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PROBLEM CREDIT CARD PRACTICES
AFFECTING STUDENTS

Thursday, June 26, 2008

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FINANCIAL INSTITUTIONS
AND CONSUMER CREDIT,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:02 p.m., in room
2128, Rayburn House Office Building, Hon. Carolyn B. Maloney
[chairwoman of the subcommittee] presiding.

Members present: Representatives Maloney, Watt, Moore of Kan-
sas, Hinojosa, Green, Clay, Scott, Cleaver; Biggert, Castle, Jones,
and Hensarling.

Chairwoman MALONEY. I call this hearing to order. This hearing,
entitled “Problem Credit Card Practices Affecting Students,” fo-
cuses on the issues that arise in the context of credit card mar-
keting to students, especially college students. I welcome the wit-
nesses, and I thank them very much for being here, and for their
testimony.

This hearing is the outgrowth of response to our comprehensive
credit card reform bill, the Credit Cardholders’ Bill of Rights. At
our roundtable last year, and in later discussions, it became clear
that many issuers, consumer advocates, and Members share a spe-
cial concern with students’ use of credit cards.

As new entrants to credit, students seem particularly vulnerable.
As some of you will recall, in the late 1990’s, credit card marketing
on campuses became the subject of press reports and controversy.
At the request of Congresswoman Louise Slaughter, Congressman
John Duncan, and Congressman Paul Kanjorski, the GAO under-
took a study of college students and credit cards issued in June of
2001.

I would like to take this opportunity, with unanimous consent,
to enter into the record Congresswoman Slaughter’s testimony.

The GAO concluded that while credit cards offered students
many advantages, there were grounds for concern that college stu-
dents were more likely than other credit card users to end up with
high debts.

As the GAO report found, credit card issuers market intensively
to college students. This is not surprising. Students represent new
customers who live bunched together, and are thus cost-effective to
reach. Students want and often need credit, but may not realize all
the consequences of applying for or getting a credit card.
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In some cases, schools facilitated the issuers’ efforts to market
cards to students. In his 2000 book, “Credit Card Nation,” Pro-
fessor Manning of the University of Rochester documented arrange-
ments between universities and colleges and issuers, under which
the schools received money from the issuers for the right to market
credit cards on campus to the students. Manning found that these
agreements resulted in payments to the 300 largest universities of
some $1 billion.

About 18 States have since passed laws restricting or regulating
on-campus marketing by issuers. In addition, many schools have
banned on-campus marketing.

But the issue is not resolved. This spring, New York Attorney
General Andrew Cuomo announced that his office was conducting
a nationwide investigation into whether credit card marketers of-
fered payments or other incentives to colleges in exchange for ex-
clusive access to the institution’s students.

Marketing to students often involves offering a reward for apply-
ing for a card. In a March 2008 survey, U.S. PIRG listed tee shirts,
food, sports toys, caps, mugs, and sodas as commonly offered gifts.

Seven years after the GAO report, major issuers have introduced
a number of important policy changes to address the special prob-
lems of students and credit cards. For example, American Express
says that their Blue for Students card has more stringent limits on
the size of credit lines than the normal blue card, and that they
do not actively market to students, on campus or otherwise.

Citi’s Platinum Select card was acknowledged by Consumer Ac-
tion for rewarding students based on responsible credit behavior,
and was a top pick for best student credit cards, as reported in
SmartMoney.com in August.

Bank of America says it caps students’ available credit at $2,500,
and does not raise students’ interest rates retroactively for any rea-
son.

I applaud these and similar efforts which represent best prac-
tices consistent with the standard principles for voluntary action
that resulted from the roundtable on credit cards I convened last
year. But the question is, are voluntary efforts enough? Will the
force of competition drive those who want to move to best practices
back to doing less? And, ultimately, what is the best way to ensure
that students become responsible users of credit?

In fact, studies since the GAO report show that credit card debt
held by students is rising. Using data from the Federal Reserve
survey of consumer finance from 2004 and 1989, the nonpartisan
organization DEMOS calculated that young adults between ages 18
and 24 have 22 percent higher credit card debt than their peers
had in 1989.

Similarly, studies conducted by Nellie Mae show a significant
rise in credit card usage among students. A 2005 report done by
Nellie Mae of students in college found that 76 percent of under-
graduates had a credit card, as opposed to 67 percent in 1998, that
43 percent have 4 or more cards, as opposed to 27 percent in 1998,
and that the average balance on student credit cards was over
$2,000, up from $1,800 in 1998.

