
al a rate permitted by the law of the state in which the hank is located.'1 In
1iJ78. the U.S. Supreme Court ruled that a national hank is "located" in the
state in which it is charLrred, and, therefore, the amount of the interest
rates charged by a national hank are suhject only to the laws of the state in
which it is ch;;utered, even if its lending activities occur elsewhere.42 A" a
result, the largest credit. card issuing banks are chartered in states that
either lacked interest rate caps or had very high caps from which rhey
\\'ould offer credit cards to cust.omers in other st.ates. This ability to
"export" their chartered stl1tes' interest rates effectively removed any caps
applicable to interest rates on the cards from these banks. In 1996, the U.S
Supreme Court determined that fees charged on credit extended by
national banks are a form of interest; allowing issuers to also expmt the
level of fees allowable in their state of chart,er to their customers
nationwide, which effectively removed any caps on the level of fees that
tllest" banks could charge. 1:1

Tn the absence of federal regulatory limitations on the rates and fees that
uU'd issuers can assess, the primary means that U.S. banking regulators
have for influencing the level of such charges is by facilitating competition
among issuers, which, in turn, is highly dependellt on informed consumers.
The Truth in Lending Act of 1968 (TlLA) mandates certain disclosures
aimed at informing consumers about the cost of credit. In approving 'fILA,
Congress intended that the reqUIred disrlosures would foster price
competition muong card issuers by enabling consumers to discern
differences among cards while shopping for credit. TlLA also states that its
purpose is to assure that the consumer will be able to compare more
readily the various credit terms available to him or her and avoid the
uninformed use of credit. As authorized under TILA, the Federal Reserve
h,lS promulgated Regulation Z to carry out the purposes of TILA. The
Federal Reserve, along with the other federal banking agencies, enforces
compliance with Regulation Z with respect to the depository institutions
under their respective supervision.

In general, TILA and the accompanying provisions of Regulation Z require
credit card issuers to inform potential and existing customers about
specific pricing terms at specific times. For example, card issuers are

1112 U.S.C. § 85.

~2J11aTlFu:ttf? NOlional Emil; il FlIsf ofOmaho Ser))/cp Corp et ai, 4~in U.S. 299 (1978).

~.ISml.lcy v. (.'iti,bank, 517 U.S. 735 0(96).
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required to n1ake various disclosures when soliciting potential customers,
a.<.> well as on the actual applications [or credit. On or with card applications
and solicitations, issuers generally are required to present pricing ten11s,
including the interest rates and various fees that apply to a card, Cl.S well as
infonnation about how finance charges are calculated, among other things.
Issuers also are required to provide cardholders \'Ilith specified disclosures
prior to the cardholder's first transaction, periodically in billing statements,
upon changes to terms and conditions pertaining to the account, and upon
account renewal. For example, in periodic statements, which issuers
typically provide monthly to active cardholders, issuers are required to
provide detailed information about the transactions on the account during
the billing cycle, including purchases and payments, and are to discl,lS" the
,unount of finance charges that accrued on the cardholder's outstanding
b~llance and detail the type and amount of fees assessed on the account,
arnong other t.hings.

In addition to the required tiIning and content of disclosures, issuers aLso
must adhere to various formatting requirf'ments. For example, since H~89,

certain pricing terms must be disclosed in direct mail, telephone, and other
applications and solicitations and presented in a tabular format on mailed
applications or solicitations." This table, generally ">ferred to as the
Schumer box, must contain information about the interest rates and fees
that could be assessed to the cardholder, as well as information about how
finance charges are calculated, aJnong other things. 4'> According to a
Federal Reselve representative, the Schumer box is designed to be easy for
consumers to read and use for comparing credit cards. According to a
consumer group reprcs('ntative, an effective regulatOly disclosure is one
that stimulates competition aJl10ng issuers; the introduction of the
Schumer box in the late 1980s preceded the increased price competition in
the credit "ard market in the early lOOOs and the movement away from
uniform credit card products.

Not all fees that are charged by card issuers must be disclosed in the
Schumer box. Regulation Z does not require that Issuers disclose fees
unrelated to the opening of an aCCOllnt For example, according to the
Official Staff Interpretations of Regulation Z (staff interpretations),
nonperiodic fees, such as fees charged for reproducing billing statements

11S<:,e generally 12 c.F.R. ~ 226.53.

.hSee supra noLe 21.
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Credit Card Disclosures
Typically Provided to Many
Consumers Have Various
Weaknpsses

or reissuing a lost or stolen card, are not required to be disclosed. Staff
interpretations, which are compiled and published in a supplement to
Regulation Z, are a means of guiding issuers on the requirements of
Regulation Z.'G Staff interpretations also explain that various fees are not
required in initial disclosure statements, such as a fee to expedite the
delivery of a cfedit card Of, under certain circumstances, a fee for arranging
a single payment. by telephone. However, issuers we surveyed told us they
inform cardholders about these ot.her fees at the time the cardholders
request t.he sen-ice, rather than in a disclosure document.

Although Congress aut.horizcd solely the Federal Reserve to adopt
regulations to implement the purposes of TlLA, other federal banking
regulators, under their autharit,V to ensure the safety and soundness of
depository institutions, have undertaken initiatives to inlprove the credit
card disclosures made by the Institutions under their supervision. For
exampIp, the regulator of national banks, ace, issued an advisory letter in
2004 alerting banks of its concerns regarding certain credit card marketing
and account managernent practices that may expose a bank t.o compliance
and reputation risks. One such practice involved the marketing of
promotional interest rates and conditions under \,,-'hich issuers reprice
accounts to higher interest rates. n In its advisory letter, OCC recomnlC'nctect
that issuers disclose any limits on the applicabillty of promotional interest
rates, such as the duration of the rates and the circumstances that. could
shorten the pronlotional rate period or cause rates t.o incrp;:LSc.
Additionally, OCC advised issuers to disclose the circumstances under
which they could increase a consumer's interest rate or fees, such as for
failure to make timely payments to another creditor.

The disclosures that credit card issuers typically provide to potential and
new cardholders had various weaknesses that reduced their usefulness to
consumers. These weaknesses affecting t.he disclosure materials included
the typical grade level required to comprehend them, their poor
organization and formatting of information, and their excessive detail and
length.

IllCompliance wiLh these official staff interpretations afford issuers protection from liabilIty
under Section 130(f) of TILA, which pmtectslssuers from civil liability for any act done or
owitted in good faith compliance with any official suM interpretation. 12 G.F.R. Part 226,
Supp.I.

~'Credil Card Practices, ace Advisory Letter AL2004-10 (Sept. 14,2004).
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Disclosures Written at Too High
a Levd

The typical credit card disclosure documents contained content that \vas
written at a level above that. likely to be understanuable by many
consumers. To assess the readability of typical cn·dit card disclosures, WP

contracted with a private usability consultant. to evaluate the t\VO primar~y

disclosure documents for four popular, widely-held cards (one each from
four large credit. card issuers). The two documents were (1) a direct mail
solicitation lettcr and application, which must include information about
the costs and fees associated with the card; and (2) the cardmember
agreement that contains the full range of lerms and conditions applicable
to the card. 48 Through visual inspection, we determined that this set of
disclosures appeared representative of the disclosures for the 28 cards we
reviewed from the six largest issuers that accounted for the majority of
cardholders in the United States. To determine the level of education likely
needed for someone to understand these disclosures, the usability
consult.ant. used comput.er software programs that applied three widely
us<:d readability formulas to the entire text of thE' disclosures. Thest'
formulas determined the readability of written material based on
quantitative 111E'asures, such as average number of syllables in words or
numbers of words in sentences. For more information about the usability
consultant's analyses) see appendix I.

On the basis of the usability consultant's analysis, the disclosure
documents provided to many cardholders likely were written at a level t.oo
high for the average individual to understand. The consultant. found t.hat
thp disclosures on average were written at a reading level commensurate
with about a tenth- to twelfth-grade education. According to the
consultant's analysis, understanding the disclosures in the solicitation
letters would require an eleventh-grade level of reading comprehension,
while understanding t.he cardmember agreements would require about a
t.welft.h-grade education. A consumer advocacy group that tested the
reading level needed to understand credit card disclosures arrived at a
similar (:ondusion. In a comment letter to the Fedpral Reserve, this
consumer group noted it had I1leasured a typical passage from a change-in
terens notice OIl ho\v issuers calculate finance charges using one of the
readability formulas and that. this passage required a twelfth-grade reading
level.

