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well as whether there are other provisions of this proposed rule that are not directly 

required by the Credit Card Act for which a mandatory compliance date of July 1, 2010 

would also be appropriate.  The Board also seeks comment on appropriate transition rules 

for the proposed amendments to Regulation Z.   

II.  Summary of Major Proposed Revisions 

A.  Increases in Annual Percentage Rates 

Existing balances.  Consistent with the Credit Card Act, the proposed rule would 

prohibit creditors from applying increased annual percentage rates and certain fees and 

charges to existing credit card balances, except in the following circumstances: (1) when 

a temporary rate lasting at least six months expires; (2) when the rate is increased due to 

the operation of an index (i.e., when the rate is a variable rate); (3) when the minimum 

payment has not been received within 60 days after the due date; and (4) when the 

consumer successfully completes or fails to comply with the terms of a workout 

arrangement.  In addition, when the annual percentage rate on an existing balance has 

been reduced pursuant to the Servicemembers Civil Relief Act (SCRA), the proposed 

rule would permit the creditor to increase that rate once the SCRA ceases to apply. 

New transactions.  The proposed rule would implement the Credit Card Act’s 

prohibition on increasing an annual percentage rate during the first year after an account 

is opened.  After the first year, the proposed rule would provide that creditors are 

permitted to increase the annual percentage rates that apply to new transactions so long as 

the creditor complies with the Credit Card Act’s 45-day advance notice requirement, 

which was implemented in the July 2009 Regulation Z Interim Final Rule. 
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exception in new TILA Section 127(j)(2)(B) to all circumstances in which adjustments to 

finance charges are made as a result of the return of a payment.   

Section 226.55  Limitations on Increasing Annual Percentage Rates, Fees, and 

Charges 

 As revised by the Credit Card Act, TILA Section 171(a) generally prohibits 

creditors from increasing any annual percentage rate, fee, or finance charge applicable to 

any outstanding balance on a credit card account under an open-end consumer credit 

plan.  See 15 U.S.C. 1666i-1.  Revised TILA Section 171(b), however, provides 

exceptions to this rule for temporary rates that expire after a specified period of time and 

rates that vary with an index.  Revised TILA Section 171(b) also provides exceptions in 

circumstances where the creditor has not received the required minimum periodic 

payment within 60 days after the due date and where the consumer completes or fails to 

comply with the terms of a workout or temporary hardship arrangement.  Revised TILA 

Section 171(c) limits a creditor’s ability to change the terms governing repayment of an 

outstanding balance.  The Credit Card Act also creates a new TILA Section 172, which 

provides that a creditor generally cannot increase a rate, fee, or finance charge during the 

first year after account opening and that a promotional rate (as defined by the Board) 

generally cannot expire earlier than six months after it takes effect.  As discussed in detail 

below, the Board proposes to implement both revised TILA Section 171 and new TILA 

Section 172 in § 226.55. 

55(a)  General Rule 

 As noted above, revised TILA Section 171(a) generally prohibits increases in 

annual percentage rates, fees, and finance charges on outstanding balances.  Revised 
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TILA Section 171(d) defines “outstanding balance” as the amount owed as of the end of 

the fourteenth day after the date on which the creditor provides notice of an increase in 

the annual percentage rate, fee, or finance charge in accordance with TILA Section 

127(i).25  TILA Section 127(i)(1) and (2), which went into effect on August 20, 2009, 

generally require creditors to notify consumers 45 days before an increase in an annual 

percentage rate or any other significant change in the terms of a credit card account (as 

determined by rule of the Board).   

In the July 2009 Regulation Z Interim Final Rule, the Board implemented new 

TILA Section 127(i)(1) and (2) in § 226.9(c) and (g).  In addition to increases in annual 

percentage rates, § 226.9(c)(2)(ii) lists the fees and other charges for which an increase 

constitutes a significant change to the account terms necessitating 45 days’ advance 

notice, including annual or other periodic fees, fixed finance charges, minimum interest 

charges, transaction charges, cash advance fees, late payment fees, over-the-limit fees, 

balance transfer fees, returned-payment fees, and fees for required insurance, debt 

cancellation, or debt suspension coverage.  As discussed above, however, the Board is 

proposing to amend § 226.9(c)(2)(ii) to identify these significant account terms by a 

cross-reference to the account-opening disclosure requirements in § 226.6(b).  Because 

the definition of outstanding balance in revised TILA Section 171(d) is expressly 

conditioned on the provision of the 45-day advance notice, the Board believes that it is 

consistent with the purposes of the Credit Card Act to limit the general prohibition in 

                                                 
25  As discussed in the July 2009 Regulation Z Interim Final Rule (at 74 FR 36090), the Board believes that 
this fourteen-day period is intended to balance the interests of consumers and creditors.  On the one hand, 
the fourteen-day period ensures that the increased rate, fee, or charge will not apply to transactions that 
occur before the consumer has received the notice and had a reasonable amount of time to review it and 
decide whether to use the account for additional transactions.  On the other hand, the fourteen-day period 
reduces the potential that a consumer – having been notified of an increase for new transactions – will use 
the 45-day notice period to engage in transactions to which the increased rate, fee, or charge cannot be 
applied. 



 181

revised TILA Section 171(a) on increasing fees and finance charges to increases in fees 

and charges for which a 45-day notice is required under § 226.9.   

Furthermore, because revised TILA Section 171(a) prohibits the application of 

increased fees and charges to outstanding balances rather than to new transactions or to 

the account as a whole, the Board believes that it is appropriate to apply that prohibition 

only to fees and charges that could be applied to an outstanding balance.  For example, 

increased cash advance or balance transfer fees would apply only to new cash advances 

or balance transfers, not to existing balances.  Similarly, increased penalty fees such as 

late payment fees, over-the-limit fees, and returned-payment fees would apply to the 

account as a whole rather than any specific balance.26  Accordingly, the Board proposes 

to use its authority under TILA Section 105(a) to limit the general prohibition in revised 

TILA Section 171(a) to increases in annual percentage rates and in fees and charges 

required to be disclosed under § 226.6(b)(2)(ii) (fees for the issuance or availability of 

credit), § 226.6(b)(2)(iii) (fixed finance charges and minimum interest charges), or 

§ 226.6(b)(2)(xii) (fees for required insurance, debt cancellation, or debt suspension 

coverage).27 

 In addition, for clarity and organizational purposes, proposed § 226.55(a) 

generally prohibits increases in annual percentage rates and fees and charges required to 

be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) with respect to all 

transactions, rather than just increases on existing balances.  The Board does not intend to 

alter the substantive requirements in revised TILA Section 171.  Instead, the Board 

                                                 
26 However, the Board notes that a consumer that does not want to accept an increase in these types of fees 
may reject the increase pursuant to § 226.9(h). 
 
27 As discussed below with respect to proposed § 226.55(b)(3), a card issuer may still increase these types 
of fees and charges so long as the increased fee or charge is not applied to the outstanding balance.   
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believes that revised TILA Section 171 can be more clearly and effectively implemented 

if increases in rates, fees, and charges that apply to transactions that occur more than 

fourteen days after provision of a § 226.9(c) or (g) notice are addressed in an exception to 

the general prohibition rather than placed outside that prohibition.  The Board and the 

other Agencies adopted a similar approach in the January 2009 FTC Act Rule.  

See 12 CFR 227.24, 74 FR 5560.  Accordingly, proposed § 226.55(a) states that, except 

as provided in § 226.55(b), a card issuer must not increase an annual percentage rate or a 

fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii). 

Proposed comment 55(a)-1 provides examples of the general application of 

§ 226.55(a) and the exceptions in § 226.55(b).  Additional examples illustrating specific 

aspects of the exceptions in § 226.55(b) are provided in the commentary to those 

exceptions. 

Proposed comment 55(a)-2 clarifies that nothing in § 226.55 prohibits a card 

issuer from assessing interest due to the loss of a grace period to the extent consistent 

with § 226.54.  In addition, the comment states that a card issuer has not reduced an 

annual percentage rate on a credit account for purposes of § 226.55 if the card issuer does 

not charge interest on a balance or a portion thereof based on a payment received prior to 

the expiration of a grace period.  For example, if the annual percentage rate for purchases 

on an account is 15% but the card issuer does not charge any interest on a $500 purchase 

balance because that balance was paid in full prior to the expiration of the grace period, 

the card issuer has not reduced the 15% purchase rate to 0% for purposes of § 226.55. 
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55(b) Exceptions 

 Revised TILA Section 171(b) lists the exceptions to the general prohibition in 

revised Section 171(a).  Similarly, proposed § 226.55(b) lists the exceptions to the 

general prohibition in proposed § 226.55(a).  In addition, proposed § 226.55(b) clarifies 

that the listed exceptions are not mutually exclusive.  In other words, a card issuer may 

increase an annual percentage rate or a fee or charge required to be disclosed under 

§ 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) pursuant to an exception set forth in 

§ 226.55(b) even if that increase would not be permitted under a different exception.  

Proposed comment 55(b)-1 claries that, for example, although a card issuer cannot 

increase an annual percentage rate pursuant to § 226.55(b)(1) unless that rate is provided 

for a specified period of at least six months, the card issuer may increase an annual 

percentage rate during a specified period due to an increase in an index consistent with 

§ 226.55(b)(2).  Similarly, although § 226.55(b)(3) does not permit a card issuer to 

increase an annual percentage rate during the first year after account opening, the card 

issuer may increase the rate during the first year after account opening pursuant to 

§ 226.55(b)(4) if the required minimum periodic payment is not received within 60 days 

after the due date.  

Proposed comment 55(b)-2 addresses circumstances where the date on which a 

rate, fee, or charge may be increased pursuant to an exception in § 226.55(b) does not fall 

on the first day of a billing cycle.  Because the Board understands that it may be 

operationally difficult for some card issuers to apply an increased rate, fee, or charge in 

the middle of a billing cycle, the comment clarifies that, in these circumstances, the card 

issuer may delay application of the increased rate, fee, or charge until the first day of the 



 184

following billing cycle without relinquishing the ability to apply that rate, fee, or charge.  

An illustrative example is provided. 

Proposed comment 55(b)-3 clarifies that, although nothing in § 226.55 prohibits 

a card issuer from lowering an annual percentage rate or a fee or charge required to be 

disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii), a card issuer that does so 

cannot subsequently increase the rate, fee, or charge unless permitted by one of the 

exceptions in § 226.55(b).  The Board believes that this interpretation is consistent with 

the intent of revised TILA Section 171 insofar as it ensures that consumers are informed 

of the key terms and conditions associated with a lowered rate, fee, or charge before 

relying on that rate, fee, or charge.  For example, revised Section 171(b)(1)(A) requires 

creditors to disclose how long a temporary rate will apply and the rate that will apply 

after the temporary rate expires before the consumer engages in transactions in reliance 

on the temporary rate.  Similarly, revised Section 171(b)(3)(B) requires the creditor to 

disclose the terms of a workout or temporary hardship arrangement before the consumer 

agrees to the arrangement.  The comment provides examples illustrating the application 

of § 226.55 when an annual percentage rate is lowered. 

As discussed below, several of the exceptions in proposed § 226.55 require the 

creditor to determine when a transaction occurred.  For example, consistent with revised 

TILA Section 171(d)’s definition of “outstanding balance,” proposed § 226.55(b)(3)(ii) 

provides that a card issuer that discloses an increased rate pursuant to § 226.9(c) or (g) 

may not apply that increased rate to transactions that occurred prior to or within fourteen 

days after provision of the notice.  Accordingly, proposed comment 55(b)-4 clarifies that 

when a transaction occurred for purposes of § 226.55 is generally determined by the date 
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of the transaction.  The Board understands that, in certain circumstances, a short delay 

can occur between the date of the transaction and the date on which the merchant charges 

that transaction to the account.  As a general matter, the Board believes that these delays 

should not affect the application of § 226.55.  However, to address the operational 

difficulty for card issuers in the rare circumstance where a transaction that occurred 

within fourteen days after provision of a § 226.9(c) or (g) notice is not charged to the 

account prior to the effective date of the increase or change, this comment would clarify 

that the card issuer may treat the transaction as occurring more than fourteen days after 

provision of the notice for purposes of § 226.55.  In addition, the comment would clarify 

that, when a merchant places a “hold” on the available credit on an account for an 

estimated transaction amount because the actual transaction amount will not be known 

until a later date, the date of the transaction for purposes of § 226.55 is the date on which 

the card issuer receives the actual transaction amount from the merchant.  Illustrative 

examples are provided in proposed comment 55(b)(3)-4.iii.  This comment is based on 

comment 9(h)(3)(ii)-2, which was adopted in the July 2009 Regulation Z Interim Final 

Rule.  See 74 FR 36101. 

 Proposed comment 55(b)-5 clarifies the meaning of the term “category of 

transactions,” which is used in some of the exceptions in § 226.55(b).  This comment 

states that, for purposes of § 226.55, a “category of transactions” is a type or group of 

transactions to which an annual percentage rate applies that is different than the annual 

percentage rate that applies to other transactions.28  For example, purchase transactions, 

cash advance transactions, and balance transfer transactions are separate categories of 

                                                 
28 Similarly, a type or group of transactions is a “category of transactions” for purposes of § 226.55 if a fee 
or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) applies to those 
transactions that is different than the fee or charge that applies to other transactions.   
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transactions for purposes of § 226.55 if a card issuer applies different annual percentage 

rates to each.  Furthermore, if, for example, the card issuer applies different annual 

percentage rates to different types of purchase transactions (such as one rate for 

purchases of gasoline or purchases over $100 and a different rate for all other purchases), 

each type constitutes a separate category of transactions for purposes of § 226.55. 

Proposed comment 55(b)-6 clarifies the relationship between the exceptions in 

§ 226.55(b) and the 45-day advance notice requirements in § 226.9(c) and (g).  

Specifically, it states that nothing in § 226.55 alters the requirements in § 226.9(c) and (g) 

that creditors provide written notice at least 45 days prior to the effective date of certain 

increases in annual percentage rates, fees, and charges.  For example, although proposed 

§ 226.55(b)(3)(ii) permits a card issuer that discloses an increased rate pursuant to 

§ 226.9(c) or (g) to apply that rate to transactions that occurred more than fourteen days 

after provision of the notice, the card issuer cannot begin to accrue interest at the 

increased rate until that increase goes into effect, consistent with § 226.9(c) or (g).  

Illustrative examples are provided in proposed comment 55(b)(3)-4.  Similarly, the 

comment clarifies that, on or after the effective date, the card issuer cannot calculate 

interest charges for days before the effective date based on the increased rate.29 

55(b)(1)  Temporary Rate Exception 

 Revised TILA Section 171(b)(1) provides that a creditor may increase an annual 

percentage rate upon the expiration of a specified period of time, subject to three 

                                                 
29 The Board understands that, when the effective date for an increased rate falls in the middle of a billing 
cycle, some card issuers are unable to begin accruing interest at the increased rate on the effective date 
without applying that increased rate for the entire billing cycle (including to balances on days preceding the 
effective date).  Although neither § 226.9 nor § 226.55 permits a card issuer to accrue interest at the 
increased rate for days that precede the effective date, proposed comment 55(b)-2 acknowledges this 
operational difficulty by clarifying that card issuers may delay application of the increased rate until the 
first day of the following billing cycle without relinquishing the ability to apply that rate.     
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conditions.  First, prior to commencement of the period, the creditor must have disclosed 

to the consumer, in a clear and conspicuous manner, the length of the period and the 

increased annual percentage rate that will apply after expiration of the period.  Second, at 

the end of the period, the creditor must not apply a rate that exceeds the increased rate 

that was disclosed prior to commencement of the period.  Third, at the end of the period, 

the creditor must not apply the previously-disclosed increased rate to transactions that 

occurred prior to commencement of the period.  Thus, under this exception, a creditor 

that, for example, discloses at account opening that a 5% rate will apply to purchases for 

six months and that a 15% rate will apply thereafter would be permitted to increase the 

rate on the purchase balance to 15% after six months.   

