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A new trend in electronic payments is the payroll card. A payroll card is a prepaid card that is offered to 
employees as an alternative to paper paychecks or directly depositing wages into an employee’s financial 
institution account. 1 Most payroll cards are smart cards, which have money electronically loaded onto them 
each pay period with funds automatically deducted from the balance when a purchase is made.  Payroll cards 
function similarly to a debit card, except the funds are not linked to a checking account. The funds are directly 
deposited by an employer into an account at a financial institution that is linked to the payroll card. Therefore, 
there are always three parties involved with a payroll card, including the employer, the employee, and a financial 
institution. Once the employee’s wages are credited to an account, the employee can use the card for ATM 
withdrawals or to make purchases. 

F A M I L Y  E C O N O M I C S  &  

F I N A N C I A L  E D U C A T I O N  

P A Y R O L L  C A R D S  

 

W H A T  I S  A  P A Y R O L L  C A R D ?  

Payroll cards were introduced in the late 
1990’s. At this time, banks offered proprietary 
payroll cards, which could only be used at an 
ATM .1 These payroll cards were useful and 
convenient for the unbanked, or those who do 
not have accounts at financial institutions.1 
Then, in 2001, Visa and MasterCard 
announced that they were putting significant 
resources behind the product and began 
offering their own branded versions.1 This 
allowed payroll cards to be used wherever 
major debit and credit cards were accepted, 
making them more attractive to consumers.1 

The number of payroll card users doubled 
from 2001 to 2002.2 In 2005, there was 
approximately 2.4 million payroll card users 
and that amount is expected to double by the 
end of 2006.2 Today many major companies, 
such as the United Parcel Service Inc., 
Blockbuster Inc., Coca-Cola Co., and 
McDonald’s Inc., have begun to offer payroll 
cards to there employees.2  

H I S T O R Y  F E E S  

There may be numerous fees associated with payroll cards. 
The number and amount of fees depends upon the financial 
institution. 3 For example, some payroll cards offer just one 
ATM withdrawal per pay period free of charge, while others 
offer three to five withdrawals free of charge. Employers can 
negotiate with financial institutions to reduce the number of 
fees and some employers will pay all or part of the payroll 
card fees.3  Therefore, it is important for employees to obtain 
a list of all fees before signing up to use a payroll card.  The 
following are some examples of fees charged by payroll card 
companies: 

⇒ monthly or annual fee; 

⇒ ATM fee; 

⇒ inactivity fee; 

⇒ fee after a specific number 
of transactions have been 
used; 

⇒ replacement fee if the card 
is lost, stolen, or destroyed; 

⇒ load fee (when funds are placed on the card account); 

⇒ point of sale (POS) fee for using the card at a point of sale 
terminal, or an electronic payment processor. 

The Community Affairs 
Department estimates that 

a payroll card will cost 
employees an average of 

$72 per year in fees 
compared to $246.48 if 
using a check cashing 

system.1 
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B E N E F I T S  

There are many benefits for both employers and employees to use payroll cards. For employers, the primary benefit is 
lower internal costs, because the costs associated with producing, handling, and distributing paychecks is eliminated.1 
Employees benefit from increased safety as payroll cards reduce the need to carry large amounts of cash.  Payroll card 
users also benefit from 24 hour access to their funds and have the ability to make online purchases easily.  Unbanked 
employees benefit from payroll cards because they do not have to pay check cashing fees each pay period which costs 
unbaked Americans roughly $8 billion annually.5 Payroll cards users can access an electronic monthly statement of 
transactions, allowing employees to easily use them as a money management tool.1 Payroll card recipients can receive a 
second card that can be used to give allowances to children or send money internationally to family members without 
having to open a separate checking account or undergo credit approval.1 Financial institutions benefit from the payroll 
card arrangement because many unbanked consumers who begin to use a payroll card become traditional financial 
institution account users. 1 In addition, financial institutions profit from the fees charged to employees, employers, 
and merchants.1  

Payroll card users are protected through Regulation E, or the Electronic Fund Transfer Act.  If a payroll card is 
stolen or fraudulent transactions are completed, the payroll card holder is liable for only $50 if the lost or stolen card 
is reported to the sponsoring financial institution within 48 hours. The FBI estimates that over four million paper 
paychecks are stolen annually.5  Considering there is no legal protection for consumers whose paychecks have been 
stolen, Regulation E provides exceptional safety and protection for payroll card holders.  
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⇒ Reduces or eliminates check cashing fees 

⇒ Offers immediate and 24-hour access to pay via ATM’s 

⇒ Offers ability to make purchases using credit card networks 

(i.e. online purchases) 

⇒ Reduces the need to carry cash 

⇒ Acts as a budgeting tool by providing card holders with a 

monthly statement of spending 

⇒ Provides a pseudo-bank account for those who do not want 

to manage or do not qualify for a checking account 

Employees/Consumers 

 

⇒ Reduces bank processing, check handling and 

check reconciliation costs 

⇒ Reduces likelihood of check fraud 

⇒ Reduces check printing costs 

⇒ Reduces lost/stolen check replacement costs 

⇒ Easy to transmit payroll to employees 

stationed at remote locations 

Employers 

The FBI estimates that over 4 

million payroll checks are 

stolen annually 
5
 

It costs nearly $2 to issue one paper paycheck 
1
 

Safety tips to follow when using a payroll card include memorizing the Personal Identification Number 
(PIN) and not giving it out to anyone. Also, if a payroll card is lost or stolen, it should be reported to the 
sponsoring financial institution immediately. 