~tiWe did not evaluate disclosures that issuers are reql1ired to prOvide at other times-such
as in periodic billing statement.s or change in terms notices
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Poor Organization and
Formatting

These disclosure documents were written such that understanding them
requirecl a higher reading level than that. attained by many U.S. cardholders.
For example, a nationwide assessment of the reading level of the U.S.
j1"pulalion cited by the usability consultant indicated thal nearly half of the
adult. population in the Untted States reads at or below the eighth-grade
leve1. 40 Similarly, to ensure that the information that public companies are
required lo disclose to prospective investors is adequately understandable,
the Securities and Exchange Commission (SEC) recommends that such
disclosure materials be written at a sixth- to eighth-grade level. so

In addition to the average reading level, certain portions of the typical
disclosurp documents provided by' the large issuers requirerl even higher
readIng levels to be undersLandable. For example, the infl1rmation that
appeared in carrlmember agreements about annual percentage rates, grace
periods, balance computation, and payment allocation methods required a
minimum of a fifteenth-grade education, which is the equivalent of;1 years
01 college education. Similarly, lext in the documents describing the
interest rates applicable to one issuer's card were written at a twenty
seventh-grade level. However, not all lext in lile disclosures required such
high levels. For example, the consultant found that the information about
fees that generally appeared in solicitation letters required only a seventh
and eighth-grade reading level to be understandable Solicitation letters
likely required lower reading levels to be understandable because they
generally included more information in a tabular format than carrlmember
agreements.

The disclosure documents thE' consultant evaluated did not use designs,
including effective organizational structures and formatting, that would
have made them more useful to consumers. To assess the adequacy of the
design of the typical large issuer credit card solicitation letters and
cardmember agreenlf'nts, the consultant evaluated the pxtent to which
these disclosures adhered to generally accepted industry stanclards for

-1'11392 National Adult Literacy Survry. The 200:3 National Assl'ssment of Adult Literacy
(renamed from 1992) found that reading comprehension levels did not signiticantly chang!'
between 1992 and 2003 and that there wa,; little change in adults' ability LrJ read and
understand sentences and paragraphs

lOt S. Securities and Exchange CommiSSIon, Plain l:.'·ngl-ish Handbook' Henv to Cn:ate Clear
SEC DisdosuTe Dncwnerrts (Washington, D.C' 19~1SJ. The Secuntic:s and Exchange
Commission regulates the issuanr+? of s('C'urilw'" teJ the pnblir', mduding the information that
companies provide to their investors.
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effective organizational structures and designs intended to make
documents easy to read. In the absence of best practices ano guidelines
specifically for credit card ,"sclosures, the consultant Ilsl'd knowledge of
plain language, publications design guirlelines, and inrlustry best practices
ar.rl also compared the credit card disclosure documents to the guidelines
in the Securities and Exchange Commission's plain English handbook. The
usability consultant used these standards to identify aspects of the design
of the typical card disclosure rlocurnents that. could causl-' consumers using
them to encounter prohlems.

On the basis of this analysis, the usability consultant concluded that the
typical credit card disclosures lacked effective organization, For example,
the disclosure documents frequently placerl pertinent information toward
the end of sentences. Figure 7 illustrates an example taken from the
cardmembrr agreement of one of the large issuers that shows that a
consumer would need to ft?ad through considcrablt? amounts of tt?xt before
reaching thp important information, in this case the amount of the annual
percentage rate (APR) for purchases. Best practices would dictate that
important infonnation--the amount of the APR-be presented first, with
the less important information-the explanation of how the APR is
determined-placed last.

Fi~lure 7: Example of Important Information Not Prominently Presented in Typical
Cr,edit Card Disclosure Documents

c.,..;- Pu«h.~,. 1t'~'m",_01 C",'","aqe ,,~~
I t'<Udl.3;'",;', <l •..allaU" 1<1111 I' \I, .. hide..: lAw,,, r,Mll\11I1 01 4 ~\n;,

I

Do'e"'" II", 1",,,,"la "" APh d' .,1 I'ay , ,,-,05 b '" '9"
((I (\~Ol p·v r;"fll<,';( .. ,whn,l Dally f'dK.JI.; R,ll'j

1:-~S~bi·litY-cons~I~;;t'~~~~~-en~s: . - -:

I

' PlaCing per!menlm1ormallon, In thiS ,
, case the APR for plJrl;r,aSes, near lhe :

L.
'end of senlences requires reader, to :.
' wade Ihrough conSiderable amounls ,
ollexl before reaching Impor!anl :
mlormallon '

- - .... , . , .. - ,." ....
. -------- J

Sources UserW()r'.~, IrK, ,(lformallon InlernallOnal Assocralfl'3

In addition, the disclosure documents often failed to group relevant
information together. Although one of the disclosure formats mandated by
law-the Schumer box-has been praised as having simplified the
presentation of complex informa1.ion, our consultant observed that the
amount of information that issuers typically presented in the box
compromised the benefits of using a tabular format. Specifically, the typical
credit card solicitation letter, which includes a Schumer box, may be
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causing difficulties for consumers because related information generally is
not grouped appropriately, as shown in figure 8.

Figure 8: Example of How Related Information Was Not Being Grouped Together in Typical Credit Card Disclosure Documents
.~ - --- .-

--

Percentage Rate 0.0% fixed introducto~ rate until October 1, 2006;' thereafter, a variable
or Purchases' APR, currently 13.4 %...- .. Current rate lor purch ses I

Its' Non-Checlr. Balance Transfers: 0.0% fixed introductory APR until
October 1, :W06;' thereafter, together with all other Balance Transfers,
a variable APR, currently 13.49%J Cash Advances and Convenience Checks: Avariable APR, currently 22.49%.
Penalty APR: Avariable APR, currently up to 30.49%.'-_._--_...._... . ,.

Ie Rate All APRs (other than your introductory APRs) may vary. They are determined I

tion' by adding the following margin 10 Ihe Prime Rate: 6.99% [or Purchase.> and
Non'(heck Balance Transfers: 15.99% for Cash Advanciand Convenience
Checks; and up to 23.99% t?r PenaltyAPRs_~____ ~1 How the rate is determined I

e Calculation Average Daily Balance (including new purchases)
lor Purchases

.-~-

Fee None

I

-
Period for At least 20 days

wn Fmance J $1.50 (unl~;;--ilUrcha,e Average Dally Balance is zero)
._-.

I
for Purchases .

6' ar your Account, including any APg (or'" how an APR is Calculated) ar'"e subject ro change. Any /Changes will be made
donc~ with the Cardholder'" Agr-eemenL

duc(ory rate is appficubfi' I{J lhi.~ product and we do no! receive at least fhe Minimum Payment Due during any bi/lm~ cy,:le, you
rlr credit limil or you clo~(!}'Quraccount, any introductory rate on PJrchases and Balance Trafl.~fers wi/llerminaff'

-

Usability consultant's comments~

Related 'nformal,on, ,n \h,s case (he APR for purchases, IS no! grouped fogether, polenlrally causln(J drHlcu!tles lor readers.

Balanc
Method

Annual

Grace
Purchases
Minim
Charge

Variab
Infonna

Annual
(APR)~

Other i\P

fThe ler'"m
in accor

'!fan wrro
exceed yo

~

lThe Prime Rale used in your APR calculations is determined on the lasl day of each manUl by taRing the highesl prime role 1 I
pubfi.'hed ill the Money Rates section of The Waif Street Journal In effect /J.Jjl!,in the prIOr three monthJ (the "Index Dute(s)'). 04[(
Pnmf. Role chQnge.~ uljlf take effecl on rhe first d(ly of your Riffing (~I'[:/;> thul ends in (he cofendar nmnth followln.11 the fndex Date. , I
All uariabl(~ rQle disclosures are based On Ihe Pnnw Rate of6 50% in eftec! on AWl1J.~{ 10, 2005 .1.._-'-_I

. ,__----{§~the prime rate is determined .