Proposed § 226.55(b)(1) implements the exception in revised TILA 

Section 171(b)(1) regarding temporary rates as well as the requirements in new TILA 

Section 172(b) regarding promotional rates.  New TILA Section 172(b) provides that 

“[n]o increase in any . . . promotional rate (as that term is defined by the Board) shall be 

effective before the end of the 6-month period beginning on the date on which the 

promotional rate takes effect, subject to such reasonable exceptions as the Board may 

establish by rule.”  Pursuant to this authority, the Board believes that promotional rates 

should be subject to the same requirements and exceptions as other temporary rates that 

expire after a specified period of time.  In particular, the Board believes that consumers 

who rely on promotional rates should receive the disclosures and protections set forth in 

revised TILA Section 171(b)(1) and proposed § 226.55(b)(1).  This will ensure that a 

consumer will receive disclosure of the terms of the promotional rate before engaging in 

transactions in reliance on that rate and that, at the expiration of the promotion, the rate 
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will only be increased consistent with those terms.  Accordingly, the Board has 

incorporated the requirement that promotional rates last at least six months into proposed 

§ 226.55(b)(1), which would permit a card issuer to increase a temporary annual 

percentage rate upon the expiration of a specified period that is six months or longer. 

Furthermore, pursuant to its authority under new TILA Section 172(b) to establish 

reasonable exceptions to the six-month requirement for promotional rates, the Board 

believes that it is appropriate to apply the other exceptions in revised TILA 

Section 171(b) and proposed § 226.55(b) to promotional rate offers.  For example, the 

Board believes that a card issuer should be permitted to offer a consumer a promotional 

rate that varies with an index consistent with revised TILA Section 171(b)(2) and 

proposed § 226.55(b)(2) (such as a rate that is one percentage point over a prime rate that 

is not under the card issuer’s control).  Similarly, the Board believes that a card issuer 

should be permitted to increase a promotional rate if the account becomes more than 

60 days delinquent during the promotional period consistent with revised TILA 

Section 171(b)(4) and proposed § 226.55(b)(4).  Thus, the Board would apply to 

promotional rates the general proposition in proposed § 226.55(b) that a rate may be 

increased pursuant to an exception in § 226.55(b) even if that increase would not be 

permitted under a different exception.   

The Board proposes to implement the requirement in revised TILA Section 

171(b)(1)(A) that creditors disclose the length of the period and the annual percentage 

rate that will apply after the expiration of that period in proposed § 226.55(b)(1)(i).  This 

language tracks § 226.9(c)(2)(v)(B)(1), which the Board adopted in the July 2009 

Regulation Z Interim Final Rule as part of an exception to the general requirement that 
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creditors provide 45 days notice before an increase in annual percentage rate.  Because 

the disclosure requirements in § 226.9(c)(2)(v)(B)(1) and proposed § 226.55(b)(1)(i) 

implement the same statutory provision (revised TILA Section 171(b)(1)(A)), the Board 

believes a single set of disclosures should satisfy both requirements.  Accordingly, 

proposed comment 55(b)(1)-1 clarifies that a card issuer that has complied with the 

disclosure requirements in § 226.9(c)(2)(v)(B) has also complied with the disclosure 

requirements in § 226.55(b)(2)(i).  In other words, the expiration of a temporary rate 

cannot be used as a reason to apply an increased rate to a balance that preceded 

application of the temporary rate.  For example, assume that a credit card account has a 

$5,000 purchase balance at a 15% rate and that the card issuer reduces the rate that 

applies to all purchases (including the $5,000 balance) to 10% for six months with a 22% 

rate applying thereafter.  Under proposed § 226.55(b)(1)(ii)(A), the card issuer could not 

apply the 22% rate to the $5,000 balance upon expiration of the six-month period 

(although the card issuer could apply the original 15% rate to that balance).   

The Board proposes to implement in § 226.55(b)(1)(ii) the limitations in revised 

TILA Section 171(b)(1)(B) and (C) on the application of increased rates following 

expiration of the specified period.  First, proposed § 226.55(b)(1)(ii)(A) states that, upon 

expiration of the specified period, a card issuer must not apply an annual percentage rate 

to transactions that occurred prior to the period that exceeds the rate that applied to those 

transactions prior to the period.   

Second, proposed § 226.55(b)(1)(ii)(B) states that, if the disclosures required by 

§ 226.55(b)(1)(i) are provided pursuant to § 226.9(c), the card issuer must not – upon 

expiration of the specified period – apply an annual percentage rate to transactions that 
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occurred within fourteen days after provision of the notice that exceeds the rate that 

applied to that category of transactions prior to provision of the notice.  The Board 

believes that this clarification is necessary to ensure that card issuers do not apply an 

increased rate to an outstanding balance (as defined in revised TILA Section 171(d)) 

upon expiration of the specified period.  Accordingly, consistent with the purpose of 

revised TILA Section 171(d), proposed § 226.55(b)(1)(ii)(B) would ensure that a 

consumer will have fourteen days to receive the § 226.9(c) notice and review the terms of 

the temporary rate (including the increased rate that will apply upon expiration of the 

specified period) before engaging in transactions to which that increased rate may 

eventually apply.    

Third, proposed § 226.55(b)(1)(ii)(C) states that, upon expiration of the specified 

period, the card issuer must not apply an annual percentage rate to transactions that 

occurred during the specified period that exceeds the increased rate disclosed pursuant to 

§ 226.55(b)(1)(i).  In other words, the card issuer can only increase the rate consistent 

with the previously-disclosed terms.  Examples illustrating the application of proposed 

§ 226.55(b)(1)(ii)(A), (B), and (C) are provided in comments 55(a)-1 and 55(b)-3.   

Proposed comment 55(b)(1)-2 clarifies when the specified period begins for 

purposes of the six-month requirement in § 226.55(b)(1).  As a general matter, proposed 

comment 55(b)(1)-1 states that that the specified period must expire no less than six 

months after the date on which the creditor discloses to the consumer the length of the 

period and rate that will apply thereafter (as required by § 226.55(b)(1)(i)).  However, if 

the card issuer provides these disclosures before the consumer can use the account for 

transactions to which the temporary rate will apply, the temporary rate must expire no 



 191

less than six months from the date on which it becomes available.  For example, assume 

that on January 1 a card issuer offers a 5% annual percentage rate for six months on 

purchases (with a 15% rate applying thereafter).  If a consumer may begin making 

purchases at the 5% rate on January 1, § 226.55(b)(1) would permit the issuer to begin 

accruing interest at the 15% rate on July 1.  However, if a consumer may not begin 

making purchases at the 5% rate until February 1, § 226.55(b)(1) would not permit the 

issuer to begin accruing interest at the 15% rate until August 1. 

The Board understands that card issuers often limit the application of a 

promotional rate to particular categories of transactions (such as balance transfers or 

purchases over $100).  The Board does not believe that the six-month requirement in new 

TILA Section 172(b) was intended to prohibit this practice so long as the consumer 

receives the benefit of the promotional rate for at least six months.  Accordingly, 

proposed comment 55(b)(1)-2 clarifies that § 226.55(b)(1) does not prohibit these types 

of limitations.  However, the comment also clarifies that, in circumstances where the card 

issuer limits application of the temporary rate to a particular transaction, the temporary 

rate must expire no less than six months after the date on which that transaction occurred.  

For example, if on January 1 a creditor offers a 0% temporary rate on the purchase of an 

appliance and the consumer uses the account to purchase a $1,000 appliance on March 1, 

the creditor cannot increase the rate on that $1,000 purchase until September 1.  

The Board believes that this application of the six-month requirement is 

consistent with the intent of new TILA Section 172(b).  Although the six-month 

requirement could be interpreted as requiring a separate six-month period for every 

transaction to which the temporary rate applies, the Board believes this interpretation 
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would create a level of complexity that would be not only confusing for consumers but 

also operationally burdensome for card issuers, potentially leading to a reduction in 

promotional rate offers that provide significant consumer benefit.   

Proposed comment 55(b)(1)-3 clarifies that the general prohibition in § 226.55(a) 

applies to the imposition of accrued interest upon the expiration of a deferred interest or 

similar promotional program under which the consumer is not obligated to pay interest 

that accrues on a balance if that balance is paid in full prior to the expiration of a 

specified period of time.  As discussed in the January 2009 FTC Act Rule, the assessment 

of deferred interest is effectively an increase in rate on an existing balance.  See 74 FR 

5527-5528.  However, if properly disclosed, deferred interest programs can provide 

substantial benefits to consumers.  See 74 FR 20812-20813.  Furthermore, as discussed 

above with respect to proposed comment 54(a)(1)-2, the Board does not believe that the 

Credit Card Act was intended to ban properly-disclosed deferred interest programs.  

Accordingly, proposed comment 55(b)(1)-3 further clarifies that card issuers may 

continue to offer such programs consistent with the requirements of § 226.55(b)(1).  In 

particular, prior to the commencement of the deferred interest period, § 226.55(b)(1)(i) 

requires the card issuer to disclose the length of the period and the rate that will apply to 

the balance subject to the deferred interest program if that balance is not paid in full prior 

to expiration of the period.  The comment provides examples illustrating the application 

of § 226.55 to deferred interest and similar programs. 

Finally, proposed comment 55(b)(1)-4 clarifies that § 226.55(b)(1) does not 

permit a card issuer to apply an increased rate that is contingent on a particular event or 
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occurrence or that may be applied at the card issuer’s discretion.  The comment provides 

examples of rate increases that are not permitted by § 226.55. 

55(b)(2)  Variable Rate Exception 

 Revised TILA Section 171(b)(2) provides that a card issuer may increase “a 

variable annual percentage rate in accordance with a credit card agreement that provides 

for changes in the rate according to operation of an index that is not under the card 

issuer’s control and is available to the general public.”  The Board proposes to implement 

this exception in § 226.55(b)(2), which states that a creditor may increase an annual 

percentage rate that varies according to an index that is not under the creditor’s control 

and is available to the general public when the increase in rate is due to an increase in the 

index. 

The proposed commentary to § 226.55(b)(2) is modeled on commentary adopted 

by the Board and the other Agencies in the January 2009 FTC Act Rule as well as 

§ 226.5b(f) and its commentary.  See 12 CFR 227.24 comments 24(b)(2)-1 through 6, 

74 FR 5531, 5564; § 226.5b(f)(1), (3)(ii); comment 5b(f)(1)-1 and -2; comment 

5b(f)(3)(ii)-1.  Proposed comment 55(b)(2)-1 clarifies that § 226.55(b)(2) does not permit 

a card issuer to increase a variable annual percentage rate by changing the method used to 

determine that rate (such as by increasing the margin), even if that change will not result 

in an immediate increase.  However, consistent with existing comment 5b(f)(3)(v)-2, the 

comment also clarifies that a card issuer may change the day of the month on which 

index values are measured to determine changes to the rate.   

Proposed comment 55(b)(1)–2 further clarifies that a card issuer may not increase 

a variable rate based on its own prime rate or cost of funds.  A card issuer is permitted, 
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however, to use a published prime rate, such as that in the Wall Street Journal, even if the 

card issuer’s own prime rate is one of several rates used to establish the published rate.  

In addition, proposed comment 55(b)(2)-3 clarifies that a publicly-available index need 

not be published in a newspaper, but it must be one the consumer can independently 

obtain (by telephone, for example) and use to verify the annual percentage rate applied to 

the credit card account.   

Because the conversion of a non-variable rate to a variable rate could lead to 

future increases in the rate that applies to an existing balance, proposed comment 

55(b)(2)-4 clarifies that a non-variable rate may be converted to a variable rate only when 

specifically permitted by one of the exceptions in § 226.55(b).  For example, under 

§ 226.55(b)(1), a card issuer may convert a non-variable rate to a variable rate at the 

expiration of a specified period if this change was disclosed prior to commencement of 

the period.   

Because § 226.55 applies only to increases in annual percentage rates, proposed 

comment 55(b)(2)-5 clarifies that nothing in § 226.55 prohibits a card issuer from 

changing a variable rate to an equal or lower non-variable rate.  Whether the non-variable 

rate is equal to or lower than the variable rate is determined at the time the card issuer 

provides the notice required by § 226.9(c).  An illustrative example is provided. 

Proposed comment 55(b)(2)-6 clarifies that a card issuer may change the index 

and margin used to determine a variable rate if the original index becomes unavailable, so 

long as historical fluctuations in the original and replacement indices were substantially 

similar and the replacement index and margin will produce a rate similar to the rate that 

was in effect at the time the original index became unavailable.  This comment further 
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clarifies that, if the replacement index is newly established and therefore does not have 

any rate history, it may be used if it produces a rate substantially similar to the rate in 

effect when the original index became unavailable. 

55(b)(3)  Advance Notice Exception 

 Proposed § 226.55(a) prohibits increases in annual percentage rates and fees and 

charges required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) with 

respect to both existing balances and new transactions.  However, as discussed above, the 

prohibition on increases in rates, fees, and finance charges in revised TILA Section 171 

applies only to “outstanding balances” as defined in Section 171(d).  Accordingly, 

proposed § 226.55(b)(3) provides that a card issuer may generally increase an annual 

percentage rate or a fee or charge required to be disclosed under § 226.6(b)(2)(ii), 

(b)(2)(iii), or (b)(2)(xii) with respect to new transactions after complying with the notice 

requirements in § 226.9(b), (c), or (g). 

Because § 226.9 applies different notice requirements in different circumstances, 

proposed § 226.55(b)(3) clarifies that the transactions to which an increased rate, fee, or 

charge may be applied depend on the type of notice required.  As a general matter, when 

an annual percentage rate, fee, or charge is increased pursuant to § 226.9(c) or (g), 

proposed § 226.55(b)(3)(ii) provides that the card issuer must not apply the increased 

rate, fee, or charge to transactions that occurred within fourteen days after provision of 

the notice.  This is consistent with revised TILA Section 171(d), which defines the 

outstanding balance to which an increased rate, fee, or finance charge may not be applied 

as the amount due at the end of the fourteenth day after notice of the increase is provided.   
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However, pursuant to its authority under TILA Section 105(a), the Board 

proposes to establish a different approach for increased rates, fees, and charges disclosed 

pursuant to § 226.9(b).  As discussed in the July 2009 Regulation Z Interim Final Rule, 

the Board believes that the fourteen-day period is intended, in part, to ensure that an 

increased rate, fee, or charge will not apply to transactions that occur before the consumer 

has received the notice of the increase and had a reasonable amount of time to review it 

and decide whether to engage in transactions to which the increased rate, fee, or charge 

will apply.  See 74 FR 36090.  The Board does not believe that a fourteen-day period is 

necessary for increases disclosed pursuant to § 226.9(b), which requires card issuers to 

disclose any new finance charge terms applicable to supplemental access devices (such as 

convenience checks) and additional features added to the account after account opening 

before the consumer uses the device or feature for the first time.  For example, 

§ 226.9(b)(3)(i)(A) requires that card issuers providing checks that access a credit card 

account to which a temporary promotional rate applies disclose key terms on the front of 

the page containing the checks, including the promotional rate, the period during which 

the promotional rate will be in effect, and the rate that will apply after the promotional 

rate expires.  Thus, unlike increased rates, fees, and charges disclosed pursuant to a 

§ 226.9(c) and (g) notice, the fourteen-day period is not necessary for increases disclosed 

pursuant to § 226.9(b) because the device or feature will not be used before the consumer 

has received notice of the applicable terms.  Accordingly, proposed § 226.55(b)(3)(i) 

provides that, if a card issuer discloses an increased annual percentage rate, fee, or charge 

pursuant to § 226.9(b), the card issuer must not apply that rate, fee, or charge to 

transactions that occurred prior to provision of the notice. 
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Proposed § 226.55(b)(3)(iii) provides that the exception in § 226.55(b)(3) does 

not permit a card issuer to increase an annual percentage rate or a fee or charge required 

to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) during the first year after 

the credit card account is opened.  This provision implements new TILA Section 172(a), 

which generally prohibits increases in annual percentage rates, fees, and finance charges 

during the one-year period beginning on the date the account is opened. 

Proposed comment 55(b)(3)-1 clarifies that a card issuer may not increase a fee or 

charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) pursuant 

to § 226.55(b)(3) if the consumer has rejected the increased fee or charge pursuant to 

§ 226.9(h).  In addition, proposed comment 55(b)(3)-2 clarifies that, if an increased 

annual percentage rate, fee, or charge is disclosed pursuant to both § 226.9(b) and (c), the 

requirements in § 226.55(b)(3)(ii) control and the rate, fee, or charge may only be applied 

to transactions that occur more than fourteen days after provision of the § 226.9(c) notice. 

