages each pay period 
without cost, as well as a free means of 

making purchases and paying their 
bills online. Without employer-issued 
payroll cards, many of these workers 
would rely on expensive check cashing 
services, and incur additional costs to 
pay their bills using money orders and 
similar devices. Alternatively, under-
served workers could purchase their 
own general purpose reloadable 
prepaid cards—which currently are not 
covered by Reg. E—from retail loca-
tions and ask their employers to deposit 
their wages onto their cards. 

Conclusion
The state wage payment statutes ensure 
that employees are paid their full wages 
each pay period, without discount, and 
Reg. E ensures that employees are 
informed of all terms and conditions of 
the payroll card program including any 
fees that may be incurred by the 
employee. 

Competition between providers has 
resulted in more robust payroll card 
programs, with fewer fees and addi-
tional means of free cash access. 

As a result, although payroll cards 
have been around for several years, the 
concerns expressed by the consumer 
groups have not materialized. None of 
the states that recognize payroll cards 
in their statutes and regulations has 
found it necessary to increase the 
protections currently provided. 
Adopting the regulations proposed by 
consumer groups in the guise of 
providing increased consumer protec-
tions is both unnecessary and likely to 
have the opposite result. 

1 Prepaid Debit and Payroll Cards: Winning the Void (Aite 
Group, September 2010).
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