Perhaps of most concern, students’ use of credit cards to pay for
tuition is also going up, even though Federal student loans are gen-
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erally available at lower rates, and on more flexible repayment
terms. In the 2001 GAO study, about 12 percent of undergrads said
that they used credit cards to pay for tuition. The 2005 Nellie Mae
credit report study showed that figure doubling; 24 percent of
undergrads used credit cards to pay tuition.

These are the issues we will be looking at. I look forward to the
testimony. And I now yield to Mrs. Biggert, for as much time as
she may consume.

Mrs. BIGGERT. Thank you, Madam Chairwoman, for holding this
hearing to address credit card practices affecting students. I am
glad that today we will recognize the success story of students’ ac-
cess to credit. On the other hand, I am also pleased that we will
be looking into problems that some students have, ranging from se-
lecting the right credit card to difficulty managing their credit, or
a budget, for that matter.

Of course, another related issue, but for another day and another
committee, is how the College Cost Reduction Act has caused the
student loan market to dry up. This fall, more students may find
their credit card a financial life preserver, unless we fix some of the
provisions of that other bill.

But today it is important that we look into an inclusive activity
among colleges and universities or their employees and credit card
companies. Some disturbing studies indicate that such activities
have led to unfair marketing practices and reduced card competi-
tion on campuses. Institutions of higher education should be safe
harbors for students to learn and to grow. This should include edu-
cating students about credit, how to use it, and most importantly,
how to use it responsibly.

Like advisors that steer students away from the wrong class, I
think it’s important that students are advised on matters of fi-
nance, and steered away from the wrong financial product, whether
it be a credit card, a student loan, or other line of credit.

It is important that we help students, as well as all young peo-
ple, understand the importance of establishing credit and a good
credit record at a young age. It is the financial foundation on which
they will build their future.

Unfortunately, starting off on the wrong foot seems to be a trend
among some college students, who first look at the free apparel, a
tee shirt or a coupon for free food, before looking at the interest
rate or payment terms of a credit card. And that is a problem.

Students need to understand that there is no such thing as a free
lunch. We know that the U.S. financial literacy rates are low.
Courses in personal finance and economics are not a top priority,
compared to English, math, science, and history. That is a problem,
too. Personal finance and economics should be a top priority for col-
leges and universities, technical schools, secondary schools, stu-
dents, student governments, and organizations.

And, some would argue, for Members of Congress, as well. I don’t
think my colleagues would disagree with me when I say that some
Members could use a little Econ-101. But I digress.

The government, colleges and universities, credit card companies,
and our students need to work together to strike the right balance
between consumer education and fair and transparent credit card
marketing. How we accomplish that goal, through legislation, regu-
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lation, competition, private sector innovation, financial education,
or a combination of these, is what brings us here today.

I believe that today’s witnesses will reveal how financial edu-
cation can and should play one of the biggest roles in this effort.
My goal is to promote financial education on college campuses, so
that students are armed with the financial tools that they need to
use credit wisely, while not cutting off students’ access to credit.

College students have greater access to credit, access to cheaper
credit, and access to financial education today than ever before. So
I ho(li)e that no action Congress takes will reverse that positive
trend.

With that, I look forward to hearing from today’s witnesses, and
yield back the balance of my time.

Chairwoman MALONEY. Thank you. I yield 4 minutes to Con-
gressman Cleaver, who has his own bill on this very important sub-
ject.

Mr. CLEAVER. Thank you, Madam Chairwoman, and I would like
to express appreciation to you for all of the work that you have
done on this issue. And I am very much appreciative of the oppor-
tunity to participate in this hearing.

The impact of credit cards on the lives of minors and students
is a particular focus of mine, and I am pleased that we are coming
together today for the opportunity to discuss it.

In March of 2007, Congressman Udall and I introduced H.R.
1461, the Credit Card Accountability Responsibility and Disclosure
Act of 2007. This legislation, important as far as we were con-
cerned, included a provision which enumerated the responsibilities
which credit card issuers must undertake in order to issue credit
cards to minors.

I believe that this is extremely important because we, as a Na-
tion, cannot allow young people to go into the kinds of debt that
they are experiencing, because I can foresee a similar problem with
credit cards that we have had with subprime loans. I will talk more
about that as we go along.

I read in my hometown newspaper, the Kansas City Star, that
according to the April 9th JumpStart survey, high school seniors
correctly answered just under one-half of the questions on a finan-
cial literacy test. This shows that minors are not getting enough fi-
nancial literacy education. And, thus, giving them credit cards
without the kinds of knowledge that they need is, I think, doing a
great disservice to them.