Proposed comment 55(b)(3)-3 clarifies whether certain changes to a credit card 

account constitute an “account opening” for purposes of the prohibition in 

§ 226.55(b)(3)(iii) on increasing annual percentage rates and fees and charges required to 

be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) during the first year after 

account opening.  In particular, the comment would distinguish between circumstances in 

which a card issuer opens multiple accounts for the same consumer and circumstances in 

which a card issuer substitutes, replaces, or consolidates one account with another.  As an 

initial matter, this comment would clarify that, when a consumer has a credit card 

account with a card issuer and the consumer opens a new credit card account with the 

same card issuer (or its affiliate or subsidiary), the opening of the new account constitutes 



 198

the opening of a credit card account for purposes of § 226.55(b)(3)(iii) if, more than 

30 days after the new account is opened, the consumer has the option to obtain additional 

extensions of credit on each account.  Thus, for example, if a consumer opens a credit 

card account with a card issuer on January 1 of year one and opens a second credit card 

account with that card issuer on July 1 of year one, the opening of the second account 

constitutes an account opening for purposes of § 226.55(b)(3)(iii) so long as, on 

August 1, the consumer has the option to engage in transactions using either account.  

This is the case even if the consumer transfers a balance from the first account to the 

second.  Thus, because the card issuer has two separate account relationships with the 

consumer, the prohibition in § 226.55(b)(3)(iii) on increasing annual percentage rates and 

fees and charges required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) 

during the first year after account opening would apply to the opening of the second 

account. 30  

In contrast, the comment would clarify that an account has not been opened for 

purposes of § 226.55(b)(3)(iii) when a card issuer substitutes or replaces one credit card 

account with another credit card account (such as when a retail credit card is replaced 

with a cobranded general purpose card that can be used at a wider number of merchants) 

or when a card issuer consolidates or combines a credit card account with one or more 

                                                 
30 This comment is based on commentary to the January 2009 FTC Act Rule proposed by the Board and the 
other Agencies in May 2009.  See 12 CFR 227.24, proposed comment 24-4, 74 FR 20816; see also 74 FR 
20809.  In that proposal, the Board recognized that the process of replacing one account with another 
generally is not instantaneous.   If, for example, a consumer requests that a credit card account with a 
$1,000 balance be upgraded to a credit card account that offers rewards on purchases, the second account 
may be opened immediately or within a few days but, for operational reasons, there may be a delay before 
the $1,000 balance can be transferred and the first account can be closed.  For this reason, the Board sought 
comment on whether 15 or 30 days was the appropriate amount of time to complete this process.  In 
response, industry commenters generally stated that at least 30 days was required.  Accordingly, the Board 
is proposing a 30-day period in comment 55(b)(3)-3. 
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other credit card accounts into a single credit card account.  As discussed below with 

respect to proposed § 226.55(d)(2), the Board believes that these transfers should be 

treated as a continuation of the existing account relationship rather than the creation of a 

new account relationship.  Similarly, the comment would also clarify that the substitution 

or replacement of an acquired credit card account does not constitute an “account 

opening” for purposes of § 226.55(b)(3)(iii).  Thus, in these circumstances, the 

prohibition in § 226.55(b)(3)(iii) would not apply.  However, when a substitution, 

replacement or consolidation occurs during the first year after account opening, proposed 

comment 55(b)(3)-3.ii.B would clarify that the card issuer may not increase an annual 

percentage rate, fee, or charge in a manner otherwise prohibited by § 226.55.31   

Proposed comment 55(b)(3)-4 provides illustrative examples of the application of 

the exception in proposed § 226.55(b)(3).  Proposed comment 55(b)(3)-5 contains a 

cross-reference to proposed comment 55(c)(1)-3, which clarifies the circumstances in 

which increased fees and charges required to be disclosed under § 226.6(b)(2)(ii), 

(b)(2)(iii), or (b)(2)(xii) may be imposed consistent with § 226.55. 

55(b)(4)  Delinquency Exception 

 Revised TILA Section 171(b)(4) permits a creditor to increase an annual 

percentage rate, fee, or finance charge “due solely to the fact that a minimum payment by 

the [consumer] has not been received by the creditor within 60 days after the due date for 

such payment.”  However, this exception is subject to two conditions.  First, revised 

                                                 
31 For example, assume that, on January 1 of year one, a consumer opens a credit card account with a 
purchase rate of 15%.  On July 1 of year one, the account is replaced with a credit card account issued by 
the same card issuer, which offers different features (such as rewards on purchases).  Under these 
circumstances, the card issuer could not increase the annual percentage rate for purchases to a rate that is 
higher than 15% pursuant to § 226.55(b)(3) until January 1 of year two (which is one year after the first 
account was opened). 
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Section 171(b)(4)(A) provides that the notice of the increase must include “a clear and 

conspicuous written statement of the reason for the increase and that the increase will 

terminate not later than 6 months after the date on which it is imposed, if the creditor 

receives the required minimum payments on time from the [consumer] during that 

period.”  Second, revised Section 171(b)(4)(B) provides that the creditor must “terminate 

[the] increase not later than 6 months after the date on which it is imposed, if the creditor 

receives the required minimum payments on time during that period.”   

The Board proposes to implement this exception in § 226.55(b)(4).  The 

additional notice requirements in revised TILA Section 171(b)(4)(A) are set forth in 

proposed § 226.55(b)(4)(i).  The requirement in revised Section 171(b)(4)(B) that the 

increase be terminated if the card issuer receives timely payments during the six months 

following the increase is implemented in proposed § 226.55(b)(4)(ii), although the Board 

proposes three adjustments to the statutory requirement pursuant to its authority under 

TILA Section 105(a).   

First, proposed § 226.55(b)(4)(ii) interprets the requirement that the creditor 

“terminate” the increase as a requirement that the card issuer reduce the annual 

percentage rate, fee, or charge to the rate, fee, or charge that applied prior to the increase.  

The Board believes that this interpretation is consistent with the intent of revised TILA 

Section 171(b)(4)(B) insofar as the effect of the increase will be undone.  The Board does 

not interpret revised TILA Section 171(b)(4)(B) to require the card issuer to refund or 

credit the account for amounts charged as a result of the increase prior to the termination.   

Second, for clarity, proposed § 226.55(b)(4)(ii) provides that the card issuer must 

reduce the annual percentage rate, fee, or charge after receiving six consecutive required 
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minimum periodic payments on or before the payment due date beginning with the first 

payment due following the effective date of the increase.  The Board believes that 

shifting the focus from months to minimum payments provides more specificity and 

clarity for both consumers and card issuers as to what is required to obtain the reduction.  

Furthermore, the Board believes that limiting this requirement to the period immediately 

following the increase is consistent with revised TILA Section 171(b)(4)(B), which 

requires a creditor to terminate an increase “6 months after the date on which it is 

imposed, if the creditor receives the required minimum payments on time during that 

period.”  Thus, as clarified in proposed comment 55(b)(4)-3 (which is discussed below), 

proposed § 226.55(b)(4)(ii) would not require a card issuer to terminate an increase if, at 

some later point in time, the card issuer receives six consecutive required minimum 

periodic payments on or before the payment due date. 

Third, proposed § 226.55(b)(4)(ii) provides that the card issuer must also reduce 

the annual percentage rate, fee, or charge with respect to transactions that occurred within 

fourteen days after provision of the § 226.9(c) or (g) notice.  This requirement is 

consistent with the definition of “outstanding balance” in revised TILA Section 171(d), 

as applied in proposed § 226.55(b)(1)(ii)(B) and proposed § 226.55(b)(3)(ii).. 

Proposed comment 55(b)(4)-1 clarifies that, in order to satisfy the condition in 

§ 226.55(b)(4) that the card issuer has not received the consumer’s required minimum 

periodic payment within 60 days after the payment due date, a card issuer that requires 

monthly minimum payments generally must not have received two consecutive minimum 

payments.  The comment further clarifies that whether a required minimum periodic 

payment has been received for purposes of § 226.55(b)(4) depends on whether the 
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amount received is equal to or more than the first outstanding required minimum periodic 

payment.  The comment provides the following example:  Assume that the required 

minimum periodic payments for a credit card account are due on the fifteenth day of the 

month.  On May 13, the card issuer has not received the $50 required minimum periodic 

payment due on March 15 or the $150 required minimum periodic payment due on 

April 15.  If the card issuer receives a $50 payment on May 14, § 226.55(b)(4) does not 

apply because the payment is equal to the required minimum periodic payment due on 

March 15 and therefore the account is not more than 60 days delinquent.  However, if the 

card issuer instead received a $40 payment on May 14, § 226.55(b)(4) would apply 

because the payment is less than the required minimum periodic payment due on March 

15.  Furthermore, if the card issuer received the $50 payment on May 15, § 226.55(b)(4) 

would apply because the card issuer did not receive the required minimum periodic 

payment due on March 15 within 60 days after the due date for that payment. 

As discussed above, proposed § 226.9(g)(3)(i)(B) would require that the written 

notice provided to consumers 45 days before an increase in rate due to delinquency or 

default or as a penalty include the information required by revised Section 171(b)(4)(A).  

Accordingly, proposed comment 55(b)(4)-2 clarifies that a card issuer that has complied 

with the disclosure requirements in § 226.9(g)(3)(i)(B) has also complied with the 

disclosure requirements in § 226.55(b)(4)(i). 

Proposed comment 55(b)(4)-3 clarifies the requirements in § 226.55(b)(4)(ii) 

regarding the reduction of annual percentage rates, fees, or charges that have been 

increased pursuant to § 226.55(b)(4).  First, as discussed above, the comment clarifies 

that § 226.55(b)(4)(ii) does not apply if the card issuer does not receive six consecutive 
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required minimum periodic payments on or before the payment due date beginning with 

the payment due immediately following the effective date of the increase, even if, at 

some later point in time, the card issuer receives six consecutive required minimum 

periodic payments on or before the payment due date.   

Second, the comment states that, although § 226.55(b)(4)(ii) requires the card 

issuer to reduce an annual percentage rate, fee, or charge increased pursuant to 

§ 226.55(b)(4) to the annual percentage rate, fee, or charge that applied prior to the 

increase, this provision does not prohibit the card issuer from applying an increased 

annual percentage rate, fee, or charge consistent with any of the other exceptions in 

§ 226.55(b).  For example, if a temporary rate applied prior to the § 226.55(b)(4) increase 

and the temporary rate expired before a reduction in rate pursuant to § 226.55(b)(4), the 

card issuer may apply an increased rate to the extent consistent with § 226.55(b)(1).  

Similarly, if a variable rate applied prior to the § 226.55(b)(4) increase, the card issuer 

may apply any increase in that variable rate to the extent consistent with § 226.55(b)(2).  

This is consistent with proposed § 226.55(b), which provides that a card issuer may 

increase an annual percentage rate or a fee or charge required to be disclosed under 

§ 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) pursuant to one of the exceptions in § 226.55(b) 

even if that increase would not be permitted under a different exception. 

Third, the comment states that, if § 226.55(b)(4)(ii) requires a card issuer to 

reduce an annual percentage rate, fee, or charge on a date that is not the first day of a 

billing cycle, the card issuer may delay application of the reduced rate, fee, or charge 

until the first day of the following billing cycle.  This is consistent with proposed 

comment 55(b)-2, which clarifies that a card issuer may delay application of an increase 



 204

in a rate, fee, or charge until the start of the next billing cycle without relinquishing its 

ability to apply that rate, fee, or charge.  Finally, the comment provides examples 

illustrating the application of § 226.55(b)(4)(ii). 

55(b)(5)  Workout and Temporary Hardship Arrangement Exception 

 Revised TILA Section 171(b)(3) permits a creditor to increase an annual 

percentage rate, fee, or finance charge “due to the completion of a workout or temporary 

hardship arrangement by the [consumer] or the failure of a [consumer] to comply with the 

terms of a workout or temporary hardship arrangement.”  However, like the exception for 

delinquencies of more than 60 days in revised TILA Section 171(b)(4), this exception is 

subject to two conditions.  First, revised Section 171(b)(3)(A) provides that “the annual 

percentage rate, fee, or finance charge applicable to a category of transactions following 

any such increase does not exceed the rate, fee, or finance charge that applied to that 

category of transactions prior to commencement of the arrangement.”  Second, revised 

Section 171(b)(3)(B) provides that the creditor must have “provided the [consumer], prior 

to the commencement of such arrangement, with clear and conspicuous disclosure of the 

terms of the arrangement (including any increases due to such completion or failure).”   

 The Board proposes to implement this exception in § 226.55(b)(5).  The notice 

requirements in revised Section 171(b)(3)(B) are set forth in proposed § 226.55(b)(5)(i).  

The limitation on increases following completion or failure of a workout or temporary 

hardship arrangement is set forth in proposed § 226.55(b)(5)(ii). 

 Proposed comment 55(b)(5)-1 clarifies that nothing in § 226.55(b)(5) permits a 

card issuer to alter the requirements of § 226.55 pursuant to a workout or temporary 

hardship arrangement.  For example, a card issuer cannot increase an annual percentage 
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rate or a fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or 

(b)(2)(xii) pursuant to a workout or temporary hardship arrangement unless otherwise 

permitted by § 226.55.  In addition, a card issuer cannot require the consumer to make 

payments with respect to a protected balance that exceed the payments permitted under 

§ 226.55(c).32 

 Proposed comment 55(b)(5)-2 clarifies that a card issuer that has complied with 

the disclosure requirements in § 226.9(c)(2)(v)(D) has also complied with the disclosure 

requirements in § 226.55(b)(5)(i).  The comment also contains a cross-reference to 

proposed comment 9(c)(2)(v)-8, which the Board adopted in the July 2009 Regulation Z 

Interim Final Rule to clarify the terms a creditor is required to disclose prior to 

commencement of a workout or temporary hardship arrangement for purposes of 

§ 226.9(c)(2)(v)(D), which is an exception to the general requirement that a creditor 

provide 45 days advance notice of an increase in annual percentage rate.  See 74 FR 

36099.  Because the disclosure requirements in § 226.9(c)(2)(v)(D) and proposed 

§ 226.55(b)(5)(i) implement the same statutory provision (revised TILA 

Section 171(b)(3)(B)), the Board believes a single set of disclosures should satisfy the 

requirements of all three provisions. 

 Similar to the commentary to proposed § 226.55(b)(4), proposed comment 

55(b)(5)-3 states that, although the card issuer may not apply an annual percentage rate, 

fee, or charge to transactions that occurred prior to commencement of the arrangement 

that exceeds the rate, fee, or charge that applied to those transactions prior to 

commencement of the arrangement, § 226.55(b)(5)(ii) does not prohibit the card issuer 

                                                 
32 The definition of “protected balance” and the permissible repayment methods for such a balance are 
discussed in detail below with respect to proposed § 226.55(c). 
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from applying an increased rate, fee, or charge upon completion or failure of the 

arrangement to the extent consistent with any of the other exceptions in § 226.55(b) (such 

as an increase in a variable rate consistent with proposed § 226.55(b)(2)).  Finally, 

proposed comment 55(b)(5)-4 provides illustrative examples of the application of this 

exception.   

55(b)(6)  Servicemembers Civil Relief Act Exception 

The Board proposes to use its authority under TILA Section 105(a) to clarify the 

relationship between the general prohibition on increasing annual percentage rates in 

revised TILA Section 171 and certain provisions of the Servicemembers Civil Relief Act 

(SCRA), 50 U.S.C. app. 501 et seq.  Specifically, 50 U.S.C. app. 527(a)(1) provides that 

“[a]n obligation or liability bearing interest at a rate in excess of 6 percent per year that is 

incurred by a servicemember, or the servicemember and the servicemember’s spouse 

jointly, before the servicemember enters military service shall not bear interest at a rate in 

excess of 6 percent. * * *”  With respect to credit card accounts, this restriction applies 

during the period of military service.  See 50 U.S.C. app. 527(a)(1)(B).33   

Under revised TILA Section 171, a creditor that complies with the SCRA by 

lowering the annual percentage rate that applies to an existing balance on a credit card 

account when the consumer enters military service arguably would not be permitted to 

increase the rate for that balance once the period of military service ends and the 

protections of the SCRA no longer apply.  In May 2009, the Board and the other 

Agencies proposed to create an exception to the general prohibition in the January 2009 

FTC Act Rule on applying increased rates to existing balances for these circumstances, 

                                                 
33 50 U.S.C. app. 527(a)(1)(B) applies to obligations or liabilities that do not consist of a mortgage, trust 
deed, or other security in the nature of a mortgage. 
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provided that the increased rate does not exceed the rate that applied prior to the period of 

military service.  See 12 CFR 227.24(b)(6), 74 FR 20814; see also 74 FR 20812.  Revised 

TILA Section 171 does not contain a similar exception.  However, the Board does not 

believe that Congress intended to prohibit creditors from returning an annual percentage 

rate that has been reduced by operation of the SCRA to its pre-military service level once 

the SCRA no longer applies.  Accordingly, the Board proposes to create § 226.55(b)(6), 

which states that, if an annual percentage rate has been decreased pursuant to the SCRA, 

a card issuer may increase that annual percentage rate once the SCRA no longer applies.  