I
J

SDIJ'Ce~ GAO analys'$ 01 data (rom U~erWop~s Inc, Inrormal'onlr1lernallOnal Assoclai.,s
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As shown in figure 8, information about the APR that would apply to
purchases made with the card appeared in three different locations The
first row mclude, thc current prevailing rate of the purchase APR; text thai
describes how the level of the purchase APR could vary according to an
u,"derlying rate, such as the prime rate, is included in the third row; and
tc,xt describing how the issuer determines the level of this underlying rate
is included in the footnotes According to the consultant, grouping such
related information together likely would help readers to more ea.sily
u:1derstand the material.

In addition, of the four issuers whose materials were analyzed, three
provided a single document with all relevant information in a single
cardmember agreement, but one issuer provided the information in
separate documents. For example, this issuer disclosed specific
information about the actual an10unt of rates and fees in one document and
p cesented information about ho\v such rates were detpnnined in another
document. According to the readability consultant, disclosun~s in multiple
ct'Jcuments can be more difficult for the reader to use because they may
require more work to find information.

FDl1natting weaknesses also likely reduced the usefulness of typical credit
card disclosure document.s. The specific formatting issues were as follows:

• Font sizes. According to the usability consultant's analysis, many of the
disclosure documents used font sizes that were difficult to read mld
could hinder consumers' ability to find information. For example, the
consultant found extensive use of small and condensed typeface in
cardmember agreements and in footnotes in solicitation materials when
best practices would suggest using a larger, more legible font size.
Figure 9 contains an illustration of how the disclosures used condensed
text that makes the font appear smaller than it actually is. Multiple
consumers and consumer groups who provided corrLlnents to the
Federal Reserve noted that credit card disclosures were written in a
small print that reduces a consumer's ability to read or understand the
document. For eXalnple, a consumer who provided comments to t.he
Federal Reserve referred to the text in card disclosures as "mice type."
This example also illustrates how notes to the text, which should be less
important, were the same size and thus given the same visual emphasis
as the text inside the box. Consumers attempting to read such
disclosures may have difficulty determining which information is more
important.
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Figure 9: Example of How Use of Small Font Sizes Reduces Readability in Typical Credit Card Disclosure Documents

,--------

-----
~

Condensed 11 pt. lext
-------, ,--------

Regular 11 pt. text
---

:U"~;Ii;; ----.-:-:jransacllon lees lor m~;;v;;ces --3~~~h;~~~: ;11~;;dvance, ~ll I 'I Trans;c;I~~ fee for purchase~ ,,' 3% of the ar
, consultant's .
: comment" : Imade In a forelqn currency , U.S. dollars.
: U"n9 conden"d lale Payment lee: $14.00 on balances up 10, but ncl including, $150: $28.00 on bal -------.---. 0 -.-
"" me'" Ihe lonl a"dever. Howev", II you already have nade one annore lale paym,nls In Iho pliO Transaction fee for cash advances: 3 Va of the

,eppee"m,"e, OveHhe.C"edll-llmlllee'129oo TransactIon fee for balance transfers: 3% of t
"hoo" eco"lIy" 'll .. However, there Is no fee with the 0% APR balar
. : Inlernallonal Transacl"ns: 3% aline LSdollar amo,nl 0' rhelransacl,on .helh Late fee: $15 on balances up to $100; $29 on b,

, Over-the-credit-line fee: $35.
, , You ufodersland !hallhe lerms 01 your "couill including Ihe APRs. ale subwctlo

chang. 10 higher APRs.II"~ APR, mal change 10 variable APRs, o"allable M 'All your APRs may automatically Increase up
with 11C: hpr.:lllc;p vnll L':IiI tn ITl;:lkj:. -rl n.:lvmpnt

- -

SOllre",,, lJ.,,,,,Wl'r~.> I,,, In'ormatlon Inlernalron<J1 AssOCI"I,,~

Note: Graphic shown IS the actual size 'I appears In Issuer disclosure documenls. Graphic IS

Intentionally pori toned off to focus attention to headings.

• Inqrfectivefont pLacements. According to Ihe usability consultant, some
issuers' efforts to distinguish text using different font types sometimes
had the opposite effect. The consultant found that the disclosures from
all four issuers emphasized large amounts of text with all capital letters
and sometimes boldface. According to the consultant, formatting large
blocks of text in capitals makes it harder to read because the shapes of
the words disappear. forcing the reader to slow down and study each
letter (see figure 10) In a comment letter to the Federal Reserve, an
industry group recommended that boldfaced or capitalized text should
be used discriminately, because in its experience~ excessive use of such
font types caused disclosures to lose all effectiveness. SEC's guidelines
for producing clear disclosures contain similar suggestions.
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FiHure 10: Example of How Use of Ineffective Font Types Reduces Readability in
Typical Credit Card Disclosure Documents
--------

; Usability
, consultant's
; comments:
: By emphasIzing all
, the text In a paragraph,
: nolhl(lg IS emphasized

I
--------- -----

7.14: AMENDMENT OF THIS AGREEMENT. WE MAY AMEND
THIS AOR££MfNT DY CHANQtIfG, ADDING OR DELETING ANY
UR."', CONDITION, SERViCE OR fUTURE ("NEW TERM~l Of
YOUR ACCOUNT OR of TftlS AGREEMENT AT ANY TIME. WE
WiLl. PROVIDE YOU WITH NOTICE OF THE AMENDMENT TO
THE F!XTENT REOUIRED BY L,AW. UNLESS WE STATEl OTHE_RWI.~~, ANY NEW TERM Will APPLY TO YOUR

AABITRATION: PLEASE READ THIS PR.DV!:';\oN CAREfUllY IT PAOVlDES THAT ANY
DISPUTE MAY BE RESOLVED BY BINDfNG Af[BIJRATIO~, ARBlrAATION Rff'lACES THE
RIGIH TO GO TO COURT. YOU WILL NDT BE ABU TO BAING fJ. GLASS ACTION OR ,
SIMilAR PRDCEEDING IN CODRT NOR WIll YDU AE ASlE TO BRING ANY CLAIM IN I I

--- -_-. ----- - J
Sources UserWo'ks, IrlC InformallOn Inl~mallonal A5S,)r;ldr",~

• Selecting tC.xtj(ir ernphasis. According to the usabilit~lconsultant, most
of the disclosure documents unnecessarily emphasized specific terms.
Inappropriate emphasis of such material could distract readers from
more important luessages. Figure 11 contains a passage from onE'
cardmember agreement that the readability consultant singled out for
its emphasis of the term "periodic finance charge," V>'hich is repeated six
timps in this eX31nple. According to the consultant, the use of boldface
and capitalized text calls attention to the word, potentially requiring
readers to work harder to understand the entire passage's message.