What we are saying is that they must have a steady and sub-
stantial income with which to pay off the credit card debt if they
are issued a credit card. And, of course, if a minor is legally eman-
cipated, he or she only has to prove that they can, in fact, pay that
credit card debt.

Now, I want to get into some serious discussion with our panel-
ists, and I appreciate them coming. I need to add one other, I
think, important fact.

From one perspective, I think that it is reasonable and we are
somewhat justified in seeing that college students who work have
an opportunity to get credit cards. I think it’s important to under-
stand that 55 percent of students report that they work part-time
in college; 45 percent of the students who are in college today do
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not work at all. And credit card issuers must disclose the terms of
an agreement, and they all who are represented here today will say
they do that.

But according to the 2006 GAO report, increased complexity in
rates and fees heighten need for more effective disclosure to con-
sumers. Some of these statements are written in a 27th grade lan-
guage. And so let’s take, for a moment, if I graduate from elemen-
tary school, middle school, high school, get a BA degree, go to semi-
nary, and then come out and get a Ph.D., I will still have at least
3 years to go before I reach the 27th grade. And we are saying that
these college students, many of them 18 or 19 years old, ought to
be given credit cards.

I think that this is a step in the wrong direction. Many of these
students are going to get out of college, end up in the same situa-
tion with the subprime individuals, and theyre going to find that
they cannot pay their debts. It is a tragedy waiting to happen. I
have seen it happen in my own family with my own son, who has
no 1’lcl)usiness having a credit card. He barely has business having
cash.

And I think it is doing enormous damage for us to come to the
conclusion that we can just send out credit cards because college
students may be in the higher-income levels of society. I think it
is wrong, and I think we have to put some stops to it today.

I appreciate it, and I yield back the balance of my time.

Chairwoman MALONEY. The Chair recognizes Mr. Hensarling for
5 minutes.

Mr. HENSARLING. Thank you, Madam Chairwoman. As I look
upon the title of today’s hearing, “Problem Credit Card Practices
Affecting Students,” I am just curious if I will see a hearing one
day, “Solution Credit Card Practices Affecting Students,” because
as I observe the market, the ability of students to have access to
credit cards creates a whole lot more solutions than it does prob-
lems.

Now, I have seen through this hearing that we will hear genu-
inely sad tales of lives that have been significantly harmed by abu-
sive credit cards. I assume these tales will be true, I assume they
viflill be sad, and I assume we should pay very careful attention to
them.

But I am also curious during this hearing whether or not we will
hear tales of students who: but for access to a credit card, could
not pay their tuition; but for access to a credit card, could not pay
for their books; but for access to a credit card, could not pay for
their room or board; but for access to a credit card, could not fly
home during the holidays; and the list goes on and on.

I have no idea why, but when I was a sophomore at Texas A&M
University, some credit card company decided that I was worthy of
a credit card. They sent me a mail solicitation. I didn’t seek the
card. They sent it to me, and I was glad to receive it. By no stretch
of the imagination do I come from a poor family, but I don’t come
from a rich family, either.

I worked my way through school, bussing tables, working on a
loading dock, and being a night clerk. My ability to have that credit
card several times helped me with automobile repairs on a very de-
crepit 1965 Ford Mustang. And I wonder, but for that credit card,
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I wouldn’t have been able to afford those repairs. But for those re-
pairs, I would not have been able to go to work. Had I not been
able to go to work, I could not have completed my college degree.

Now, I have one testimonial for the fact that at least this par-
ticular individual was very happy to receive a credit card, and it
served a very useful purpose in my educational life.

Whatever the perceived or real illness in the student credit card
market may be, I fear that any cure from this committee may
prove worse than the illness. Having said that, though, I am, with
some interest, interested in viewing further the details of the gen-
tleman from Missouri’s bill. And particularly if it deals with credit
card issuance to minors, I think it would be very, very worthy of
serious contemplation and consideration by this committee, and I
am always happy to surprise my friend from Missouri and occa-
sionally say nice things about his legislation.

But again, I think we must remember that every restriction,
every limit, every regulation has a high probability of making cred-
it less accessible, less affordable, and more costly, ultimately help-
ing rob people of their educational opportunities. Especially at a
time of skyrocketing tuition, when we know that the student loan
market is in full retrenchment, I would hope this committee would
not consider any legislation where the cure is going to prove worse
than the illness, and rob thousands—tens of thousands, perhaps—
of their educational opportunities.

And, as an aside, let’s remember, with very few exceptions, the
people in college are legal adults. They can vote, they can contract,
they can marry, and they can serve this Nation in uniform. Are we
going to deny them their basic freedom, their freedom of economic
opportunity to own a credit card?