However, the card issuer would not be permitted to apply an annual percentage rate to 

any transactions that occurred prior to the decrease that exceeds the rate that applied to 

those transactions prior to the decrease.  Furthermore, because the Board believes that a 

consumer leaving military service should receive 45 days advance notice of this increase 

in rate, the Board has not proposed a corresponding exception to § 226.9. 

Proposed comment 55(b)(6)-1 clarifies that, although § 226.55(b)(6) requires the 

card issuer to apply to any transactions that occurred prior to a decrease in annual 

percentage rate pursuant to 50 U.S.C. app. 527 a rate that does not exceed the rate that 

applied to those transactions prior to the decrease, the card issuer may apply an increased 

rate once 50 U.S.C. app 527 no longer applies, to the extent consistent with any of the 

other exceptions in § 226.55(b).  For example, if the rate that applied prior to the decrease 

was a variable rate, the card issuer may apply any increase in that variable rate to the 

extent consistent with § 226.55(b)(2).  This comment mirrors similar commentary to 

proposed § 226.55(b)(4) and (b)(5).  An illustrative example is provided in proposed 

comment 26(b)(6)-2. 
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55(c)  Treatment of Protected Balances 

Revised TILA Section 171(c)(1) states that “[t]he creditor shall not change the 

terms governing the repayment of any outstanding balance, except that the creditor may 

provide the [consumer] with one of the methods described in [revised Section 171(c)(2)] 

. . . or a method that is no less beneficial to the [consumer] than one of those methods.”  

Revised TILA Section 171(c)(2) lists two methods of repaying an outstanding balance: 

first, an amortization period of not less than five years, beginning on the effective date of 

the increase set forth in the Section 127(i) notice; and, second, a required minimum 

periodic payment that includes a percentage of the outstanding balance that is equal to not 

more than twice the percentage required before the effective date of the increase set forth 

in the Section 127(i) notice. 

For clarity, proposed § 226.55(c)(1) defines the balances subject to the protections 

in revised TILA Section 171(c) as “protected balances.”  Under this definition, a 

“protected balance” is the amount owed for a category of transactions to which an 

increased annual percentage rate or an increased fee or charge required to be disclosed 

under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) cannot be applied after the annual 

percentage rate, fee, or charge for that category of transactions has been increased 

pursuant to § 226.55(b)(3).  For example, when a card issuer notifies a consumer of an 

increase in the annual percentage rate that applies to new purchases pursuant to 

§ 226.9(c), the protected balance is the purchase balance at the end of the fourteenth day 

after provision of the notice.  See § 226.55(b)(3)(ii).  The Board and the other Agencies 

adopted a similar definition in the January 2009 FTC Act Rule.  See 12 CFR 227.24(c), 

74 FR 5560; see also 74 FR 5532.   
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Proposed comment 55(c)(1)-1 would provide an illustrative example of a 

protected balance.  Proposed comment 55(c)(1)-2 would clarify that, because 

§ 226.55(b)(3)(iii) does not permit a card issuer to increase an annual percentage rate or a 

fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) 

during the first year after account opening, § 226.55(c) does not apply to balances during 

the first year after account opening. 

Proposed comment 55(c)(1)-3 clarifies that, although § 226.55(b)(3) does not 

permit a card issuer to apply an increased fee or charge required to be disclosed under 

§ 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) to a protected balance, a card issuer is not 

prohibited from increasing a fee or charge that applies to the account as a whole or to 

balances other than the protected balance.  For example, a card issuer may add a new 

annual or a monthly maintenance fee to an account or increase such a fee so long as the 

fee is not based solely on the protected balance.  However, if the consumer rejects an 

increase in a fee or charge pursuant to § 226.9(h), the card issuer is prohibited from 

applying the increased fee or charge to the account and from imposing any other fee or 

charge solely as a result of the rejection.  See § 226.9(h)(2)(i) and (ii); comment 

9(h)(2)(ii)-2. 

Proposed § 226.55(c)(2) implements the restrictions on accelerating the 

repayment of protected balances in revised TILA Section 171(c).  As discussed above 

with respect to § 226.9(h), the Board previously implemented these restrictions in the 

July 2009 Regulation Z Interim Final Rule as § 226.9(h)(2)(iii).  However, for clarity and 

consistency, the Board proposes to move these restrictions to proposed § 226.55(c)(2).  

Proposed § 226.55(c)(2) is consistent with current § 226.9(h)(2)(iii), except that the 
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repayment methods in § 226.55(c)(2) focus on the effective date of the increase (rather 

than the date on which the card issuer is notified of the rejection pursuant to § 226.9(h)).   

Similarly, for the reasons discussed above with respect to § 226.9(h), the Board 

proposes to move the commentary clarifying the application of these repayment methods 

from current § 226.9(h)(2)(iii) to § 226.55(c) and to adjust that commentary for 

consistency with § 226.55(c).  In addition, proposed comment 55(c)(2)(iii)-1 would 

clarify that, although § 226.55(c)(2)(iii) limits the extent to which the portion of the 

required minimum periodic payment based on the protected balance may be increased, it 

does not limit or otherwise address the creditor’s ability to determine the amount of the 

required minimum periodic payment based on other balances on the account or to apply 

that portion of the minimum payment to the balances on the account.  Proposed comment 

55(c)(2)(iii)-2 would provide an illustrative example. 

55(d)  Continuing Application of § 226.55 

Pursuant to its authority under TILA Section 105(a), the Board proposes to adopt 

§ 226.55(d), which provides that the limitations in § 226.55 continue to apply to a 

balance on a credit card account after the account is closed or acquired by another card 

issuer or the balance is transferred from a credit card account issued by a card issuer to 

another credit account issued by the same card issuer or its affiliate or subsidiary (unless 

the account to which the balance is transferred is subject to § 226.5b).  This provision is 

based on commentary to the January 2009 FTC Act Rule proposed by the Board and the 

other Agencies in May 2009, primarily in response to concerns that permitting card 

issuers to apply an increased rate to an existing balance in these circumstances could lead 

to circumvention of the general prohibition on such increases.  See 12 CFR 227.21 
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comments 21(c)-1 through -3, 74 FR 20814-20815; see also 74 FR 20805-20807. 

Because the protections in revised TILA Section 171 and new TILA Section 172 

cannot be waived or forfeited, proposed § 226.55(d) does not distinguish between 

closures or transfers initiated by the card issuer and closures or transfers initiated by the 

consumer.  Although there may be circumstances in which individual consumers could 

make informed choices about the benefits and costs of waiving the protections in revised 

Section 171 and new Section 172, an exception for those circumstances would create a 

significant loophole that could be used to deny the protections to other consumers.  For 

example, if a card issuer offered to transfer its cardholder’s existing balance to a credit 

product that would reduce the rate on the balance for a period of time in exchange for the 

cardholder accepting a higher rate after that period, the cardholder would have to 

determine whether the savings created by the temporary reduction would offset the cost 

of the subsequent increase, which would depend on the amount of the balance, the 

amount and length of the reduction, the amount of the increase, and the length of time it 

would take the consumer to pay off the balance at the increased rate.  Based on extensive 

consumer testing conducted during the preparation of the January 2009 Regulation Z 

Rule and the January 2009 FTC Act Rule, the Board believes that it would be very 

difficult to ensure that card issuers disclosed this information in a manner that will enable 

most consumers to make informed decisions about whether to accept the increase in rate.  

Although some approaches to disclosure may be effective, others may not and it would 

be impossible to distinguish among such approaches in a way that would provide clear 

guidance for card issuers.  Furthermore, consumers might be presented with choices that 
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are not meaningful (such as a choice between accepting a higher rate on an existing 

balance or losing credit privileges on the account).   

Proposed 226.55(d)(1) provides that § 226.55 continues to apply to a balance on a 

credit card account after the account is closed or acquired by another card issuer.  In 

some cases, the acquiring institution may elect to close the acquired account and replace 

it with its own credit card account.  See comment 12(a)(2)-3.  The acquisition of an 

account does not involve any choice on the part of the consumer, and the Board believes 

that consumers whose accounts are acquired should receive the same level of protection 

against increases in annual percentage rates after acquisition as they did beforehand.34  

Proposed comment 55(d)-1 clarifies that § 226.55 continues to apply regardless of 

whether the account is closed by the consumer or the card issuer and provides illustrative 

examples of the application of § 226.55(d)(1).  Proposed comment 55(d)-2 clarifies the 

application of § 226.55(d)(1) to circumstances in which a card issuer acquires a credit 

card account with a balance by, for example, merging with or acquiring another 

institution or by purchasing another institution’s credit card portfolio. 

Proposed 226.55(d)(2) provides that § 226.55 continues to apply to a balance on a 

credit card account after the balance is transferred from a credit card account issued by a 

card issuer to another credit account issued by the same card issuer or its affiliate or 

subsidiary (unless the account to which the balance is transferred is subject to § 226.5b).  

Proposed comment 55(d)-3.i provides examples of circumstances in which balances may 

                                                 
34  Thus, as discussed in the proposed commentary to § 226.55(b)(2), a card issuer that acquires a credit 
card account with a balance to which a variable rate applies would not be permitted to substitute a new 
index for the index used the determine the variable rate if the change could result in an increase in the 
annual percentage rate.  However, the proposed commentary to § 226.55(b)(2) does clarify that a card 
issuer that does not utilize the index used to determine the variable rate for an acquired balance may 
convert that rate to an equal or lower non-variable rate, subject to the notice requirements of § 226.9(c). 
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be transferred from one credit card account issued by a card issuer to another credit card 

account issued by the same card issuer (or its affiliate or subsidiary), such as when the 

consumer’s account is converted from a retail credit card that may only be used at a 

single retailer or an affiliated group of retailers to a co-branded general purpose credit 

card which may be used at a wider number of merchants.  Because of the concerns 

discussed above regarding circumvention and informed consumer choice and for 

consistency with the issuance rules regarding card renewals or substitutions for accepted 

credit cards under § 226.12(a)(2), the Board believes – and proposed § 226.55(d)(2) 

provides – that these transfers should be treated as a continuation of the existing account 

relationship rather than the creation of a new account relationship.  See comment 

12(a)(2)-2. 

Proposed § 226.55(d)(2) does not apply to balances transferred from a credit card 

account issued by a card issuer to a credit account issued by the same card issuer (or its 

affiliate or subsidiary) that is subject to § 226.5b (which applies to open-end credit plans 

secured by the consumer’s dwelling).  The Board believes that excluding transfers to such 

accounts is appropriate because § 226.5b provides protections that are similar to – and, in 

some cases, more stringent than – the protections in § 226.55.  For example, a card issuer 

may not change the annual percentage rate on a home-equity plan unless the change is 

based on an index that is not under the card issuer’s control and is available to the general 

public.  See 12 CFR 226.5b(f)(1). 

Proposed comment 55(d)-3.ii clarifies that, when a consumer chooses to transfer a 

balance to a credit card account issued by a different card issuer, § 226.55 does not 

prohibit the card issuer to which the balance is transferred from applying its account 
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terms to that balance, provided those terms comply with 12 CFR part 226.  For example, 

if a credit card account issued by card issuer A has a $1,000 purchase balance at an 

annual percentage rate of 15% and the consumer transfers that balance to a credit card 

account with a purchase rate of 17% issued by card issuer B, card issuer B may apply the 

17% rate to the $1,000 balance.  However, card issuer B may not subsequently increase 

the rate that applies to that balance unless permitted by one of the exceptions in 

§ 226.55(b).   

Although balance transfers from one card issuer to another raise some of the same 

concerns as balance transfers involving the same card issuer, the Board believes that 

transfers between card issuer s are not contrary to the intent of revised TILA Section 171 

and proposed § 226.55 because the card issuer to which the balance is transferred is not 

increasing the cost of credit it previously extended to the consumer.  For example, 

assume that card issuer A has extended a consumer $1,000 of credit at a rate of 15%.  

Because proposed § 226.55 generally prohibits card issuer A from increasing the rate that 

applies to that balance, it would be inconsistent with § 226.55 to allow card issuer A to 

reprice that balance simply by transferring it to another of its accounts.  In contrast, in 

order for the $1,000 balance to be transferred to card issuer B, card issuer B must provide 

the consumer with a new $1,000 extension of credit in an arms-length transaction and 

should be permitted to price that new extension consistent with its evaluation of 

prevailing market rates, the risk presented by the consumer, and other factors.  Thus, the 

transfer from card issuer A to card issuer B does not appear to raise concerns about 

circumvention of proposed § 226.55 because card issuer B is not increasing the cost of 

credit it previously extended. 
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The Board understands from comments on the May 2009 proposal that drawing 

this distinction between balance transfers involving the same card issuer and balance 

transfers involving different card issuers may limit a card issuer’s ability to offer its 

existing cardholders the same terms that it would offer another issuer’s cardholders.  As 

noted in that proposal, however, the Board understands that currently card issuers 

generally do not make promotional balance transfer offers available to their existing 

cardholders for balances held by the issuer because it is not cost-effective to do so.  

Furthermore, although many card issuers do offer existing cardholders the opportunity to 

upgrade to accounts offering different terms or features (such as upgrading to an account 

that offers a particular type of rewards), the Board understands that these offers generally 

are not conditioned on a balance transfer, which indicates that it may be cost-effective for 

card issuers to make these offers without repricing an existing balance.  Nevertheless, the 

Board again solicits comment on the extent to which proposed § 226.55(d)(2) would 

affect card issuers’ ability to make offers to their own cardholders. 

Section 226.56  Requirements for Over-the-Limit Transactions 
 
 When a consumer seeks to engage in a credit card transaction that may cause his 

or her credit limit to be exceeded, the creditor may, at its discretion, authorize the over-

the-limit transaction.  If the creditor pays an over-the-limit transaction, the consumer is 

typically assessed a fee or charge for the service.35  In addition, the over-the-limit 

transaction may also be considered a default under the terms of the credit card agreement 

                                                 
35  According to the GAO, the average over-the-limit fee assessed by issuers in 2005 was $30.81, an 
increase of 138 percent since 1995.  See Credit Cards:  Increased Complexity in Rates and Fees Heightens 
Need for More Effective Disclosures to Consumers, GAO Report 06-929, at 20 (September 2006) (citing 
data reported by CardWeb.com).  The GAO also reported that among cards issued by the six largest issuers 
in 2005, most charged an over-the-limit fee amount between $35 and $39.  Id. at 21. 
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(b)  Exceptions.  Paragraph (a) of this section does not apply to: 

(1)  Adjustments to finance charges as a result of the resolution of a dispute under 

§ 226.12 or § 226.13; or 

(2)  Adjustments to finance charges as a result of the return of a payment. 

§ 226.55  Limitations on increasing annual percentage rates, fees, and charges. 

(a)  General rule.  Except as provided in paragraph (b) of this section, a card 

issuer must not increase an annual percentage rate or a fee or charge required to be 

disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) on a credit card account under 

an open-end (not home-secured) consumer credit plan. 

(b)  Exceptions.  A card issuer may increase an annual percentage rate or a fee or 

charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) pursuant 

to an exception set forth in this paragraph even if that increase would not be permitted 

under a different exception. 

(1)  Temporary rate exception.  A card issuer may increase an annual percentage 

rate upon the expiration of a specified period of six months or longer, provided that:   

(i)  Prior to the commencement of that period, the card issuer disclosed in writing 

to the consumer, in a clear and conspicuous manner, the length of the period and the 

annual percentage rate that would apply after expiration of the period; and 

(ii)  Upon expiration of the specified period: 

(A)  The card issuer must not apply an annual percentage rate to transactions that 

occurred prior to the period that exceeds the annual percentage rate that applied to those 

transactions prior to the period;  
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(B)  If the disclosures required by paragraph (b)(1)(i) of this section are provided 

pursuant to § 226.9(c), the card issuer must not apply an annual percentage rate to 

transactions that occurred within 14 days after provision of the notice that exceeds the 

annual percentage rate that applied to that category of transactions prior to provision of 

the notice; and 

(C)  The card issuer must not apply an annual percentage rate to transactions that 

occurred during the period that exceeds the increased annual percentage rate disclosed 

pursuant to paragraph (b)(1)(i) of this section. 