Fi~\ure 11: Example of How Use of Inappropriate Emphasis Reduces Readability in
Typical Credit Card Disclosure Documents

1:
-

, . --

: Usability
, consultant's
. comments:
; Rep8aled use of
, boldlace ;:J,nd C;:J,pS
: calis allenll0n 10 a
: word. pOlentlally
, requiring readNs 10

l
:woek hacdoc 10
, ',Jnd8rsland the

, p",ca~~,m""ge

llnC'. Wit m~)1'9ly lIle daily balilnce by Ins ..ppliG<lb!~ Dally F1:nodlc Halt. as ,laled m ~n
11i~ Table ollm!'leJt Che,rllic'S, 10 get your PeriodIc FINANCE CKARGf.S for lhal day.
w~ (111m add ;~I(]W Pyrlotlic FINANGf. CHARGES 10 your (jelly ~ia~ce \0 \Iel 1l1e
tleqlnmng balance lor the n~~t day For PlJrthilSCs. we ~o the S,;'T1e thmq 10f ea.:h
day ollhe p"'evloiJs cycle 10 lJBt the rl;,,\y thll.11nce (of Purch.1l"~J IQt th~ P'!l<;lOIJS blll<ng
cyde However. the dtllly hai<mce (Of prevIOus l;~hllg C~'cl~ Purcbases IS conslde.red
10 be :era f()( ncb d:2\' Ollhc prC'IiCliS blUm\} cycle II a Perilldic FiNANCE CHARGE
WIlS a!read~ IITtpused on Purchases Ilemlzed on your previOu:s :stalemJ;r:\ (If you paid
your New 8illaflct en your previou~ ~lalli!menl :n lull by Ille P<'ymelll o'~ d.atll,

To ~et YO\.lr llllJI Periodic flNANCi: CHAR.f:iE Ivr 3 b,ll;n!ll;ycle. we adt;l <!I! of Ille tIJ,fy
Penorlil; FINANCE CltARGES lor aK lealuri'$, Ii ytlU r'llullfply lhl! A~eraQe Oa~y

8al~r:cf' (or each re~lu'e bV (he JjlpllCllblB De~y PenedLc Rate e06 the oumoor 01 day~

;0 (Pre ~ppliC<lble b,l!mQ c...sJ~H\ and Jdd the r..su!ls togel~!. the lO1a1 wiK equal the
Periodic FINANCE CHARCES 1m the bl!lin(l ~I'd~ extejlt for 1l1on~r yJn3110m due to
rOll~l(11r'\1 Te d€lemlllll~ an Awr1lge Dally B~lence. we a6d yell' da'ly balances anc1
dl~fde b\' \1'.e f!Umber d llle da~ In ll'ie ~Dnl,icClblt! tllUlnq C'ide!~l,

SOUIC€:, Use,Works, Inc, Inlorm,,"on Inlernaflonal ASSOCiates
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• Use c!f hea.dings. According to the usability consultant l disclosure
documents from three of the [our issuers analyzed contained
headings that were difficult to distinguish from surrounding text.
Headings, according to the consultant, provide a visual hierarchy to
help readers quickly identify information in a lengthy document.
Good headers are easy to identify and use meaningful labels. Figure
12 illustrates two examples of how the credit card disclosure
documents failed to use headings ellectively.

Annual PercentBge Rates for Purchases and
Cllllh Advllnces:
Your annual pernentage rates and the corresponding daily peflodic
rates appear on the card carrier, Adally periodic rare is r~le appli·

Payment Allocation: You il~ee thai W~ al~ authQrlzed to allocate youl D<lymenlS afll
credlls In a way thai IS mosl fa~orabl~ 10 or C()fl~efllefl\ for us For exampl~. yOIl
aulhorize U5 to apply your paymenls afld cred'lS 10 b"laflces wl1h lower Annual
Percenlil'ge Rales rAPAs") ISlIch as p[OmOlIOll~1 APRs) b€(are balaflces With higher
APFIs tOI all balances e~cerl\ promollOflal balances for DI511ey II,JCaIIOfl pad~yes

Cr€dll tine/AuthDrized Uga\le: Your credillifle IS shawn onll'ie bider contalnmg your
Card Since we may ch'lflgP. yO'J' credrlliflc from lime 10 lime. llour lalesl credit hfle
will appear Ofl your mOfllhly Slalemeo11 You agree flot to make a Purch~$e or IJblam a
Casr,Advance thai wlJuld CaUSB the unpaid bal<lnce IJf YlJur Accouflllo Hceed your

Ineffective heading use (shading added by GAO)

I
----------

Sect!Dn 2: USE OF YOUR ACCOUNT
2,1: TYPes 01 Transactions. You may usc ¥DlLI Account lor lhe tollow,n9 lYDf"
or consumer IlanSilc!lDlls

2.1.1: Purchase-s, Purch<lsF. goocs or sel VI';c~ w,th ~our Card
2.1.2: Cash Advances. Oblamcash frOin a partlc,pallng Ilna'1cl",IIPsllfulmn
or nerchalll ('Cash DIStluIs'om8nl ) Qr Irum an ATM (" ATM A';;'/ar.ce I write <J
Convenlenr;8 Cher;k lor any leGal ~lJrf'Ll~e ('CollVenlence Ch~:~ Advailce") or
pll ..(;h<l~" mon8Y orders !ra\if'I,~r.~ ctotJcks lorelgn rUIP8nr-:, ILlltP", IIGkets
''',,,",0 c!llpS, rac8track l';agGr~ voud',e,c ",'ueelTIable 10' ,:a~11 01 011181 I!(,rn~

rp,'rJily CCHlVtJI1,hlp Into <:,lsll i"D"H.~1 Cash'), or lr<ln.~rer lunds Irom Y0Ur
ACl:Ollnl If, yOllr nelsonal chech1g .'ICCoLnt for oVElrUI<l1l
prDI.,cllOfl (OverdrOlII Prolecll<Jn"')
2.1.3: Balance Tl'ans'ers. Transferred balan<;['S 10 y0Llr Accounllrom Olher
aedllors. excepllhl).~€ m~d" 1;~ln(] a Convenience CllIor.k

2.2: Umitations on Use

Figure 12: Example of Ineffective and Effective Use of Headings in Typical Credit Card Disclosure Documents

Effective heading use (:;hadlng:=o~----~----I

'f:I~OWWe Determine the Balance: -I
The total outstanding balance (the amount you owe us) appears as
tM "New Balance" on the billing statement To determine the New
Balance, we begin with the outstanding balance on yom accourll at
tM beginning 01 each blllmg penod. called the "PrevIOus Bill,ance"
on tha billing statement We adr} any purchases or c(lsh advanc1i!s
and' subtract any credits or payments credited as of that billing
period. WfJ then add the appropnate finance charges and fees and
make other applicable adlustments

Usability consultant's comments:

;i~ Headings are easy to Idpnhly_ but are preceded by an unnecessary siring
: ...:, Of numbers that do not rorre~pond 10 anylhlng useful like a 'able of conlents

Usability consultan\'s comments:

,(~l~ Headings are easy to dlsiinguish lrom lhe surroundirlg lexi

:E) Headings are WIt subslanllally dilferelll fmm the lexl

--------

Sl'FC<:!" UserWorks, IflC ,lnIOflnallf)n -mlemallonal ASSOCIates
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[n the first example, the headings contained an unnecessary string of
numbers that the consultant. found would make locating a specific topic in
the text more difficult. A...':i a result, readers would need to actively ignore
the string of numbers unbl the middle of the line to find what they wanted.
The consultant noted that such numbers might be useful if this document
had a table of contents that referred to the numbers, but it did noL In the
second example, the consultant noted that a reader's ability to locate
mformation using the headings in this document was hindered because the
headings were not made more visually distinct, liut instead were aligned
wlth other text and printed in the same type size as the text that followed.
N; a result, these headings blended in with the texL Furthermore, the
consultant noted that because the term "Annual Percentage Rates" was
given the same ,isual treatment as the two hcadings in the example, finding
hc'adings quickly was made even more difficult. In contrast, figure 12 also
shows an eX3.1upJr that the consultant identified in ont' of the disclosure
ducuments that \\'3.':i an ef[pctivE' use of headings.

