Pay-to-Pay Fees:
National

H
NCLC Consumer Law TWIStlng the Knife
I

Center
January 2022

What are they? Pay-to-pay fees, sometimes called “convenience fees” are extra charges that
creditors make their customers pay when paying a bill. A common example is a $10 charge to
make a payment online, via the company’s website, or a $25 charge to pay by phone. These
charges are usually added to the bill being paid. The amount of these charges is usually far
greater than what it actually costs the creditor to provide the service. One creditor, for example,
charged customers $7.50 to make a payment online but was believed to pay only 40¢ to
process the payment.

For many customers it is wrong to portray these fees as voluntary or a convenience. For
a significant portion of Americans, it is difficult to avoid pay-to-pay fees. Consumers taking out a
loan have no way to know who the loan servicer will be or what fees the servicer will charge.
And once an account is opened, most consumers lack the flexibility to refinance if the servicer
starts charging these fees later.

Normally the only ways to avoid pay-to-pay fees are to make payments by mail (with a check or
money order) or to establish an ACH (Automated Clearing House) transfer from the borrower’s
bank account—but these methods are difficult or effectively unavailable for many people.

Setting up an ACH transfer requires a bank account and a steady, predictable stream of
income. But multiple surveys find that the majority of Americans live paycheck to paycheck.! In
the one survey that provided a breakdown, 47% of homeowners lived paycheck to paycheck.? A
survey by the American Payroll Association asked “How difficult would it be to meet your current
financial obligations if your next paycheck were delayed for a week?” Seventy-four percent said
it would be "somewhat difficult" or "very difficult."®

Making payments by phone or online gives the payor greater control over cash management*—
something vital to consumers living paycheck to paycheck. These customers are most likely
incurring payment charges every month.

Pay-to-pay fees are contrary to public policy.

Congress has already banned these fees in some contexts. Pay-to-pay fees first came to the
attention of policy makers when credit card companies started charging them. As a result, in
2009 Congress passed the Credit CARD Act,® which makes most pay-to-pay fees illegal. The
motive behind this change was clearly explained by one senator:

Charging folks a fee to pay their bills on time is a travesty, it provides an unjustified
windfall to credit card companies, and it shouldn't be allowed.®

Public opinion strongly supported this view. According to a poll taken two years before the Act
was passed, 90 percent of Americans thought it was “unfair” to charge $10 for payment by
phone and 72 percent rated it as “very unfair.””

As amended by the Act, 15 U.S.C. 1637(l) says

With respect to a credit card account under an open end consumer credit plan, the
creditor may not impose a separate fee to allow the obligor to repay an extension of



credit or finance charge, whether such repayment is made by mail, electronic transfer,
telephone authorization, or other means, unless such payment involves an expedited
service by a service representative of the creditor.

A legislative compromise added the last phrase after the comma.? But, as one Congressman
said at the time, "it is wrong when you pick up a telephone and you say, listen, | just got my bill,
but it is 3 days before it is due. Can | pay you over the phone? And they tell you yes, for 15 or
20 bucks." So, while it is fair for the creditor to pass along the actual cost of making a rush
payment, profiting off their customer’s distress is wrong.

American society is moving away from payment by check and increasingly
toward electronic payments.

The modern trend among businesses and consumers is toward paying bills via electronic
methods.'° According to the Federal Reserve Payment Study, the number of checks written has
been steadily declining for over a decade.!! According to the most recent study, in 2018, there
were more ACH debit transfers than check payments.*? This reflects a long term trend. In 2000,
checks outhumbered ACH transfers by nearly 6.9 to 1. In 2018, that ratio had been reduced to
an ACH to check ratio of roughly 1.1:1. Figure 1, from the Federal Reserve, clearly shows the
trend away from checks and toward payments made by phone or online. As this trend
continues, pay-to-pay fees will result in a growing percentage of consumers being driven to pay
extra fees every month for the “privilege” of paying their bills.

Figure 1. Trends in noncash payments, by number,
2000-18

80 = gillions Non-prepaid debit cards
70
60
50
40
30
20
10

D |
2000 2003 2006 2009 2012 2015 2018

Accessible Version | Return to text

Note: All estimates are on a triennial basis. Card payments were also estimated for 2016
and 2017. Credit card payments include general-purpose and private-label versions. Prepaid
debit card payments include general-purpose, private-label, and electronic benefits transfer
(EBT) versions. Estimates for prepaid debit card payments are not displayed for 2000 and
2003 because only EBT was collected.



Conclusion

It is harmful for creditors to charge pay-to-pay fees. Congress has clearly demonstrated a public
policy against these fees by banning them for credit cards. Based on our experience, the only
reason Congress did not do the same for other types of credit is that this exploitive practice had
been rare outside the credit card industry.

Now, a large and growing number of Americans do not have a realistic option to avoid pay-to-
pay fees. Many Americans live paycheck to paycheck and can’t pay their bills until they know
they have money in the bank—forcing them to make online or telephone payments to ensure
that their payment is not delayed in the mail. The use of checks has been declining for decades,
and Federal Reserve data shows that non-check/non-cash methods are now the most common.
The credit Industry is certainly aware of these trends and should not be allowed to exploit them
to make an unreasonable profit off customers who have little choice.
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