(2)  Variable rate exception.  A card issuer may increase an annual percentage rate 

when:  

(i)  The annual percentage rate varies according to an index that is not under the 

card issuer’s control and is available to the general public; and  

(ii)  The increase in the annual percentage rate is due to an increase in the index. 

(3)  Advance notice exception.  A card issuer may increase an annual percentage 

rate or a fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or 

(b)(2)(xii) after complying with the applicable notice requirements in § 226.9(b), (c), or 

(g), provided that:  

(i)  If a card issuer discloses an increased annual percentage rate, fee, or charge 

pursuant to § 226.9(b), the card issuer must not apply that rate, fee, or charge to 

transactions that occurred prior to provision of the notice;  

(ii)  If a card issuer discloses an increased annual percentage rate, fee, or charge 

pursuant to § 226.9(c) or (g), the card issuer must not apply that rate, fee, or charge to 

transactions that occurred prior to or within 14 days after provision of the notice; and 
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(iii)  This exception does not permit a card issuer to increase an annual percentage 

rate or a fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or 

(b)(2)(xii) during the first year after the credit card account is opened. 

(4)  Delinquency exception.  A card issuer may increase an annual percentage rate 

or a fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or 

(b)(2)(xii) due to the card issuer not receiving the consumer’s required minimum periodic 

payment within 60 days after the due date for that payment, provided that: 

(i)  The card issuer must disclose in a clear and conspicuous manner in the notice 

of the increase pursuant to § 226.9(c) or (g): 

(A)  A statement of the reason for the increase; and  

(B)  That the increased annual percentage rate, fee, or charge will cease to apply if 

the card issuer receives six consecutive required minimum periodic payments on or 

before the payment due date beginning with the first payment due following the effective 

date of the increase; and 

(ii)  If the card issuer receives six consecutive required minimum periodic 

payments on or before the payment due date beginning with the first payment due 

following the effective date of the increase, the card issuer must reduce any annual 

percentage rate, fee, or charge increased pursuant to this exception to the annual 

percentage rate, fee, or charge that applied prior to the increase with respect to 

transactions that occurred prior to or within 14 days after provision of the § 226.9(c) or 

(g) notice.  

(5)  Workout and temporary hardship arrangement exception.  A card issuer may 

increase an annual percentage rate or a fee or charge required to be disclosed under 
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§ 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) due to the consumer’s completion of a workout 

or temporary hardship arrangement or the consumer’s failure to comply with the terms of 

such an arrangement, provided that: 

(i)  Prior to commencement of the arrangement, the card issuer has provided the 

consumer with a clear and conspicuous written disclosure of the terms of the arrangement 

(including any increases due to the completion or failure of the arrangement); and 

(ii)  Upon the completion or failure of the arrangement, the card issuer must not 

apply to any transactions that occurred prior to commencement of the arrangement an 

annual percentage rate, fee, or charge that exceeds the annual percentage rate, fee, or 

charge that applied to those transactions prior to commencement of the arrangement. 

(6)  Servicemembers Civil Relief Act exception.  If an annual percentage rate has 

been decreased pursuant to 50 U.S.C. app. 527, a card issuer may increase that annual 

percentage rate once 50 U.S.C. app. 527 no longer applies, provided that the card issuer 

must not apply to any transactions that occurred prior to the decrease an annual 

percentage rate that exceeds the annual percentage rate that applied to those transactions 

prior to the decrease. 

(c)  Treatment of protected balances.  (1)  Definition of protected balance.  For 

purposes of this paragraph, “protected balance” means the amount owed for a category of 

transactions to which an increased annual percentage rate or an increased fee or charge 

required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) cannot be 

applied after the annual percentage rate, fee, or charge for that category of transactions 

has been increased pursuant to paragraph (b)(3) of this section. 
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(2)  Repayment of protected balance.  The card issuer must not require repayment 

of the protected balance using a method that is less beneficial to the consumer than one of 

the following methods: 

(i)  The method of repayment for the account before the effective date of the 

increase; 

(ii)  An amortization period of not less than five years, beginning no earlier than 

the effective date of the increase; or 

(iii)  A required minimum periodic payment that includes a percentage of the 

balance that is equal to no more than twice the percentage required before the effective 

date of the increase. 

(d)  Continuing application.  This section continues to apply to a balance on a 

credit card account after: 

(1)  The account is closed or acquired by another creditor; or  

(2)  The balance is transferred from a credit card account issued by a creditor to 

another credit account issued by the same creditor or its affiliate or subsidiary (unless the 

account to which the balance is transferred is subject to § 226.5b). 

§ 226.56  Requirements for over-the-limit transactions 

 (a)  Definition.  For purposes of this section, the term “over-the-limit transaction” 

means any extension of credit by a creditor to complete a transaction that causes a 

consumer’s credit card account balance to exceed the credit limit.   

 (b)  Opt-in requirement.  (1)  General.  A creditor shall not assess a fee or charge 

on a consumer’s credit card account under an open-end (not home-secured) consumer 

credit plan for an over-the-limit transaction unless the creditor: 
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first to the balance with the highest annual percentage rate (the $250 cash advance 

balance).  Although § 226.54(a)(1)(i) prohibits the card issuer from charging interest on 

the March transactions based on days in the March billing cycle, the card issuer may 

charge interest on the $250 cash advance from the date of the transaction (March 18) 

through April 24.  In these circumstances, the card issuer may comply with 

§ 226.54(a)(1)(ii) by applying the remainder of the excess payment ($350) to the $600 

purchase balance and then charging interest only on the portion of the $600 purchase 

balance that remains unpaid ($250) from the start of the April billing cycle (April 1) 

through the end of the April billing cycle (April 30). 

iii.  Same facts as in paragraph 6 above except that the consumer does not pay the 

balance for the February billing cycle in full on March 25 and therefore, under the terms 

of the account, is not eligible for a grace period on the March purchases.  Under these 

circumstances, § 226.54 does not apply and the card issuer may charge interest from the 

date of each transaction through April 24 and interest on the remaining $100 from April 

25 through the end of the April billing cycle (April 25). 

Section 226.55—Limitations on Increasing Annual Percentage Rates, Fees, and Charges. 

55(a)  General rule. 

1.  Examples.  Section 226.55(a) prohibits card issuers from increasing an annual 

percentage rate or any fee or charge required to be disclosed under § 226.6(b)(2)(ii), 

(b)(2)(iii), or (b)(2)(xii) on a credit card account unless specifically permitted by one of 

the exceptions in § 226.55(b).  The following examples illustrate the general application 

of § 226.55(a) and (b).  Additional examples illustrating specific aspects of the 

exceptions in § 226.55(b) are provided in the commentary to those exceptions. 
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i.  Account-opening disclosure of non-variable rate for six months, then variable 

rate.  Assume that, at account opening on January 1 of year one, a card issuer discloses 

that the annual percentage rate for purchases is a non-variable rate of 15% and will apply 

for six months.  The card issuer also discloses that, after six months, the annual 

percentage rate for purchases will be a variable rate that is currently 18% and will be 

adjusted quarterly by adding a margin of 8 percentage points to a publicly-available index 

not under the card issuer’s control.  Furthermore, the card issuer discloses that the annual 

percentage rate for cash advances is the same variable rate that will apply to purchases 

after six months.  Finally, the card issuer discloses that, to the extent consistent with 

§ 226.55 and other applicable law, a non-variable penalty rate of 30% may apply if the 

consumer makes a late payment.  The payment due date for the account is the twenty-

fifth day of the month and the required minimum periodic payments are applied to 

accrued interest and fees but do not reduce the purchase and cash advance balances. 

A.  Change-in-terms rate increase for new transactions after first year.  On 

January 15 of year one, the consumer uses the account to make a $2,000 purchase and a 

$500 cash advance.  No other transactions are made on the account.  At the start of each 

quarter, the card issuer may adjust the variable rate that applies to the $500 cash advance 

consistent with changes in the index (pursuant to § 226.55(b)(2)).  All required minimum 

periodic payments are received on or before the payment due date until May of year one, 

when the payment due on May 25 is received by the creditor on May 28.  At this time, 

the card issuer is prohibited by § 226.55 from increasing the rates that apply to the $2,000 

purchase, the $500 cash advance, or future purchases and cash advances.  Six months 

after account opening (July 1), the card issuer may begin to accrue interest on the $2,000 
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purchase at the previously-disclosed variable rate determined using an 8-point margin 

(pursuant to § 226.55(b)(1)).  Because no other increases in rate were disclosed at 

account opening, the card issuer may not subsequently increase the variable rate that 

applies to the $2,000 purchase and the $500 cash advance (except due to increases in the 

index pursuant to § 226.55(b)(2)).  On November 16, the card issuer provides a notice 

pursuant to § 226.9(c) informing the consumer of a new variable rate that will apply on 

January 1 of year two (calculated using the same index and an increased margin of 

12 percentage points).  On December 15, the consumer makes a $100 purchase.  

On January 1 of year two, the card issuer may increase the margin used to determine the 

variable rate that applies to new purchases to 12 percentage points (pursuant to 

§ 227.55(b)(3)).  On January 15 of year two, the consumer makes a $300 purchase.  The 

card issuer may apply the variable rate determined using the 12-point margin to the $300 

purchase but not the $2,000 purchase or the $100 purchase. 

B.  Account becomes more than 60 days delinquent during first year.  Same facts 

as above except that the required minimum periodic payment due on May 25 of year one 

is not received by the card issuer until July 30 of year one.  Because the card issuer 

received the required minimum periodic payment more than 60 days after the payment 

due date, § 226.55(b)(4) permits the card issuer to increase the annual percentage rate 

applicable to the $2,000 purchase, the $500 cash advance, and future purchases and cash 

advances.  However, the card issuer must first comply with the notice requirements in 

§ 226.9(g).  Thus, if the card issuer provided a § 226.9(g) notice on July 25 stating that all 

rates on the account would be increased to the 30% penalty rate, the card issuer could 

apply that rate beginning on September 8 to all balances and to future transactions. 
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ii.  Account-opening disclosure of non-variable rate for six months, then increased 

non-variable rate for six months, then variable rate; change-in-terms rate increase for new 

transactions after first year.  Assume that, at account opening on January 1 of year one, a 

card issuer discloses that the annual percentage rate for purchases will increase as 

follows:  a non-variable rate of 5% for six months; a non-variable rate of 10% for an 

additional six months; and thereafter a variable rate that is currently 15% and will be 

adjusted monthly by adding a margin of 5 percentage points to a publicly-available index 

not under the card issuer’s control.  The payment due date for the account is the fifteenth 

day of the month and the required minimum periodic payments are applied to accrued 

interest and fees but do not reduce the purchase balance.  On January 15 of year one, 

the consumer uses the account to make a $1,500 purchase.  Six months after account 

opening (July 1), the card issuer may begin to accrue interest on the $1,500 purchase at 

the previously-disclosed 10% non-variable rate (pursuant to § 226.55(b)(1)).  On 

September 15, the consumer uses the account for a $700 purchase.  On November 16, the 

card issuer provides a notice pursuant to § 226.9(c) informing the consumer of a new 

variable rate that will apply on January 1 of year two (calculated using the same index 

and an increased margin of 8 percentage points).  One year after account opening 

(January 1 of year two), the card issuer may begin accruing interest on the $2,200 

purchase balance at the previously-disclosed variable rate determined using a 5-point 

margin (pursuant to § 226.55(b)(1)).  Because the variable rate determined using the 8-

point margin was not disclosed at account opening, the card issuer may not apply that rate 

to the $2,200 purchase balance.  Furthermore, because no other increases in rate were 

disclosed at account opening, the card issuer may not subsequently increase the variable 
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rate that applies to the $2,200 purchase balance (except due to increases in the index 

pursuant to § 226.55(b)(2)).  The card issuer may, however, apply the variable rate 

determined using the 8-point margin to purchases made on or after January 1 of year two 

(pursuant to § 226.55(b)(3)). 

iii.  Change-in-terms rate increase for new transactions after first year; penalty 

rate increase after first year.  Assume that, at account opening on January 1 of year one, a 

card issuer discloses that the annual percentage rate for purchases is a variable rate 

determined by adding a margin of 6 percentage points to a publicly-available index 

outside of the card issuer’s control.  The card issuer also discloses that, to the extent 

consistent with § 226.55 and other applicable law, a non-variable penalty rate of 28% 

may apply if the consumer makes a late payment.  The due date for the account is the 

fifteenth of the month.  On May 30 of year two, the account has a purchase balance of 

$1,000.  On May 31, the card issuer provides a notice pursuant to § 226.9(c) informing 

the consumer of a new variable rate that will apply on July 16 for all purchases made on 

or after June 15 (calculated by using the same index and an increased margin of 8 

percentage points).  On June 14, the consumer makes a $500 purchase.  On June 15, the 

consumer makes a $200 purchase.  On July 1, the card issuer has not received the 

payment due on June 15 and provides the consumer with a notice pursuant to § 226.9(g) 

stating that the 28% penalty rate will apply as of August 15 to all transactions made on or 

after July 16 and that, if the consumer becomes more than 60 days late, the penalty rate 

will apply to all balances on the account.  On July 17, the consumer makes a $300 

purchase. 
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A.  Account does not become more than 60 days delinquent.  The payment due on 

June 15 of year two is received on July 2.  On July 16, § 226.55(b)(3) permits the card 

issuer to apply the variable rate determined using the 8-point margin disclosed in the 

§ 226.9(c) notice to the $200 purchase made on June 15 but does not permit the card 

issuer to apply this rate to the $1,500 purchase balance.  On August 15, § 226.55(b)(3) 

permits the card issuer to apply the 28% penalty rate disclosed at account opening and in 

the § 226.9(g) notice to the $300 purchase made on July 17 but does not permit the card 

issuer to apply this rate to the $1,500 purchase balance (which remains at the variable rate 

determined using the 6-point margin) or the $200 purchase (which remains at the variable 

rate determined using the 8-point margin). 

B.  Account becomes more than 60 days delinquent after provision of § 226.9(g) 

notice.  Same facts as above except the payment due on June 15 of year two has not been 

received by August 15.  Section 226.55(b)(4) permits the card issuer to apply the 28% 

penalty rate to the $1,500 purchase balance and the $200 purchase because it has not 

received the June 15 payment within 60 days after the due date.  However, in order to do 

so, the card issuer must provide an additional notice pursuant to § 226.9(g).  This notice 

must be sent no earlier than August 15, which is the first day the account became more 

than 60 days’ delinquent.  If the notice is sent on August 15, the card issuer may begin 

accruing interest on the $1,500 purchase balance and the $200 purchase at the 28% 

penalty rate beginning on September 29. 

 2.  Relationship to grace period.  Nothing in § 226.55 prohibits a card issuer from 

assessing interest due to the loss of a grace period to the extent consistent with § 226.54.  

In addition, a card issuer has not reduced an annual percentage rate on a credit card 
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account for purposes of § 226.55 if the card issuer does not charge interest on a balance 

or a portion thereof based on a payment received prior to the expiration of a grace period.  

For example, if the annual percentage rate for purchases on an account is 15% but the 

card issuer does not charge any interest on a $500 purchase balance because that balance 

was paid in full prior to the expiration of the grace period, the card issuer has not reduced 

the 15% purchase rate to 0% for purposes of § 226.55. 

55(b) Exceptions. 

1.  Exceptions not mutually exclusive.  A card issuer may increase an annual 

percentage rate or a fee or charge required to be disclosed under § 226.6(b)(2)(ii), 

(b)(2)(iii), or (b)(2)(xii) pursuant to an exception set forth in § 226.55(b) even if that 

increase would not be permitted under a different exception.  For example, although a 

card issuer cannot increase an annual percentage rate pursuant to § 226.55(b)(1) unless 

that rate is provided for a specified period of at least six months, the card issuer may 

increase an annual percentage rate during a specified period due to an increase in an 

index consistent with § 226.55(b)(2).  Similarly, although § 226.55(b)(3) does not permit 

a card issuer to increase an annual percentage rate during the first year after account 

opening, the card issuer may increase the rate during the first year after account opening 

pursuant to § 226.55(b)(4) if the required minimum periodic payment is not received 

within 60 days after the due date.  