• PTesenta!1'on techniques. According to the usability consultant., the
disclosure documents analyzed did not use presentation techniques,
such as tables, bulleted lists, and graphics, that could help to simplify
the presentation of complicated concepts, especially in the cardmember
agreernents. Best practices for document design suggest using tables
and bulteted lists to simplify the presentation of complex information.
Instead, the usability consultant noted that all the cardmember
agreements reviewed almost exclusively employed undifferentiated
blocks of text, potentially hindering clear communication of complex
information, such as the multiple-step procedures issuers use for
calculating a cardholder's minimum required paynlent. Figure 13 below
present.s two samples of text from different cardrnember agreements
describing how minimum payments are calculated. According to the
consultant, the sample that uspd a bulleted list was easier to read than
the one fOlmalted as a paragraph. Also, an isslwr stated in a lettpr to the
Federal Reserve that their consunlPrs have welcomed the issuer's use of
bullets to format information, emphasizing the concept that the visual
layout of infonnation either facilitates or hinders consumer
understanding.
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Figure 13: Example of How Presentation Techniques Can Affect Readability in Typical Credit Card Disclosure Documents

----------------- - - -------------,
MINIMUM MONTHLY PAYMENT fhoe Mlflllllum Pill'l~,ent Due each month
wil! be the ~lIm ~)f any i1J110lil't pas1 due allc the It'II,lmlJl'\ nlOnUlty
pa;,menL The (I1inirnwm monthly pilymellt eilch rl"'onth \'01'1 I be thl' grea1ei
of S10 Qr lI50th of the lI,jew Balalice, rounded to the nfl,ot hlqhe' I'.;hole
doltdr amount. :/ any ANNUAL PERCENTAGE RATE <lN~hcED:e to your
Account i\ gl"E<1W tnan :n99%, but less than 26.00%, your mmimum
mOrltt11y pelyment wil! be- tht gre{lter 01 liD ot 1145th of tfl" New Balance,
roundt'd to (~e neJ:t rlgher whole dollar affiO\'J!lt, j' ali" ANr~UAl

PER<ENTAGE RATE applicable to your Account II 26,OO~,~ O( greeter, your
minimum monthly payment wlH be the greater of $10 or 1J,4Oth of lh~ Nih'\'
Baiance, Regardless of the Annual Percentage Riltes on your Account, if the
New Balance is ~e)! than S10 00, the- minimum monthly payment Will bethe
amoun, 01 the New Billafl(;e, W~ may al~o mdl,lde in }'Ovr mffll1l1tJm
monthly payment all or,a portion of the .amolJrlt bv WhKh your olltstanding
bai,antt' el.(eed~ .'lour Account credit limit as of the last d,~y of the billing
olmod. Pil¥lnQ the Mrnimum Paynwnt DlJe rna) be in\u'fiCient to brln'9

Usability consultant's comments:
ExpreSSing a compllcaled, mulTistep process as prose makes
II difficult 10 understand the relationships berween steps

,-
Minimum Amount Due:
tach month you must pay a minimum amount that is calculated
as follows. first, we begin with any amount that is past due and
add to It any amount in excess 01 your credit tine. Second, we add
the largest 01 the lollowing.

• The New Balance on the bllilng statement if it is less than $20:

• $20 it the New Balance is at leaST $20;

• 1% of the New Balance (which calculation IS rounded down to
the nearesl dnltM) plus the amount of your oWed linance charges
and any applicable late fee; or

• 15% 01 the New Balance (WhiCh calcujaliOn is rounded down to
Ihe nearest dDIlar).

However, the Mmimum Amounl Que will never exceed your New
B<llanc€ rn calculahng the Minimum Amount Due. we may sub
tract from 1M New Ba~ance certain tees added \0 your account
dlJflng Ihe bilhng penod.

Usability consultant's commenls:
By uSing bullel pOInIS, It IS much easier 10 see mUlliple sleps
broken oul Inlo IndiVidual steps and when Hl8Y are applied

Excessive Complexity and
Volume of Information

S,)u'ce~ lI~t'rWa'ks, Inc, Inlarmallon Inlernahanal AssaClales

The content of typical credit card disclosure documenL, generally was
overly complex and presented in too much detail, such as by using
unfamiliar or complex terms to describe simple concepts. For example, the
usability consultant identified one cardmember agreement that used the
term "rolling consecutive twelve billing cycle period" instead of saying
"over the course of the next 12 billing statements" or "next 12 months"-if
that was appropriate. Further, a number of consumers, consumer advocacy
groups, and government and private entities that have provided comments
to the Federal Reserve agreed that typl<:al credit card disclosures are
written in complex language that hinders consumers' understanding. For
example, a consumer \\Tote that disclosure documents were "loaded with
booby traps designed to trip consumers l and written in intentionally
impenetrable and confusing language." One of the consumer advocacy
groups stated the disclosures were "full of dense, impenetrable legal jargon
that even lawyers and seasoned consumer advocates have difficulty
understanding" In addition, the consultant noted that many of the
disclosures, including solicitation letters and cardmember agreements,
contained overly long and complex sentences that increase the effort a
fE:ader must devote to understanding the text. Figure 14 contains two
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examplPs of instances in which the discloslll't" documents used uncommon
words and phrases to express simple concepts,

Figure 14: Examples of How Removing Overly Complex Language Can Improve Readability in Typical Credit Card Disclosure
Documents

r-----
101 -- -- -- --

words Jrr III Oily Imll! dUrlng any rllltmg r;Dnseculn"t twelve bllllflg cycle period you {all (0 make rwo Mill/mum Payment'> 011 a /1/11..?/y ba~l..,

or eX~f!edyour Credlll (1Il1f (IO/le we fJlay elecr fa mCrE'a:;e your Pu.,ch(].~e Cash Advance and/or Balance Trwl$/cr APRs /0 fhe Pef/oiry APRs
All ppnolfy APRs wIll remtllfl (n O?{fO?cl unlll, In a subsequent ml//I'Ig CDn$€<.utiue stx billUlg cycle penod, you do not excf'e,J your Credrr Lllnll
al uny lIme and you nlllke of( or your required Mlnilnum PQymenl:5 on Q IImel)' basIs when, In your nexl bllllll~ cycJ€, oil P¥!nalr)' APRs will
no longer apply

50 :
words:

69
words

-----------------

Usability consultant's rewrite:
If you pay lale or go r)Vd your credillimil IWlce In a year, Ihe In\;>resl rale you pay on most lhmgs goes up 10 the detault rale
down when y'JU pay 'JrI time 3nd do nol go over your credit limit for SIX monlhs

---------------------

Using Your Accounl: You m~y use yOU! Card 01 !\.CCOUllllo purchase or lease goods
or services. or pily alllOunl, yOli owe, wherever Ihe :ard I~ honored, lransfer
billances Ir[In, olhr.f accounts or, 11 appll{abl~, 10 oblaln advances 10 cover an
oVlOn1r~h on your checking JoWl",t wl\h ~ alflt',l1e under tile Terms of thiS
Agreement and your Overdrill1 PrOTer-llOn Ag,eemenl, ("O...erdrah
Ad ...arlce$·lIPur~hases, Balance Translels ,)nd Overdrah Ad~ances dre coileclively
U1rred "Purchases"l

currently 30 49% II Will go back

I
I

I

I wD'~~ U,.bll," coo,"ltao'" cown','
You can use Ihls card \0 buy things, pay ot! olher accounls, Iranster

, batances, or keep from bounCing ached,
._------ -----

--.--- -- -----_...-
Sources UserWorks, Inc, I"IO'IIl"llon 1""',errlalI0n:'l1 A550Glates

In arldition, the disclosure documents regularly presented too much or
irrelevant detail, Accordmg to the usability consultant's analysis, the credit
card disclosures often contained superfluous information, For example,
figure 15 presents an example of text from onE' cardmember agreement that
described the actions the issuer would take if its normal source for thp rate
information used to set its variable rates-The' WaU Street Journal-were
to ('ease publication, Including such an arguably unimportant detail
lengthens and makes this disclosure more complex, According to SEC best
practices for creating clear disclosures) disclosure documents are more
effective when they adhere to the rule that less is more, By omittIng
unnecessary details from disclosure documents, the usability consultant
indicated that consumers would be more likely to read and understand the
information they contain
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Fi!lure 15: Example of Superfluous Detail in Typical Credit Card Disclosure
Documents

~-U-5~b:;j-:- ---
: consultant's comments:
, This section provides
: superfluous Information on
, how It,e prime rale IS
: determined. For example. the
: explanation 01 Ihe acllons If
, the Wall Streel Journal was
: to cease publication
'. - - - - - - - - - - - _. - ~ .. - _...