I see at least one study, as another aside, that shows that stu-
dents pay off their credit card bills on time 65 percent of the time,
which is better than the adult population, as a whole.

Now, again, I have no doubt that there are abuses in the market
by credit card companies. I don’t doubt that. I don’t doubt that
many students do not use credit responsibly. But maybe the solu-
tion would be greater financial literacy. Maybe the solution would
be more effective disclosure. Maybe part of the solution is personal
responsibility, and maybe part of the solution is even increased en-
forcement of our anti-fraud and deceptive trade practices law. And
I suspect that would prove to be far, far more beneficial to our stu-
dent population than anything else that would deny them access to
credit cards, make it less available, more expensive, and help deny
them their educational opportunities.

And with that, Madam Chairwoman, I yield back.

Chairwoman MALONEY. The Chair recognizes Congressman Scott
for 3 minutes.

Mr. ScorT. Thank you, Madam Chairwoman. I really appreciate
this timely hearing. This issue is very, very important. It is not
just a personal financial issue; it is a problem for the entire Nation.
Household debt has ballooned from $59 billion in 1980 to $830 bil-
lion, as of 2006. Just this statistic alone recognizes the importance
and the gravity of the issue.
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And nowhere is it more important for us to reign in the abuses
of credit cards than with our young people, and especially they are
a targeted group.

Now, there are some in the credit card industry that are doing
some beneficial things, and correcting this. I want to single out, for
example: JPMorgan Chase and Citigroup, as we all know, have
made some changes to their business practices, and they should be
commended.

But there are far too many deceptive practices that are going on.
I would like to just address one important thing about what we can
do, because no matter what the industry does, the issue finally
boils down to that individual taking responsibility for his or her
own decisions. And we have to help that.

We have to help our college students be able to understand the
responsibility on their part. That credit card is sort of like a rope
that is given to a man to pull himself up. He can either use that
rope to pull himself up, or he can use that rope to hang himself.
It’s up to that individual. And in so many cases, our college stu-
delnts are using this credit card, or rope, to cause damage to them-
selves.

So, maybe we can focus on a few things. For example, why not
bring the parents into this? We are looking at kids who are 16, 17,
18, and 19 years old. They are just at the start of their lives. They
don’t have the gravity of experience that older people do. And I
think that might be an example. Parents have to become more
proactive in their students’ lives, in their childrens’ lives, as far as
talking to them about money, and explaining the pitfalls of finan-
cial debt and consequences. For every action, there is a con-
sequence to that.

We need to see if there are any programs we can come up with
that can be available which parents can utilize to this end. In the
final analysis, oftentimes it is the parents who have to bail them
out, and pay these bills. So, it makes sense. Are there any specific
classes that are going on on the college campuses themselves that
relate to financial literacy?

Financial literacy and education is the area that we are not pay-
ing enough attention to. And if you are financially literate, if the
students are geared—and the parents—to read the fine print, to
know what you’re getting into before you sign up to these cards—
it’s not just a card there to get.

And I think that this is very important, Madam Chairwoman.
Thank you very much for the opportunity, and we will get into
some of this as we move forward.

Chairwoman MALONEY. Thank you very much. And our last
speaker is Congressman Castle for 5 minutes.

Mr. CASTLE. Thank you, Madam Chairwoman. In preparation for
this hearing, I talked to some of the folks on my staff who attended
college more recently than I attended. They all attended college
more recently than I did, but I only spoke to a few them about
their overall understanding of credit cards.

Each of them knew that credit cards are not free money, but
that, indeed, anything bought with a card would have to be repaid.
These individuals were taught by their parents or others while in
high school about the importance of being responsible with credit.
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However, some statistics have suggested that 18-year-olds are
more likely to take on more credit card debt than adults over age
22. We cannot make these new credit card users utilize credit more
wisely. But I strongly believe that education and consumer choices
would greatly benefit students and help reduce the incidence of ir-
responsible use of credit cards.

I would like to emphasize that credit cards, when used respon-
sibly, can be beneficial to younger adults. For most students, buy-
ing books and supplies for one semester can cost more than $500.
In addition, some students may have their heart set on graduate
school, and building credit through use of credit cards could expand
their choices when applying for student loans.

Just like you and me, students may encounter unexpected ex-
penses: car maintenance for commuters; an airplane ticket home to
visit relatives; or even a trip to the emergency room for a school
athlete. Unlike students, some of us could pay for these expenses
immediately, because we have full-time jobs that provide us with
a steady income. Students, on the other hand, could benefit from
having extra time to make a payment through the use of a credit
card, while at the same time building a credit history for their fu-
ture.