2.  Delayed implementation of increase.  If § 226.55(b) permits a card issuer to 

apply an increased annual percentage rate, fee, or charge on a date that is not the first day 

of a billing cycle, the card issuer may delay application of the increased rate, fee, or 

charge until the first day of the following billing cycle without relinquishing the ability to 



 780

apply that rate, fee, or charge.  For example, assume that, at account opening on 

January 1, a card issuer discloses that a non-variable annual percentage rate of 10% will 

apply to purchases for six months and a non-variable rate of 15% will apply thereafter.  

The first day of each billing cycle for the account is the fifteenth of the month.  If the six-

month period expires on July 1, the card issuer may delay application of the 15% rate 

until the start of the next billing cycle (July 15) without relinquishing its ability to apply 

that rate under § 226.55(b)(1). 

3.  Application of a lower rate, fee, or charge.  Nothing in § 226.55 prohibits 

a card issuer from lowering an annual percentage rate or a fee or charge required to be 

disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii).  However, a card issuer that 

does so cannot subsequently increase the rate, fee, or charge unless permitted by one of 

the exceptions in § 226.55(b).  The following examples illustrate the application of the 

rule: 

i.  Application of lower rate during first year.  Assume that a card issuer discloses 

at account opening on January 1 of year one that a non-variable annual percentage rate of 

15% will apply to purchases.  The card issuer also discloses that, to the extent consistent 

with § 226.55 and other applicable law, a non-variable penalty rate of 30% may apply if 

the consumer’s required minimum periodic payment is received after the payment due 

date, which is the tenth of the month.  The required minimum periodic payments are 

applied to accrued interest and fees but do not reduce the purchase balance.   

A.  Temporary rate returns to standard rate at expiration.  On September 30 of 

year one, the account has a purchase balance of $1,400 at the 15% rate.  On October 1, 

the card issuer provides a notice pursuant to § 226.9(c) informing the consumer that the 
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rate for new purchases will decrease to a non-variable rate of 5% for six months (from 

October 1 through March 31 of year two) and that, beginning on April 1 of year two, the 

rate for purchases will increase to the 15% non-variable rate disclosed at account 

opening.  The card issuer does not apply the 5% rate to the $1,400 purchase balance.  

On October 14 of year one, the consumer makes a $300 purchase at the 5% rate.  

On January 15 of year two, the consumer makes a $150 purchase at the 5% rate.  On 

April 1 of year two, the card issuer may begin accruing interest on the $300 purchase and 

the $150 purchase at 15% as disclosed in the § 226.9(c) notice (pursuant to 

§ 226.55(b)(1)).   

B.  Penalty rate increase.  Same facts as above except that the required minimum 

periodic payment due on November 10 of year one is not received until November 15.  

Section 226.55 does not permit the card issuer to increase any annual percentage rate on 

the account at this time.  The card issuer may apply the 30% penalty rate to new 

transactions beginning on April 1 of year two pursuant to § 226.55(b)(3) by providing a 

§ 226.9(g) notice informing the consumer of this increase no later than February 14 of 

year two.  The card issuer may not, however, apply the 30% penalty rate to the $1,400 

purchase balance as of September 30 of year one, the $300 purchase on October 15 of 

year one, or the $150 purchase on January 15 of year two.   

ii.  Application of lower rate at end of first year.  Assume that, at account opening 

on January 1 of year one, a card issuer discloses that a non-variable annual percentage 

rate of 15% will apply to purchases for one year and discloses that, after the first year, the 

card issuer will apply a variable rate that is currently 20% and is determined by adding a 
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margin of 10 percentage points to a publicly-available index not under the card issuer’s 

control.  On December 31 of year one, the account has a purchase balance of $3,000.   

A.  Notice of temporary rate provided consistent with § 226.55(b)(1)(i).  On 

November 16 of year one, the card issuer provides a notice pursuant to § 226.9(c) 

informing the consumer of a new variable rate that will apply on January 1 of year two 

(which is calculated using the same index and a reduced margin of 8 percentage points).  

The notice further states that, on July 1 of year two, the margin will increase to the 

margin disclosed at account opening (10 percentage points).  On July 1 of year two, the 

card issuer may increase the margin used to determine the variable rate that applies to 

new purchases to 10 percentage points and apply that rate to any remaining portion of the 

$3,000 purchase balance (pursuant to § 226.55(b)(1)). 

B.  No notice provided.  Same facts as above except that the card issuer does not 

send a notice on November 16 of year one.  Instead, on January 1 of year two, the card 

issuer lowers the margin used to determine the variable rate to 8 percentage points and 

applies that rate to the $3,000 purchase balance and to new purchases.  Section 226.9 

does not require advance notice in these circumstances.  However, unless the account 

becomes more than 60 days’ delinquent, the card issuer may not subsequently increase 

the rate that applies to the $3,000 purchase balance except due to increases in the index 

(pursuant to § 226.55(b)(2)). 

iii.  Application of lower rate after first year; effect of 14-day period.  Assume 

that a card issuer discloses at account opening on January 1 of year one that a non-

variable annual percentage rate of 10% will apply to purchases for one year, after which 

that rate will increase to a non-variable rate of 15%.  The card issuer also discloses that, 
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to the extent consistent with § 226.55 and other applicable law, a non-variable penalty 

rate of 30% may apply if the consumer’s required minimum periodic payment is received 

after the payment due date, which is the tenth of the month.  The required minimum 

periodic payments are applied to accrued interest and fees but do not reduce the purchase 

balance.  On June 30 of year two, the account has a purchase balance of $1,000 at the 

15% rate.  On July 1, the card issuer provides a notice pursuant to § 226.9(c) informing 

the consumer that the rate for new purchases will decrease to a non-variable rate of 5% 

for six months (from July 1 through December 31 of year two) and that, beginning on 

January 1 of year three, the rate for purchases will increase to a non-variable rate of 17%.  

On July 15 of year two, the consumer makes a $200 purchase.  On July 16, the consumer 

makes a $100 purchase.  On January 1 of year three, the card issuer may begin accruing 

interest on the $100 purchase at 17% (pursuant to § 226.55(b)(1)).  However, 

§ 226.55(b)(1)(ii)(B) does not permit the card issuer to apply the 17% rate to the $200 

purchase because that transaction occurred within 14 days after provision of the 

§ 226.9(c) notice.  Instead, the card issuer may apply the 15% rate that applied to 

purchases prior to provision of the § 226.9(c) notice.  In addition, if the card issuer 

applied the 5% rate to the $1,000 purchase balance, § 226.55(b)(ii)(A) would not permit 

the card issuer to increase the rate that applies to that balance on January 1 of year three 

to a rate that is higher than 15% that previously applied to the balance. 

4.  Date on which transaction occurred.  When a transaction occurred for purposes 

of § 226.55 is generally determined by the date of the transaction.  However, if a 

transaction that occurred within 14 days after provision of a § 226.9(c) or (g) notice is not 

charged to the account prior to the effective date of the change or increase, the card issuer 
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may treat the transaction as occurring more than 14 days after provision of the notice for 

purposes of § 226.55.  See example in comment 55(b)(3)-4.iii.B.  In addition, when a 

merchant places a “hold” on the available credit on an account for an estimated 

transaction amount because the actual transaction amount will not be known until a later 

date, the date of the transaction for purposes of § 226.55 is the date on which the card 

issuer receives the actual transaction amount from the merchant.  See example in 

comment 55(b)(3)-4.iii.A. 

5.  Category of transactions.  For purposes of § 226.55, a “category of 

transactions” is a type or group of transactions to which an annual percentage rate applies 

that is different than the annual percentage rate that applies to other transactions.  

Similarly, a type or group of transactions is a “category of transactions” for purposes of 

§ 226.55 if a fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or 

(b)(2)(xii) applies to those transactions that is different than the fee or charge that applies 

to other transactions.  For example, purchase transactions, cash advance transactions, and 

balance transfer transactions are separate categories of transactions for purposes of 

§ 226.55 if a card issuer applies different annual percentage rates to each.  Furthermore, 

if, for example, the card issuer applies different annual percentage rates to different types 

of purchase transactions (such as one rate for purchases of gasoline or purchases over 

$100 and a different rate for all other purchases), each type constitutes a separate 

category of transactions for purposes of § 226.55. 

6.  Relationship between exceptions in § 226.55(b) and 45-day advance notice 

requirements in § 226.9(c) and (g).  Nothing in § 226.55 alters the requirements in 

§ 226.9(c) and (g) that creditors provide written notice at least 45 days prior to the 
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effective date of certain increases in annual percentage rates, fees, and charges.  For 

example, although § 226.55(b)(3)(ii) permits a card issuer that discloses an increased rate 

pursuant to § 226.9(c) or (g) to apply that rate to transactions that occurred more than 

14 days after provision of the notice, the card issuer cannot begin to accrue interest at the 

increased rate until that increase goes into effect, consistent with § 226.9(c) or (g).  

See examples in comment 55(b)(3)-4.  Similarly, on or after the effective date, the card 

issuer cannot calculate interest charges for days before the effective date based on the 

increased rate. 

55(b)(1)  Temporary rate exception. 

1.  Relationship to § 226.9(c)(2)(v)(B).  A card issuer that has complied with the 

disclosure requirements in § 226.9(c)(2)(v)(B) has also complied with the disclosure 

requirements in § 226.55(b)(1)(i). 

2.  Period of six months or longer.  A temporary annual percentage rate must 

apply to transactions for a specified period of six months or longer before a card issuer 

can increase that rate pursuant to § 226.55(b)(1).  The specified period must expire no 

less than six months after the date on which the creditor provides the consumer with the 

disclosures required by § 226.55(b)(1)(i) or, if later, the date on which the account can be 

used for transactions to which the temporary rate applies.  Section 226.55(b)(1) does not 

prohibit a card issuer from limiting the application of a temporary annual percentage rate 

to a particular category of transactions (such as balance transfers or purchases over $100).  

However, in circumstances where the card issuer limits application of the temporary rate 

to a particular transaction, the specified period must expire no less than six months after 



 786

the date on which that transaction occurred.  The following examples illustrate the 

application of § 226.55(b)(1): 

i.  Assume that on January 1 a card issuer offers a consumer a 5% annual 

percentage rate on purchases made during the months of January through June.  A 15% 

rate will apply thereafter.  On February 15, a $500 purchase is charged to the account.  

On June 15, a $200 purchase is charged to the account.  On July 1, the card issuer may 

begin accruing interest at the 15% rate on the $500 purchase and the $200 purchase 

(pursuant to § 226.55(b)(1)).   

ii.  Same facts as above except that on January 1 the card issuer offered the 5% 

rate on purchases beginning in the month of February.  Section 226.55(b)(1) would not 

permit the card issuer to begin accruing interest at the 15% rate on the $500 purchase and 

the $200 purchase until August 1. 

iii.  Assume that on October 31 of year one the annual percentage rate for 

purchases on a credit card account is 17%.  On November 1, the card issuer offers the 

consumer a 0% rate for six months on purchases made during the months of November 

and December.  The 17% rate will apply thereafter.  On November 15, a $500 purchase is 

charged to the account.  On December 15, a $300 purchase is charged to the account.  On 

January 15 of year two, a $150 purchase is charged to the account.  Section 226.55(b)(1) 

would not permit the card issuer to begin accruing interest at the 17% rate on the $500 

purchase and the $300 purchase until May 1 of year two.  However, the card issuer may 

accrue interest at the 17% rate on the $150 purchase beginning on January 15 of year 

two. 
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iv.  Assume that on June 1 of year one a card issuer offers a consumer a 0% 

annual percentage rate for six months on the purchase of an appliance.  An 18% rate will 

apply thereafter.  On September 1, a $5,000 transaction is charged to the account for the 

purchase of an appliance.  Section 226.55(b)(1) would not permit the card issuer to begin 

accruing interest at the 18% rate on the $5,000 transaction until March 1 of year two. 

v.  Assume that on May 31 of year one the annual percentage rate for purchases 

on a credit card account is 15%.  On June 1, the card issuer offers the consumer a 5% rate 

for six months on a balance transfer.  The 15% rate will apply thereafter.  On June 15, 

a $3,000 balance is transferred to the account.  On July 15, a $200 purchase is charged to 

the account.  Section 226.55(b)(1) would not permit the card issuer to begin accruing 

interest the 15% rate on the $3,000 transferred balance until December 15.  However, the 

card issuer may accrue interest at the 15% rate on the $200 purchase beginning on 

July 15. 

3.  Deferred interest and similar promotional programs.   

i.  Application of § 226.55.  The general prohibition in § 226.55(a) applies to the 

imposition of accrued interest upon the expiration of a deferred interest or similar 

promotional program under which the consumer is not obligated to pay interest that 

accrues on a balance if that balance is paid in full prior to the expiration of a specified 

period of time.  However, the exception in § 226.55(b)(1) also applies to these programs, 

provided that, prior to the commencement of the deferred interest period, the card issuer 

discloses the length of the period and the rate at which interest will accrue on the balance 

subject to the deferred interest program if that balance is not paid in full prior to 

expiration of the deferred interest period.  See comment 9(c)(2)(v)-7. 
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 ii.  Examples.   

A.  Deferred interest offer at account opening.  Assume that, at account opening 

on January 1 of year one, the card issuer discloses the following with respect to a 

deferred interest program:  “No interest on purchases made in January of year one if paid 

in full by December 31 of year one.  If the balance is not paid in full by that date, interest 

will be imposed from the transaction date at a rate of 20%.”  On January 15 of year one, 

the consumer makes a purchase of $2,000.  No other transactions are made on the 

account.  The payment due on April 1 is not received until April 10.  Section 226.55 does 

not permit the card issuer to charge to the account interest that has accrued on the $2,000 

purchase at this time.  Furthermore, if the consumer pays the $2,000 purchase in full on 

or before December 31 of year one, § 226.55 does not permit the card issuer to charge to 

the account any interest that has accrued on that purchase.  If, however, the $2,000 

purchase has not been paid in full by January 1 of year two, § 226.55(b)(1) permits the 

card issuer to charge to the account the interest accrued on that purchase at the 20% rate 

during year one (to the extent consistent with other applicable law). 

B.  Deferred interest offer after account opening.  Assume that a card issuer 

discloses at account opening on January 1 of year one that the rate that applies to 

purchases is a variable annual percentage rate that is currently 18% and will be adjusted 

quarterly by adding a margin of 8 percentage points to a publicly-available index not 

under the card issuer’s control.  The card issuer also discloses that, to the extent 

consistent with § 226.55 and other applicable law, a non-variable penalty rate of 30% 

may apply if the consumer’s required minimum periodic payment is received after the 

payment due date, which is the first of the month.  On June 30 of year two, the consumer 
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uses the account for a $1,000 purchase in response to an offer of a deferred interest 

program.  Under the terms of this program, interest on the purchase will accrue at the 

variable rate for purchases but the consumer will not be obligated to pay that interest if 

the purchase is paid in full by December 31 of year two.  The payment due on 

September 1 of year two is not received until September 6.  Section 226.55 does not 

permit the card issuer to charge to the account interest that has accrued on the $1,000 

purchase at this time.  Furthermore, if the consumer pays the $1,000 purchase in full on 

or before December 31 of year two, § 226.55 does not permit the card issuer to charge to 

the account any interest that has accrued on that purchase.  On December 31 of year two, 

the $1,000 purchase has been paid in full.  Under these circumstances, the card issuer 

may not charge any interest accrued on the $1,000 purchase. 