I
L _

[I II ,ny ,nnual p.rc~n;~g~ rate IS "ase, DO tn~·~ S. Prime R'le '--1
OhlS a margin, we wiH calcu!ate the rate tor each brmng period by

i adding the appllcatJ~e margin that appears on lne card carner 10

!
lhEl U.S. Prime Rate for eOlch billing penod we wi1\ use the U.S. I
Pnfl'Hl Rate published in The Waif Street Journal two bUSiness
d,1yS prior 10 your StatemBntlClosing Date for that billing penod !
Any increase or decredse in a variable annual perr.enta.ge rate due
10 a chanoe In 1m: US Prime Rate takeS effect as of Ihe first day
of the billing period for which we r.alculate the variable annual
percentage rale. II more ttlan one U.S. Prime Rate IS published.
we Hlay choose 1t1e highest rate If The Wall Street Joumal cease:;
publlcalroil or to publish the U.S. Prime Rate. we may llse the
U.S. Prime Hale published in any otner newspaper of general clr
culalion. or we may substitute a ~imllar reference rale at our sale
liisr.reIi00. When a change in an applicable variable annual per
centage rale lilkp,'S aHecl we will apply Illo dny e);1511r1\1 balances,
subject to any promotional I<lIe that may apply

Consumer Confusion
Indicated That Disclosures
Were Not Communicating
Credit Card Cost
Information Clearly

Sources UserWorks, Inc. Inlorm&i'u<l InlernaiJonal ASSOClales

Many of the credit cardholders that were tested and interviewed as part of
our revie\v exhibited confusioIl over various fees, practices l and other
terms that could affect the cost of using their credit cards. To understand
how well consumers could use typical credit card disclosure documents to
locate and understand information about card fees and other practlces, the
usability consultant with whom we contracted llsed a sample of
cardholders to perform a usability assessment of the disclosure documents
from the four large issuers. As part of this assessment, the consultant
conducted one-on-one sessions with a total of 12 cardholders so that each
set of disclosures, which included a solicitation letter and a cardrnernber
agreement, was reviewed by 3 cardholders.C

] Each of these cardholders
were 3...",ked to locate information about fee levels and rates, the
circumstances in which they would be imposed, and information about
changes in card terms. The consultant also tested the cardholders' ability to
e>plain various practices used by the issuer. such as the process for
dEtermining the amount of the minimum monthly payment, hy reading the
disclosure documents. Although the results of the usability testing cannot

"iIAccording to the consultant, testmg with small numbers of individuals can generally
identJ(Y many of the problems that can affect the readabilily and usability of materials.
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lw u~cd to make generalizations about all cardholders, the consultant
sE'iected cardholders based on the demographics ofthe U.S. adult
population, according to age, education level, and income, to ensure that
tlll' cardholders tested were representatlve of the general population. III
addition, as part of this review, we conducted one-an-one interviews \vith
I I2 cardholders to learn about consumer behavior and knowledge about
various credit card terms and practices.:l2 Although we also selected thE~se

cardholders to ret1ect the demographics of the U.S. adult population, with
respect tn age, education level, and income, the results of these' interviews
cannot be generalized to the population of all U.S. cardholders.'"

Based on the work with consumers, specific aspects of credit card terms
that apparently were not well understood included:

• Defa.ult inteTest Tates. Although issuers can penalize cardholders for
vlOlating the terms of the card, such as by making late payments or by
increasing the interest rates in effect on the cardholder's account to
rates as high as 30 percent or more, only aboul half of the cardholders
that the usability consultant tested were able to LIse the typical credit
card disclosure documents to successfully identify the default rate and
the circumstances that would tngger rate increases for these cards. In
addition, the usability ronsultant observed the cardholders could not
identify this infornlation easily. Many also were unsure of their answers,
especially when rates were expressed as a "prime plus" number,
indicating the rate varied based on the prime rate. Locating infonnation
in the typical eardmemher agreement was especially difficult for
cardholders, as only 3 of 12 cardholders were able to use such
documents to identify the default interest rate applicahle to the card.
More importantly, only about half of the cardholders tested using
solicitation letters were able to accurately determine what actions could
potentially cause the default rate to be imposed on these cards.

• Other penalty ru,le incTeases. Although card issuers generally reserve
the right to see}.;: to raise a cardholder's rate in other situations) such 3..<:;;

when a cardholder makes a late payment to another isslIer's credit card,
(even if the cardholder has not defaulted on the cardmember

,lWe also used t.hlS data in a prf:'vious report to show cardholder preferences fDr customlzed
in:FonnatlOn in thelr monthly billing statements about thf> consequences of makmg nllnlnl\lm

payments on their outstanding balance. GAO-OG-434.

'IFor more information about our scope and methodology, see aplwndIx I
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agreement), about 71 percent of the liZ cardholders we interviewed
were unsure or did not believe that issuers could increase their rates in
such a case. fn addition, about two-thirds of cardhokiers we interviewed
were unaware or did not believe that a drop in their credit score could
cause an issuer to seek to assess higher interest rates on their account.~)~

• La,te pa,ymcnl Ices. According to the usability a.ssessment, many or the
cardholders had trouble using the disclosure documents to correctly
identify what would occur if a payment were to be received after the due
date printed in the billing statement. For example, nearly half of the
cardholders were unable to use the canlmember agreenlent. to
determine whether a payment would be considered late based on the
date the issuer receives the payment or the date the payment was mailed
or postmarked. Additionally, the majority of tlw liZ c,udholders we
interviewed also exhibited confusion over latE' fees: 52 percent indicated
that they have been snrprised when their card company applied a fee or
penalty to their account.

• Us'ing a. cTedit coTd to obta,'in cash Although the cardholders tested by
the consultant generally were able to use the disclosures to identify how
a transact.ion fee for a cash advance \~'oLlld he calculated, most \~'f're

unablE' to accurately use this information to determine the transaction
fee for withdrawing funds, usually because they neglected to consider
the minimum dollar amount, such a., $5 or $10, that would he assessed.

• Gmce peT'iods. Almost all 12 cardholders in the usability assessment
had trouble using the solicitation letters t.o locate and define the grace
period, the period during which the a cardholder is not. charged interest
on a balance. Instead, many cardholders incorrectly indicated t.hat the
grace period was instead when their lower, promotional interest rates
would expire. Others incorrectly indicated that it wa., the amount of
time after thE' monthly bill's due dat.e that a cardholder could submit. a
payment without being charged a late fee.

• Balance com,putaJion method. Issuers use various methods to calculate
interest charges on outstanding balances, but only I of the I~

cardholders the usability consultant tested correctly described average

."/\ rredit score 1S a number, roughly between 300 and 800, that. rel1ects the credit history
dt:tailed by a person's credit report. Lenders use borrowers' r.rediL scores in the process of
aSSigning rates and t.E'rms to the loans they make
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Federal Reserve Effort to
Revise Regulations Presents
Opportunity to Improve
Disclosures

Itegulations and Guidance May
Contribute to Weaknesses in
Current Disclosures

daily balance, and none of the cardholders were able to describe two
cycle average daily balance accurately. At least nine letters submitted to
the Federal Reserve in connection \\-it.h it.s review of credit card
disclosures noted that few consurners understand balance computation
methods as stated in disclosure documents.

Pl'rhaps as a result of weaknesses previously described, cardholders
gl'nerally avoid using the documents issuers provide with a new card to
improve their understanding of fees and practices. For example, m'llly of
the cardholders interviewed as part of this report noted that thl' length,
format, and complexity of disclosures led them to generally disregani the
information contained in them. Morl' than half (54 percent) of the 112
cmdholders we interviewed indicated they read the disclosures provided
with a new c<.ud either not very closely or not at all. Instead, many
cardholders said they would call the issuer's customer service
representatives for infonnation ahout their card's terms and conditions.
Cardholders also noted that the ability of issuers to change thl' terms and
conditions of a cmd at any time led them to generally disregard the
information contained in card disr'}osures. Regulation Zallows card issuers
to change the terms of credit cards provided that issuers notify cardholders
in writing within 15 days of the change. As a result, the usability consultant
observed some participants were dismissive of the information in the
disclosure documents because th~y \\'Qre aware that issuers could change
anything.

With liability concems and outdated regulatory requirements seemingly
explaining the weaknesses in card disclosures, the Federal Reserve has
begun efforts to review its requirements for credit card disclosures.
Industry participants have advocated various ways in which the Federal
Reserve can act to improve these disclosures and otherwise assist
cardholders.