4.  Contingent or discretionary rate increases.  Section § 226.55(b)(1) permits a 

card issuer to increase a temporary annual percentage rate upon the expiration of a 

specified period of time.  However, § 226.55(b)(1) does not permit a card issuer to apply 

an increased rate that is contingent on a particular event or occurrence or that may be 

applied at the card issuer’s discretion.  The following examples illustrate rate increases 

that are not permitted by § 226.55: 

i.  Assume that a card issuer discloses at account opening on January 1 of year 

one that a non-variable annual percentage rate of 15% applies to purchases but that all 

rates on an account may be increased to a non-variable penalty rate of 30% if a 

consumer’s required minimum periodic payment is received after the payment due date, 

which is the fifteenth of the month.  On March 1, the account has a $2,000 purchase 

balance.  The payment due on March 15 is not received until March 20.  Section 226.55 
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does not permit the card issuer to apply the 30% penalty rate to the $2,000 purchase 

balance.  However, pursuant to § 226.55(b)(3), the card issuer could provide a § 226.9(c) 

or (g) notice on or before November 16 informing the consumer that, on January 1 of 

year two, the 30% rate (or a different rate) will apply to new transactions. 

ii.  Assume that a card issuer discloses at account opening on January 1 of year 

one that a non-variable annual percentage rate of 5% applies to transferred balances but 

that this rate will increase to a non-variable rate of 18% if the consumer does not use the 

account for at least $200 in purchases each billing cycle.  On July 1, the consumer 

transfers a balance of $4,000 to the account.  During the October billing cycle, the 

consumer uses the account for $150 in purchases.  Section 226.55 does not permit the 

card issuer to apply the 18% rate to the $4,000 transferred balance or the $150 in 

purchases.  However, pursuant to § 226.55(b)(3), the card issuer could provide a 

§ 226.9(c) or (g) notice on or before November 16 informing the consumer that, on 

January 1 of year two, the 18% rate (or a different rate) will apply to new transactions. 

55(b)(2)  Variable rate exception. 

1.  Increases due to increase in index.  Section 226.55(b)(2) provides that an 

annual percentage rate that varies according to an index that is not under the card issuer’s 

control and is available to the general public may be increased due to an increase in the 

index.  This section does not permit a card issuer to increase the rate by changing the 

method used to determine a rate that varies with an index (such as by increasing the 

margin), even if that change will not result in an immediate increase.  However, a card 

issuer may change the day of the month on which index values are measured to determine 

changes to the rate. 
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2.  External index.  A card issuer may increase the annual percentage rate if the 

increase is based on an index or indices outside the card issuer’s control.  A card issuer 

may not increase the rate based on its own prime rate or cost of funds.  A card issuer is 

permitted, however, to use a published prime rate, such as that in the Wall Street Journal, 

even if the card issuer’s own prime rate is one of several rates used to establish the 

published rate.   

3.  Publicly available.  The index or indices must be available to the public.  A 

publicly-available index need not be published in a newspaper, but it must be one the 

consumer can independently obtain (by telephone, for example) and use to verify the 

annual percentage rate applied to the credit card account. 

4.  Changing a non-variable rate to a variable rate.  Section 226.55 generally 

prohibits a card issuer from changing a non-variable annual percentage rate to a variable 

annual percentage rate because such a change can result in an increase.  However, a card 

issuer may change a non-variable rate to a variable to the extent permitted by one of the 

exceptions in § 226.55(b).  For example, § 226.55(b)(1) permits a card issuer to change a 

non-variable rate to a variable rate upon expiration of a specified period of time.  

Similarly, following the first year after the account is opened, § 226.55(b)(3) permits 

a card issuer to change a non-variable rate to a variable rate with respect to new 

transactions (after complying with the notice requirements in § 226.9(b), (c) or (g)).     

5.  Changing a variable rate to a non-variable rate.  Nothing in § 226.55 prohibits 

a card issuer from changing a variable annual percentage rate to an equal or lower non-

variable rate.  Whether the non-variable rate is equal to or lower than the variable rate is 

determined at the time the card issuer provides the notice required by § 226.9(c).  For 
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example, assume that on March 1 a variable annual percentage rate that is currently 15% 

applies to a balance of $2,000 and the card issuer sends a notice pursuant to § 226.9(c) 

informing the consumer that the variable rate will be converted to a non-variable rate of 

14% effective April 15.  On April 15, the card issuer may apply the 14% non-variable 

rate to the $2,000 balance and to new transactions even if the variable rate on March 2 or 

a later date was less than 14%. 

6.  Substitution of index.  A card issuer may change the index and margin used to 

determine the annual percentage rate under § 226.55(b)(2) if the original index becomes 

unavailable, as long as historical fluctuations in the original and replacement indices were 

substantially similar, and as long as the replacement index and margin will produce a rate 

similar to the rate that was in effect at the time the original index became unavailable.  If 

the replacement index is newly established and therefore does not have any rate history, it 

may be used if it produces a rate substantially similar to the rate in effect when the 

original index became unavailable. 

55(b)(3)  Advance notice exception. 

1.  Relationship to § 226.9(h).  A card issuer may not increase a fee or charge 

required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) pursuant to 

§ 226.55(b)(3) if the consumer has rejected the increased fee or charge pursuant to 

§ 226.9(h).   

2.  Notice provided pursuant to § 226.9(b) and (c).  If an increased annual 

percentage rate, fee, or charge is disclosed pursuant to both § 226.9(b) and (c), that rate, 

fee, or charge may only be applied to transactions that occur more than 14 days after 

provision of the § 226.9(c) notice.   
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3.  Account opening. 

i.  Multiple accounts with same card issuer.  When a consumer has a credit card 

account with a card issuer and the consumer opens a new credit card account with the 

same card issuer (or its affiliate or subsidiary), the opening of the new account constitutes 

the opening of a credit card account for purposes of § 226.55(b)(3)(iii) if, more than 30 

days after the new account is opened, the consumer has the option to obtain additional 

extensions of credit on each account.  For example, assume that, on January 1 of year 

one, a consumer opens a credit card account with a card issuer.  On July 1 of year one, 

the consumer opens a second credit card account with that card issuer.  On July 15, a 

$1,000 balance is transferred from the first account to the second account.  The opening 

of the second account constitutes the opening of a credit card account for purposes of 

§ 226.55(b)(3)(iii) so long as, on August 1, the consumer has the option to engage in 

transactions using either account.  Under these circumstances, the card issuer could not 

increase an annual percentage rate or a fee or charge required to be disclosed under 

§ 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) on the second account pursuant to 

§ 226.55(b)(3) until July 1 of year two (which is one year after the second account was 

opened).   

ii.  Substitution, replacement or consolidation.  

A.  Generally. A credit card account has not been opened for purposes of 

§ 226.55(b)(3)(iii) when a credit card account issued by a card issuer is substituted, 

replaced, or consolidated with another credit card account issued by the same card issuer 

(or its affiliate or subsidiary).  Circumstances in which a credit card account has not 

been opened for purposes of § 226.55(b)(3)(iii) include when: 
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(1)  A retail credit card is replaced with a cobranded general purpose card that can 

be used at a wider number of merchants; 

(2)  A credit card account is replaced with another credit card account offering 

different features; 

(3)  A credit card account is consolidated or combined with one or more other 

credit card accounts into a single credit card account; or 

(4)  A credit card account acquired through merger or acquisition is replaced with 

a credit card account issued by the acquiring card issuer. 

B.  Limitation. A card issuer that replaces or consolidates a credit card account 

with another credit card account issued by the card issuer (or its affiliate or subsidiary) 

may not increase an annual percentage rate or a fee or charge required to be disclosed 

under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) in a manner otherwise prohibited by 

§ 226.55.  For example, assume that, on January 1 of year one, a consumer opens a credit 

card account with an annual percentage rate of 15% for purchases.  On July 1 of year one, 

the account is replaced with a credit card account that offers different features (such as 

rewards on purchases).  Under these circumstances, the card issuer cannot increase the 

annual percentage rate for new purchases to a rate that is higher than 15% pursuant to 

§ 226.55(b)(3) until January 1 of year two (which is one year after the first account was 

opened). 

4.  Examples.  

i.  Change-in-terms rate increase; temporary rate increase.  Assume that a credit 

card account is opened on January 1 of year one.  On March 14 of year two, the account 

has a purchase balance of $2,000 at a non-variable annual percentage rate of 15%.  On 
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March 15, the card issuer provides a notice pursuant to § 226.9(c) informing the 

consumer that the rate for new purchases will increase to a non-variable rate of 18% on 

May 1.  The notice further states that the 18% rate will apply for six months (until 

November 1) and that thereafter the card issuer will apply a variable rate that is currently 

22% and is determined by adding a margin of 12 percentage points to a publicly-available 

index that is not under the card issuer’s control.  The fourteenth day after provision of the 

notice is March 29 and, on that date, the consumer makes a $200 purchase.  On 

March 30, the consumer makes a $1,000 purchase.  On May 1, the card issuer may begin 

accruing interest at 18% on the $1,000 purchase made on March 30 (pursuant to 

§ 226.55(b)(3)).  Section 226.55(b)(3)(i) and (ii) do not permit the card issuer to apply the 

18% rate to the $2,200 purchase balance as of March 29 because that balance reflects 

transactions that occurred prior to or within 14 days after the provision of the § 226.9(c) 

notice.  After six months (November 2), the card issuer may begin accruing interest on 

any remaining portion of the $1,000 purchase at the previously-disclosed variable rate 

determined using the 12-point margin (pursuant to § 226.55(b)(1)). 

ii.  Checks that access a credit card account.  Assume that a card issuer discloses 

at account opening on January 1 of year one that the annual percentage rate that applies to 

cash advances is a variable rate that is currently 24% and will be adjusted quarterly by 

adding a margin of 14 percentage points to a publicly available index not under the card 

issuer’s control.  On July 1 of year two, the card issuer provides checks that access the 

account and, pursuant to § 226.9(b)(3)(i)(A), discloses that a promotional rate of 15% 

will apply to credit extended by use of the checks until January 1 of year three, after 

which the cash advance rate determined using the 14-point margin will apply.  On July 9 
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of year two, the consumer uses one of the checks to pay for a $500 transaction.  

Beginning on January 1 of year three, the card issuer may apply the cash advance rate 

determined using the 14-point margin to any remaining portion of the $500 transaction 

(pursuant to § 226.55(b)(1) and (b)(3)). 

iii.  Hold on available credit.  Assume that a credit card account is opened on 

January 1 of year one.  On September 14 of year two, the account has a purchase balance 

of $2,000 at a non-variable annual percentage rate of 17%.  On September 15, the card 

issuer provides a notice pursuant to § 226.9(c) informing the consumer that the rate for 

new purchases will increase to a non-variable rate of 20% on October 30.  The fourteenth 

day after provision of the notice is September 29.  On September 28, the consumer uses 

the credit card to check into a hotel and the hotel obtains authorization for a $1,000 hold 

on the account to ensure there is adequate available credit to cover the anticipated cost of 

the stay.     

A.  The consumer checks out of the hotel on October 2.  The actual cost of the 

stay is $1,100 because of additional incidental costs.  On October 2, the hotel charges the 

$1,100 transaction to the account.  For purposes of § 226.55(b)(3), the transaction 

occurred on October 2.  Therefore, on October 30, § 226.55(b)(3) permits the card issuer 

to apply the 20% rate to new purchases and to the $1,100 transaction.  However, 

§ 226.55(b)(3)(ii) does not permit the card issuer to apply the 20% rate to any remaining 

portion of the $2,000 purchase balance. 

B.  Same facts as above except that the consumer checks out of the hotel on 

September 29.  The actual cost of the stay is $250, but the hotel does not charge this 

amount to the account until November 1.  For purposes of § 226.55(b)(3), the card issuer 
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may treat the transaction as occurring more than 14 days after provision of the § 226.9(c) 

notice (i.e., after September 29).  Accordingly, the card issuer may apply the 20% rate to 

the $250 transaction. 

5.  Application of increased fees and charges.  See comment 55(c)(1)-3. 

55(b)(4) Delinquency exception. 

1.  Receipt of required minimum periodic payment within 60 days of due date.  

Section 226.55(b)(4) applies when a card issuer has not received the consumer’s required 

minimum periodic payment within 60 days after the due date for that payment.  In order 

to satisfy this condition, a card issuer that requires monthly minimum payments generally 

must not have received two consecutive required minimum periodic payments.  Whether 

a required minimum periodic payment has been received for purposes of § 226.55(b)(4) 

depends on whether the amount received is equal to or more than the first outstanding 

required minimum periodic payment.  For example, assume that the required minimum 

periodic payments for a credit card account are due on the fifteenth day of the month.  On 

May 13, the card issuer has not received the $50 required minimum periodic payment due 

on March 15 or the $150 required minimum periodic payment due on April 15.  If the 

card issuer receives a $50 payment on May 14, § 226.55(b)(4) does not apply because the 

payment is equal to the required minimum periodic payment due on March 15 and 

therefore the account is not more than 60 days delinquent.  However, if the card issuer 

instead received a $40 payment on May 14, § 226.55(b)(4) would apply because the 

payment is less than the required minimum periodic payment due on March 15.  

Furthermore, if the card issuer received the $50 payment on May 15, § 226.55(b)(4) 
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would apply because the card issuer did not receive the required minimum periodic 

payment due on March 15 within 60 days after the due date for that payment. 

2.  Relationship to § 226.9(g)(3)(i)(B).  A card issuer that has complied with the 

disclosure requirements in § 226.9(g)(3)(i)(B) has also complied with the disclosure 

requirements in § 226.55(b)(4)(i). 

3.  Reduction in rate pursuant to § 226.55(b)(4)(ii).  Section 226.55(b)(4)(ii) 

provides that, if the card issuer receives six consecutive required minimum periodic 

payments on or before the payment due date beginning with the first payment due 

following the effective date of the increase, the card issuer must reduce any annual 

percentage rate, fee, or charge increased pursuant to § 226.55(b)(4) to the annual 

percentage rate, fee, or charge that applied prior to the increase with respect to 

transactions that occurred prior to or within 14 days after provision of the § 226.9(g) 

notice.   

i.  Six consecutive payments immediately following effective date of increase.  

Section 226.55(b)(4)(ii) does not apply if the card issuer does not receive six consecutive 

required minimum periodic payments on or before the payment due date beginning with 

the payment due immediately following the effective date of the increase, even if, at 

some later point in time, the card issuer receives six consecutive required minimum 

periodic payments on or before the payment due date. 

ii.  Rate, fee, or charge that does not exceed rate, fee, or charge that applied before 

increase.  Although § 226.55(b)(4)(ii) requires the card issuer to reduce an annual 

percentage rate, fee, or charge increased pursuant to § 226.55(b)(4) to the annual 

percentage rate, fee, or charge that applied prior to the increase, this provision does not 
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prohibit the card issuer from applying an increased annual percentage rate, fee, or charge 

consistent with any of the other exceptions in § 226.55(b).  For example, if a temporary 

rate applied prior to the § 226.55(b)(4) increase and the temporary rate expired before a 

reduction in rate pursuant to § 226.55(b)(4)(ii), the card issuer may apply an increased 

rate to the extent consistent with § 226.55(b)(1).  Similarly, if a variable rate applied prior 

to the § 226.55(b)(4) increase, the card issuer may apply any increase in that variable rate 

to the extent consistent with § 226.55(b)(2).   

iii.  Delayed implementation of reduction.  If § 226.55(b)(4)(ii) requires a card 

issuer to reduce an annual percentage rate, fee, or charge on a date that is not the first day 

of a billing cycle, the card issuer may delay application of the reduced rate, fee, or charge 

until the first day of the following billing cycle.   

iv.  Examples.  The following examples illustrate the application of 

§ 226.55(b)(4)(ii): 

A.  Assume that the billing cycles for a credit card account begin on the first day 

of the month and end on the last day of the month and that the required minimum 

periodic payments are due on the fifteenth day of the month.  Assume also that the 

account has a $5,000 purchase balance to which a non-variable annual percentage rate of 

15% applies.  On May 16 of year one, the card issuer has not received the required 

minimum periodic payments due on the fifteenth day of March, April, or May and sends 

a § 226.9(g) notice stating that the annual percentage rate applicable to the $5,000 

balance and to new transactions will increase to 28% effective July 1.  On July 1, 

§ 226.55(b)(4) permits the card issuer to apply the 28% rate to the $5,000 balance and to 

new transactions.  The card issuer receives the required minimum periodic payments due 
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on the fifteenth day of July, August, September, October, November, and December.  On 

January 1 of year two, § 226.55(b)(4)(ii) requires the card issuer to reduce the rate that 

applies to any remaining portion of the $5,000 balance to 15%.  The card issuer is not 

required to reduce the rate that applies to any transactions that occurred on or after May 

31 (which is the fifteenth day after provision of the § 226.55(b)(4) notice). 

B.  Same facts as paragraph iv.A. above except that the 15% rate that applied to 

the $5,000 balance prior to the § 226.55(b)(4) increase was scheduled to increase to 20% 

on August 1 of year one (pursuant to § 226.55(b)(1)).  On January 1 of year two, 

§ 226.55(b)(4)(ii) requires the card issuer to reduce the rate that applies to any remaining 

portion of the $5,000 balance to 20%. 

C.  Same facts as paragraph iv.A. above except that the 15% rate that applied to 

the $5,000 balance prior to the § 226.55(b)(4) increase was a variable rate that was 

determined by adding a margin of 10 percentage points to a publicly-available index not 

under the card issuer’s control (consistent with § 226.55(b)(2)).  On January 1 of year 

two, § 226.55(b)(4)(ii) requires the card issuer to reduce the rate that applies to any 

remaining portion of the $5,000 balance to the variable rate determined using the 10-

point margin. 

55(b)(5)  Workout and temporary hardship arrangement exception. 

1.  Scope of exception.  Nothing in § 226.55(b)(5) permits a card issuer to alter 

the requirements of § 226.55 pursuant to a workout or temporary hardship arrangement.  

For example, a card issuer cannot increase an annual percentage rate or a fee or charge 

required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) pursuant to a 

workout or temporary hardship arrangement unless otherwise permitted by § 226.55.  



 801

In addition, a card issuer cannot require the consumer to make payments with respect to a 

protected balance that exceed the payments permitted under § 226.55(c). 

2.  Relationship to § 226.9(c)(2)(v)(D).  A card issuer that has complied with the 

disclosure requirements in § 226.9(c)(2)(v)(D) has also complied with the disclosure 

requirements in § 226.55(b)(5)(i).  See comment 9(c)(2)(v)-8.   

3.  Rate, fee, or charge that does not exceed rate, fee, or charge that applied before 

workout or temporary hardship arrangement.  Upon the completion or failure of a 

workout or temporary hardship arrangement, § 226.55(b)(5)(ii) prohibits the card issuer 

from applying to any transactions that occurred prior to commencement of the 

arrangement an annual percentage rate, fee, or charge that exceeds the annual percentage 

rate, fee, or charge that applied to those transactions prior to commencement of the 

arrangement.  However, this provision does not prohibit the card issuer from applying an 

increased annual percentage rate, fee, or charge upon completion or failure of the 

arrangement, to the extent consistent with any of the other exceptions in § 226.55(b).  For 

example, if a temporary rate applied prior to the arrangement and that rate expired during 

the arrangement, the card issuer may apply an increased rate upon completion or failure 

of the arrangement to the extent consistent with § 226.55(b)(1).  Similarly, if a variable 

rate applied prior to the arrangement, the card issuer may apply any increase in that 

variable rate upon completion or failure of the arrangement to the extent consistent with 

§ 226.55(b)(2).   

4.  Examples.  

i.  Assume that, consistent with § 226.55(b)(4), the margin used to determine a 

variable annual percentage rate that applies to a $5,000 balance is increased from 
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5 percentage points to 15 percentage points.  Assume also that the card issuer and the 

consumer subsequently agree to a workout arrangement that reduces the margin back to 

5 points on the condition that the consumer pay a specified amount by the payment due 

date each month.  If the consumer does not pay the agreed-upon amount by the payment 

due date, the card issuer may increase the margin for the variable rate that applies to the 

$5,000 balance up to 15 percentage points.   

ii.  Assume that a consumer fails to make four consecutive monthly minimum 

payments totaling $480 on a consumer credit card account with a balance of $6,000 and 

that, consistent with § 226.55(b)(4), the annual percentage rate that applies to that balance 

is increased from a non-variable rate of 15% to a non-variable penalty rate of 30%.  

Assume also that the card issuer and the consumer subsequently agree to a temporary 

hardship arrangement that reduces all rates on the account to 0% on the condition that the 

consumer pay an amount by the payment due date each month that is sufficient to cure 

the $480 delinquency within six months.  If the consumer pays the agreed-upon amount 

by the payment due date during the six-month period and cures the delinquency, the card 

issuer may increase the rate that applies to any remaining portion of the $6,000 balance to 

15% or any other rate up to the 30% penalty rate. 

55(b)(6) Servicemembers Civil Relief Act exception. 

1.  Rate that does not exceed rate that applied before decrease.  Once 50 U.S.C. 

app. 527 no longer applies, § 226.55(b)(6) prohibits a card issuer from applying an 

annual percentage rate to any transactions that occurred prior to a decrease in rate 

pursuant to 50 U.S.C. app. 527 that exceeds the rate that applied to those transactions 

prior to the decrease.  However, this provision does not prohibit the card issuer from 
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applying an increased annual percentage rate once 50 U.S.C. app. 527 no longer applies, 

to the extent consistent with any of the other exceptions in § 226.55(b).  For example, if a 

temporary rate applied prior to the decrease and that rate expired during the period that 

50 U.S.C. app. 527 applied to the account, the card issuer may apply an increased rate 

once 50 U.S.C. app. 527 no longer applies to the extent consistent with § 226.55(b)(1).  

Similarly, if a variable rate applied prior to the decrease, the card issuer may apply any 

increase in that variable rate once 50 U.S.C. app. 527 no longer applies to the extent 

consistent with § 226.55(b)(2). 

2.  Example.  Assume that on December 31 of year one the annual percentage rate 

that applies to a $5,000 balance on a credit card account is a variable rate that is 

determined by adding a margin of 10 percentage points to a publicly-available index that 

is not under the card issuer’s control.  On January 1 of year two, the card issuer reduces 

the rate that applies to the $5,000 balance to a non-variable rate of 6% pursuant to 

50 U.S.C. app. 527.  On January 1 of year three, 50 U.S.C. app. 527 ceases to apply and 

the card issuer provides a notice pursuant to § 226.9 informing the consumer that on 

February 15 of year three the variable rate determined using the 10-point margin will 

apply to any remaining portion of the $5,000 balance.  On February 15 of year three, 

§ 226.55(b)(6) permits the card issuer to begin accruing interest on any remaining portion 

of the $5,000 balance at the variable rate determined using the 10-point margin. 

55(c)  Treatment of protected balances. 

55(c)(1)  Definition of protected balance. 

1.  Example of protected balance.  Assume that, on March 15 of year two, an 

account has a purchase balance of $1,000 at a non-variable annual percentage rate of 12% 
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and that, on March 16, the card issuer sends a notice pursuant to § 226.9(c) informing the 

consumer that the annual percentage rate for new purchases will increase to a non-

variable rate of 15% on May 1.  The fourteenth day after provision of the notice is March 

29.  On March 29, the consumer makes a $100 purchase.  On March 30, the consumer 

makes a $150 purchase.  On May 1, § 226.55(b)(3) permits the card issuer to begin 

accruing interest at 15% on the $150 purchase made on March 30 but does not permit the 

card issuer to apply that 15% rate to the $1,100 purchase balance as of March 29.  

Accordingly, the protected balance for purposes of § 226.55(c) is the $1,100 purchase 

balance as of March 29.  The $150 purchase made on March 30 is not part of the 

protected balance. 

2.  First year after account opening.  Section 226.55(c) applies to amounts owed 

for a category of transactions to which an increased annual percentage rate or an 

increased fee or charge cannot be applied after the rate, fee, or charge for that category of 

transactions has been increased pursuant to § 226.55(b)(3).  Because § 226.55(b)(3)(iii) 

does not permit a card issuer to increase an annual percentage rate or a fee or charge 

required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) during the first 

year after account opening, § 226.55(c) does not apply to balances during the first year 

after account opening. 

3.  Increased fees and charges.  Once an account has been open for more than one 

year, § 226.55(b)(3) permits a card issuer to increase a fee or charge required to be 

disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) after complying with the 

applicable notice requirements in § 226.9(b) or (c), provided that the increased fee or 

charge is not applied to a protected balance.  A card issuer is not prohibited from 
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increasing a fee or charge that applies to the account as a whole or to balances other than 

the protected balance.  For example, after the first year following account opening, a card 

issuer may add a new annual or a monthly maintenance fee to an account or increase such 

a fee so long as the fee is not based solely on the protected balance.  However, if the 

consumer rejects an increase in a fee or charge pursuant to § 226.9(h), the card issuer is 

prohibited from applying the increased fee or charge to the account and from imposing 

any other fee or charge solely as a result of the rejection.  See § 226.9(h)(2)(i) and (ii); 

comment 9(h)(2)(ii)-2. 

55(c)(2)  Repayment of protected balance. 

1.  No less beneficial to the consumer.  A card issuer may provide a method of 

repaying the protected balance that is different from the methods listed in § 226.55(c)(2) 

so long as the method used is no less beneficial to the consumer than one of the listed 

methods.  A method is no less beneficial to the consumer if the method results in a 

required minimum periodic payment that is equal to or less than a minimum payment 

calculated using the method for the account before the effective date of the increase.  

Similarly, a method is no less beneficial to the consumer if the method amortizes the 

balance in five years or longer or if the method results in a required minimum periodic 

payment that is equal to or less than a minimum payment calculated consistent with 

§ 226.55(c)(2)(iii).  For example: 

i.  If at account opening the cardholder agreement stated that the required 

minimum periodic payment would be either the total of fees and interest charges plus 1% 

of the total amount owed or $20 (whichever is greater), the card issuer may require the 

consumer to make a minimum payment of $20 even if doing so would pay off the balance 
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in less than five years or constitute more than 2% of the balance plus fees and interest 

charges. 

ii.  A card issuer could increase the percentage of the balance included in the 

required minimum periodic payment from 2% to 5% so long as doing so would not result 

in amortization of the balance in less than five years. 

iii.  A card issuer could require the consumer to make a required minimum 

periodic payment that amortizes the balance in four years so long as doing so would not 

more than double the percentage of the balance included in the minimum payment prior 

to the date on which the increased annual percentage rate, fee, or charge became 

effective. 

55(c)(2)(ii)  Five-year amortization period. 

1.  Amortization period starting from effective date of increase.  Section 

226.55(c)(2)(ii) provides for an amortization period for the protected balance of no less 

than five years, starting from the date on which the increased annual percentage rate or 

fee or charge required to be disclosed under § 226.6(b)(2)(ii), (b)(2)(iii), or (b)(2)(xii) 

became effective.  A card issuer is not required to recalculate the required minimum 

periodic payment for the protected balance if, during the amortization period, that balance 

is reduced as a result of the allocation of payments by the consumer in excess of that 

minimum payment consistent with § 226.53 or any other practice permitted by these rules 

and other applicable law. 

 2.  Amortization when applicable rate is variable.  If the annual percentage rate 

that applies to the protected balance varies with an index, the card issuer may adjust the 

interest charges included in the required minimum periodic payment for that balance 
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accordingly in order to ensure that the balance is amortized in five years.  For example, 

assume that a variable rate that is currently 15% applies to a protected balance and that, 

in order to amortize that balance in five years, the required minimum periodic payment 

must include a specific amount of principal plus all accrued interest charges.  If the 15% 

variable rate increases due to an increase in the index, the creditor may increase the 

required minimum periodic payment to include the additional interest charges. 

55(c)(2)(iii)  Doubling repayment rate. 

1.  Portion of required minimum periodic payment on other balances. 

Section 226.55(c)(2)(iii) addresses the portion of the required minimum periodic payment 

based on a the protected balance.  Section 226.55(c)(2)(iii) does not limit or otherwise 

address the card issuer’s ability to determine the portion of the required minimum 

periodic payment based on other balances on the account or the card issuer’s ability to 

apply that portion of the minimum payment to the balances on the account. 

2.  Example.  Assume that the method used by a card issuer to calculate the 

required minimum periodic payment for a credit card account requires the consumer to 

pay either the total of fees and accrued interest charges plus 2% of the total amount owed 

or $50, whichever is greater.  Assume also that the account has a purchase balance of 

$2,000 at an annual percentage rate of 15% and a cash advance balance of $500 at an 

annual percentage rate of 20% and that the card issuer increases the rate for purchases to 

18% but does not increase the rate for cash advances.  Under § 226.55(c)(2)(iii), the card 

issuer may require the consumer to pay fees and interest plus 4% of the $2,000 purchase 

balance.  Section 226.55(c)(2)(iii) does not limit the card issuer’s ability to increase the 
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portion of the required minimum periodic payment that is based on the cash advance 

balance. 

55(d)  Continuing application.   

1.  Closed accounts.  If a credit card account with a balance is closed, § 226.55 

continues to apply to that balance.  For example, if a card issuer or a consumer closes a 

credit card account with a balance, § 226.55(d)(1) prohibits the card issuer from 

increasing the annual percentage rate that applies to that balance or imposing a periodic 

fee based solely on that balance that was not charged before the account was closed (such 

as a closed account fee) unless permitted by one of the exceptions in § 226.55(b).   

2.  Acquired accounts.  If, through merger or acquisition (for example), a card 

issuer acquires a credit card account with a balance, § 226.55 continues to apply to that 

balance.  For example, if a credit card account has a $1,000 purchase balance with an 

annual percentage rate of 15% and the card issuer that acquires that account applies an 

18% rate to purchases, § 226.55(d)(1) prohibits the card issuer from applying the 18% 

rate to the $1,000 balance unless permitted by one of the exceptions in § 226.55(b). 

3.  Balance transfers.  

i.  Between accounts issued by the same creditor.  If a balance is transferred from 

a credit card account issued by a creditor to another credit account issued by the same 

creditor or its affiliate or subsidiary, § 226.55 continues to apply to that balance.  

For example, if a credit card account has a $2,000 purchase balance with an annual 

percentage rate of 15% and that balance is transferred to another credit card account 

issued by the same creditor that applies an 18% rate to purchases, § 226.55(d)(2) 

prohibits the creditor from applying the 18% rate to the $2,000 balance unless permitted 
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by one of the exceptions in § 226.55(b).  However, the creditor would not generally be 

prohibited from charging a new periodic fee (such as an annual fee) on the second 

account so long as the fee is not based solely on the $2,000 balance and the creditor has 

notified the consumer of the fee either by providing written notice 45 days before 

imposing the fee pursuant to § 226.9(c) or by providing account-opening disclosures 

pursuant to § 226.6(b).  See also § 226.55(b)(3)(iii); comment 55(b)(3)-3; comment 

5(b)(1)(i)-6.  Additional circumstances in which a balance is considered transferred for 

purposes of § 226.55(d)(2) include when: 

A.  A retail credit card with a balance is replaced or substituted with a cobranded 

general purpose card that can be used with a broader merchant base; 

B.  A credit card account with a balance is replaced or substituted with another 

credit card account offering different features; 

C.  A credit card account with a balance is consolidated or combined with one or 

more other credit card accounts into a single credit card account; and 

D.  A credit card account is replaced or substituted with a line of credit that can be 

accessed solely by an account number. 

ii.  Between accounts issued by different creditors.  If a balance is transferred to a 

credit card account issued by a creditor from a credit card account issued by a different 

creditor or an institution that is not an affiliate or subsidiary of the creditor that issued the 

credit card account, § 226.55(d)(2) does not prohibit the creditor to which the balance is 

transferred from applying its account terms to that balance, provided that those terms 

comply with this part.  For example, if a credit card account issued by creditor A has a 

$1,000 purchase balance at an annual percentage rate of 15% and the consumer transfers 
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that balance to a credit card account with a purchase rate of 17% issued by creditor B, 

creditor B may apply the 17% rate to the $1,000 balance.  However, creditor B may not 

subsequently increase the rate on that balance unless permitted by one of the exceptions 

in § 226.55(b). 

Section 226.56—Requirements for over-the-limit transactions 

56(b)  Opt-in requirement. 

 1.  Policy and practice of declining over-the-limit transactions.  Section 226.56 

does not apply to any creditor that has a policy and practice of declining to pay any over-

the-limit transactions for the consumer’s credit card account when the creditor has a 

reasonable belief that completing a transaction will cause the consumer to exceed the 

consumer’s credit limit for that account.  For example, if a creditor generally declines any 

transaction that may exceed a consumer’s credit limit, it is not subject to the requirement 

to provide consumers notice and an opportunity to affirmatively consent to the creditor’s 

payment of over-the-limit transactions. 

2.  Over-the-limit transactions not required to be paid or authorized.  Section 

226.56 does not require a creditor to pay or authorize an over-the-limit transaction even if 

the consumer has affirmatively consented to the creditor’s over-the-limit service. 

 3.  Periodic fees or charges.  A creditor may not impose a periodic fee for paying 

over-the-limit transactions that is assessed whether or not the consumer has exceeded the 

credit limit during the billing cycle (for example, a monthly “over-the-limit protection” 

service fee) unless the consumer has affirmatively consented to or opted in to the service. 
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