Several factors may help explain why typical credit card disclosures exhibit
y.,·eaknesses that reduce their usefulness to cardholders. First, issuers make
d.~cisions about the content and format of their disclosures to limit
potential legal liability. Issuer representatives told us that the disclosures
made in credit card solicitations and cardmember agreemen1B ,1rt?- written
for legal purposes and in language that consumers generally could not
understand. For example, representatives for one large issuer told us they
cannot always state information in disclosures dearly because the
increased potential that simpler statements would be misinterpreted would
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expose them to litigation. Similarly, a participant of a symposium on credit
card disclosures said that disclosures typically became lengthier after the
issuance of court fulings on consunler credit issues. Issuers can attempt to
reduce the risk of civil liability based on their disclosures by closely
following the formats that the Federal Reserve has provided in its model
forms and other guidance. According to the regulations that govern card
disclosures, issuers acting in good faith compliance with any interpretation
issued by a duly authorized official or employee of the Federal Reserve are
afforded protection from liability.55

Second, the regulations governing credit card disclosures have become
outdated. As noted earlier in this report, TILA and Regulation Z that
impleluents the act's provisions are intended to ensure that consumers
have adequat.e informat.ion about. pot.ential costs and other applicable
terms and conditions to make appropriate choices among competing credit
cards. The most recent comprehensive revisions to Regulation Z's open-f'nd
credit rules occurred in 1989 to implement the provisions of the Fair Credit
aud Charge Card Act. As we have found, the feat.ures and cost st.ructures of
credit cards have changed considerably since then. An issuer
represenlaLive told us that current Schumer box requirements are not as
useful in presenting the more complicated structures of many current.
cards. For example, they noted that it does not easily accommodate
information about the various cardholder actions that could t.rigger rale
increases, which the:v' argued is now important information for consumers
t.o know when shopping for credit As a result, some of the specific
requireluents of Regulation Z that are intended to ensure that consumers
have accurate information instead may be diminishing the usefulness of
these disclosures.

Third, t.he guidance that the Federal Reserve provides issuers may not be
consistent with guidelines for producing clear, written documents. Based
on our analysis, many issuers appear to adhere to the formats and modd
forms t.hat the Federal Reserve staff included in the Official Staff
lnlerpretat.ions of Regulation Z. which are prepared to help issuers comply
with the regulations. For example, the model forms present text about how
rates are determined in footnotes. Howevpr, as discussed previously) not
grouping related informat.ion undemunes the usability of documents. The

'-'Linder Section 130(f) of the TlLA, creditors are protected from civillia!:Jllity for any act
done or omitted In good faith in conformiry with any interpretation issued by a duly
au+,honzed official or employee of the Federal Reserve System. 15 U.S.C. § 1640.
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Suggestions for Improving
Disclosures Included Obtaining
Input from Consumers

SChUITlf'f hox fonnat requires a cardholder to look in several places, such
as 111 multiple rows in the table and in notes to the table, for information
about related aspects of the card. Similarly, the Federal Reserve's model
foon for the Schumer box recommends that the information about the
transaction fee and interest rate for cash advances be disclosed in different
are-as.

Finally, the way that issuers have implemented regulatory guidance may
have contributed to the weaknesses typical disclosure materials exhibited.
For exmnple, in cerLain required disclosures, the terms "annual percentage
rate" and "finance charge," when used with a corresponding amount or
percentage rate, are required to be more conspicuous than any other
required disclosures." Staff guidance suggests that such terms may be
made more conspicuous by, for example, capitalizing these terms when
other disclosures are printed in h)\\'E'r ca5e or by displaying these terms in
larger type relative to other disclosures, putting them in boldface print or
underlining them.57 Our usability consultant's analysis found that card
di,<;closure documents that followed this guidance were less effective
bE'cause they placed an inappropriate emphasis on terms. As shown
previously in figure 11, the use of bold and capital letters to emphasize the
term "finance charge" in thp paragraph unnecessarily calls attention to that
t.erm, potentially distracting readers fron1 i.nformation that is more
important. The excerpt shown in figure 11 is from an initial disclosure
document which, according to R.egulation Z, is subject to the "more
conspicuous" rule requiring emphasis of the terms "finance charge" and
"annual percentage rate."

With the intention of improving credit card disclosures, the Federal
Reserve has begun efforts to develop new regulations. According to its
2004 notice seeking public comments on Regulation Z, the Federal Reser,c
hopes to address the length, complexity, and superl1uous information of
disclosures and produce ne\\' disclosures that will be more useful in
helping consumers compare credit products.·" Aller the passage of the

-----.~=__,.cc~c=-,__,___-'--~----
-,liS ee generally 12 C F.R. 225.5(a)(3) and the corresponding staff uJfnmentary.

-"NrJtwithstanding the more conspicuous rule, RegulaLion Z expressly pro\ides that tlw
annual percentage rate frJt" purcha."les required to be dlsclosed in the Schumer hox must be
in at least 18,point type. t2 CFR '226.5a(b)(l).

lOTIUth in Lending, 69 Fed. Reg. 7092f1 (advanced notIce of proposed rulemaking, published
Dec. 8, 2001).
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Bankruptcy Abuse Prevention and Consumer Protection Act of 2005
(Bankruptcy Act) in October of that year, which included amendments to
TIU\, the Federal Reserve sought additional comments fl(Jm the public to
prepare to implement new disclosure requiremenbi including disclosures
intended to advise consumers of th(' consequences of making only
minimurH payments on credit cards. 59 According to Federal Reserve staff,
new credit card disclosure regulations may not be in effect until sometime
in :2007 or 2008 because of the time required to conduct consumer testing,
nlodify the existing regulations, and then seek comment on the revised
regulation.

Industry participants and others have provided input to assist the Federal
Reserve in this effort. Based on the i.ntervie\.vs \.ve conducted, documents
WE reviewed, and our analysis of the more than ~80 comment letters
submitted to the Federal Reserve, issuers, consumer groups) and others
provided various suggestions to improve the content. and format of credit
cani disclosures, including:

• Reduce the arnonnt of h1Jormotion d'iscloscd. Some industry
part,i.cipants said that some of the information currently pn?spnted in the
Schumer box could he removed because it is too conlplicated to
disclose meaningfully' or othenvise lacks importance compared to oiher
credit terms that are arguably more important when choosing among
cards. Such information included the method for computing balances
and the amount of the minimum finance charge (the latter because it is
typically so small, about 50 cents in 2005).

• Provide a shorter docurnent [ho,t summa.rizes key j,n/ormation. Some
industry pmtidpants advocated that all key information that could
significantly affect a cardholder's costs be presented in a short
document that consurners could use to readily compare across cards)
with aU olher delails included in a longer document. For example,
although the Schumer box includes several key pieces of information, it
does not include oiher infoIll1ation that could be as important for
consumer decisions) such as what actions could cause the issuer to raise
the interesl rate to the defanJt rate.

-'<'Tmth m Lending, 70 Fed. Reg. G0235 (request for comments; extensIOn of comment. period,
published October 17, 2005).
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• Revise disclosure jorrnats to improve readabihly. Various suggestions
werc made to improve the readability of card disclosures, including
making more use of tables of contents, making labels and headings more
prominent, and presenting more inforn1ation in tables inst.ead of in text.
Disclosure documents also could use consistent. wording that ("(mId
a11o\\' for better comparison of ternlS across cards.

Some issuers and others also told us that the new regulations should allow
for more fle>dbility in card disclosure formats. Regulations mandating
formats and font sizes were seen as precluding issuers from presenting
information in more effective ways. For examph-' , one issuer already ha.c;
conducted market research and dt'veloped new formats for the Schumer
box that it says are more readable and contain new information important
to choosing cards in today's credit card environment, such as cardholder
actions that would trigger late fees or penalt.y intercst rate increases.

In addition to suggestions about content, obtaining tbe input of consumers,
arld possibly other professionals, was also seen as an important way to
make any new disclosures more useful. For example, participants in a
Fpderal Reserve Bank syn1posium on credit card disclosures recommended
that the Federal Reserve obtain the input of marketers, researchers, and
consumers as part of developing new disclosures. acc staff suggested that
the Federal Reserve also employ qualitative research methods such as in
depth interviews with consumers i:uld others and that it conduct usability
testing.

Consumer testing can validate the effect.iveness or measure the
comprehension of messages and information, and detect document design
problems. Many issuers are using some form of market research to test
their disclosure materials and have advocated improving disclosures by
seeking the input of marketers, researchers, and consllmers.(jo SEC also has
recently used consumer focus groups to test the formal of new disclosures
related to mutual funds. According to an SEC staff member who
participated in this effort, their testing provided them with valuable
information on what consumers liked and disliked about some of the initial
forms t.hat t.he regulator had drafted. In some cases, they learned that

(iI'Consumer testing can be condncted In .<;evNal ways, such as focus groups, where
consumers analyze products in a group s~lting, and con.lOinl analysis, which helps
companles unuerstand the exlenl to which consumers prefer certain producl allributes over
olhers.

Page 55 GAO-06-929 Credit Cards



Although Credit Card
Penalty Fees and
Interest Could Increase
Indebtedness, the
Extent to Which They
Have Contributed to
Bankruptcies Was
Unclear

Researchers Cited Various
Factors a" Explanations for
Rise in Consumer
Bankruptcies

information that SEC staff had considered necessary to include was not
seen as important by consumers. As a result, they revised the formats for
these disclosures substantially to make them simpler and may use grClphics
to present more information rather than textG1 According to Federal
Reserve staff, they have begun to involve consumers in the deVE'lopment of
new credit card disclosures. According to Federal Reserve staff, they have
already conducted some consumer focus groups. In addition, they have
contracted with a design consultant and a market research firm to help
tlH'lll develop some disclosure forn1ats that they can then USf:' in onp-on-one
testing with consumers. However, the Federal Reserve staff told us they
recognize the challenge of designing disclosures that include all key
information in a dear manner, given the complexity of credit card products
and Ow- different waj'S in which consumers use credit cards.

The number of consumers filing for uankruptcs" has risen more than six
fold over the past 25 years, and various factors have been cited as possible
explanations. While some researclwrs have pointed to increases in total
debt or credit card debt in particular. others found that debt burdens and
other n1ea.sures of financial distress had not increa.sed and thus cite other
factors, such as a general decline in Ow stigma of going bankrupt or the
pot.entially increased costs of major life events such as health problems or
divorce. Some critics of the credit card industry have cited penalty interest
and fees as leading to increased financial distress; however, no
comprehensive data existed to determine t.he extent t.o which these charges
were contributing t.o consumer bankruptcies. Data provided by the six
largest card issuers inclicated that unpaid interest and fees represented a
small portion of the amounLs owed by cardholders that filed for
bankruptcy; however, these data alone were not sufficient to determine any
relationship bel ween the charges and hankruptcies filed by cardholders.

According to U.S Department of Justice st.atistics, consumer bankruptcy
filings generally rose st.eadily from about 287,000 in 1980 to more than 2
million as of December 31,2005, which represents about a [i09 percent

":Securitit:'s Exchange Act Relea"ie No. 33-8544 (Feb. ~8, 2(05).
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Increase in Household
Indebtedness

increase over the last 25 years. 02 Researchers have cited a number of
factors as possible explanations for the long-tenn trend.

The total debt of American households is composed of mortgages on real
e~.tate, which accounts for about 80 percent of the total, and consumer
credit debt l which includes revolving credit, such a.s balances owed on
credit cards, and nonrevolving credit, primarily consisting of auto loans.
According to Fpderal Reserve statistics, consumers' use of debt has
expanded over the last 25 years, increasing more than sevenfold from $1.4
tnllion in 1880 to about $ll5 trillion in 2005. Some researchers pointed to
this rise in overall indebtedness as contributing to the rise in banknlptcies.
For example, a 2000 Congressional Budget Office summary of bankruptcy
research noted that. vanous academic studies have argued that consumer
b,illkruptcies are either directly or indirectly caused by heavy consumer
indebtedness.

Rather than total debt, some researchers and others argue t.hat. the rise in
bankruptcies is related to the rise in credit c,mi debt in particular.
According to the Federal Reserve's SUH'e:\, of consumer debt, the amount of
credit card debt reported as outstanding rose from about $237 billion to
more than $802 billion-a 2:38 percent increase between 1990 and 2005. (il

One academic researcher noted that the rise in bankruptcies and charge
oft's by banks in credit card accounts grew along with the increase in credit
card debt during the 1973 to 1996 period he examined.'i1 According to some
consum(:'r groups .. the growth of credit card debt is one of the primary
explanations of the increased prevalence of bankruptcies in the United
States. For example, one group noted in a 2005 testimony before Congress
that grow1h of credit card debt-particularly among lower and moderate
income households, consumers with poor credit scores, college students,

li!Bankruptc,,/ tllings sharply increased recently, With filmgs In 200!) ~W percent higher than 10

2004, This increase ltkely resulted from the accelerated rate of filing that occurred In the
months before the new Bankruptcy Abuse PreventIon and Consume! Protection Act of 2005,
which tlghtened eligIbIlity for filing, became effective on October l7, 2005.

(13ln addition La capturing amounts out.st.andmg on credit cards, the number reported in the
Federal Reserve's survey of conSlllner debt fur revolving debt also includes other tjrpes of
revolving debt. However, Federal R('serve stafffanuliar wit.h the survey's results mdIcated
that the vast majority of the amount reported <:IS revolving debt is from credit cards.

1;.JL Ausubel, "Credit Card Defaults, Credit Card Profits, and Bankruptcy," The Ameri-can
B(tnkruptcy Law Journal-, 71 (Spring 1097)
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older AmE'licans, and minorities-wa.s contributing to the rise in
banknlptcies.''''

However, other evidence indicates that increased indebtedness ha.s not
severely affected the financial condition of U.S. households in general. For
example:

• Some researchers note that the ability of households to make payments
on debt appears to be keeping pace. For example, total household debt
levels as a percentage of income has remained relatively constant since
the 1980s. According to the Federal Reserve, the aggregate debt burden
ratio-which covers monthly aggregate required payments of all
households on mortgage debt and both revolving and non-revolving
consurner loans relative to the aggregate monthly disposable income of
all households--for U.S. households has been above 13 percent in the
last few years but gcnerally t1uctuated !wtween II pelTPnt ami 14
percent from 1990 to 2005, similar to the levels observed during the
1980s. According to one researcher, although the debt burden ratio has
risen since the 1980s, the increase has been gradual and t.herdore
cannot explain the six-fold increase in consumer bankruptcy filings over
the same period.

• Credit card debt remains a small portion of overall household debt, even
among households wit.h the lowest income levels. According to t.he
Federal Reselve, credit. card balances a.s a percentage of t.otal household
debt have declined from 3.9 percent. oltotal household debt. in 1995 to
just 3.0 percent as of 2004.

• The proportion of households that could be considered to be in financial
distress does not appear to be increasing significantly. According to t.he
Federal Reselve Board's SUlvey of Consumer Finances, the proportion
of households that could be considered to be in financial distress
those that report debt-to-income ratios exceeding 40 p('n/ent. and that
have had at least one delinquent. payment within the last 60 days-wa.s
relatively st.able between 1995 and 2004. Further, the proportion of the

I>\~onsumerFedf'ration of America testimony beforf' the Committee on Banking, Housmg,
and Urban Affairs of the United States Senate, "EXftmJni:ng the Onnml Legal a.nd
ReguJntoTl.j RequiTernents and Industry Pmct'ic£sI01' Credit. Cm'd Issners 1m:th Respect tr.J
Cansu mer D'iscloSUTe5 (lnd Marketing E~mJ1fS," 109 '11 Congress, 2,,11 se.ss ,May 17,200['>, Wc
n:porLed on issues rel3tll1g to college students and credits in 2001. See GAO, Consumer
Fmance C(;Ucge Students and Cred'il Cltnls, GAO-OI-773 (Washington, DC.; J1Jne 211, 2001).
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