With that, I look forward to hearing the testimony of the panel
before us. And, in particular, I commend Mr. Thurman for his ef-
forts in increasing awareness among his peers with regard to stu-
dent debt in the face of the rising costs of college education. I yield
back, Madam Chairwoman.

Chairwoman MALONEY. Thank you very much. We are fortunate
today to have six witnesses: Benjamin Lawsky, deputy counselor
and special assistant to Attorney General Cuomo; Christine
Lindstrom, director of the higher education project of U.S. PIRG;
Brett Thurman, president, undergraduate student government, at
the University of Illinois at Chicago; Kenneth Clayton, managing
director and general counsel, American Bankers Association, card
policy council; Erica Williams, policy and advocacy manager, Cam-
pus Progress Action; and Brent Neiser, director of strategic pro-
grams and alliances for the National Endowment for Financial
Education.

Without objection, your written statements will be made a part
of the record. You will each be recognized for a 5-minute summary
of your testimony. I now recognize Mr. Lawsky, and we will go
right down the row.

STATEMENT OF BENJAMIN LAWSKY, DEPUTY COUNSELOR
AND SPECIAL ASSISTANT TO THE ATTORNEY GENERAL, OF-
FICE OF THE ATTORNEY GENERAL (NEW YORK)

Mr. LAwsKY. Thank you very much. I really appreciate your hav-
ing us here today. Attorney General Cuomo would have loved to
have been here. We had a large narcotics take-down scheduled for
today, and he couldn’t make it. He is back in the State.

Let me start by saying that I am not an expert, like other mem-
bers of this panel probably are, in the credit card industry. What
I can do is tell you about the investigation we have ongoing, to
some extent.
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And I want to add one other caveat, which is that because our
investigation of the credit card industry is ongoing, there are cer-
tain things, unfortunately, I can’t fully get into, and I may have to
defer on certain questions you ask.

With that said, in 2007, Attorney General Cuomo began a large-
scale nationwide investigation of the student loan industry, as you
alluded to in your opening statement. And that investigation indi-
cated—and what we found was—that lenders around the country
were paying off schools, basically, to become the recommended
lenders at the universities. They were basically paying to be the
recommended lender to the students. It was enormously lucrative
to the lenders, and it was also, at times, lucrative to the schools.

We settled quite a few of those cases. Most of the schools and the
lenders agreed to stop the practices. But, ultimately, what we did
was we sponsored legislation, first in Albany and then, with the
help of our friends here in Washington, a bill is now pending. It
is in the Higher Education Act, and it hopefully will pass relatively
soon, the Student Loan Sunshine Act, which will ban these prac-
tices across the country.

But what our investigation of the student loan market indicated
to us that is relevant for today is really two things. First, that stu-
dent debt in this country is enormous. And second, that the use of
the university by businesses as a bottleneck to get access to stu-
dents through relationships with business officers at schools was
something that wasn’t just limited to the student loan industry. We
started looking in other areas, and we found it with textbooks, we
found it with computers, we found it with healthcare plans for stu-
dents, and we found it in the food service industry. And, maybe
most disturbingly, we found it in the credit card industry, as well.

So, we have investigations going on in all those areas. But with
respect to the credit card industry, what we found was—and what
we are continuing to find—is at a very, very large number of uni-
versities around the country, there are highly lucrative, somewhat
secret, exclusive marketing agreements at the schools with par-
ticular credit card companies. The schools have, in many cases,
agreed not to make these agreements public to anyone.

Fortunately for us, because we have a little something called the
subpoena, we have been able to obtain at least many of those
agreements, and we have been able to really analyze many of the
provisions in them. And I think when those provisions in these
agreements become public some time relatively soon, I think it will
shock many people, the kind of relationships that some of these
credit card companies have with the schools.

These deals usually give very significant marketing rights to the
credit card companies at the universities. Often, for example, there
will be a provision that says you get to—the university will provide
a list of all student data, so you get the student’s e-mail addresses,
you get their home addresses, you get their school addresses, you
get their phone numbers, and you can market to them by phone 3
times a year, and by mail 4 times a year. And in return, the school
is going to get paid $1 million or $2 million a year.

The marketing practices that then go on at the universities,
which I am sure my colleagues will talk about in greater detail, are
extremely aggressive. They often involve giving away free goods to
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entice students to sign up for cards, and they often involve using
students to recruit more students, actually using peer pressure to
get more students to sign up for cards.

We are most focused right now, though, on the—what are called
sometimes affinity arrangements, which is where the schools allow
in the agreements—they are getting paid, basically, to allow the
credit card companies to co-brand and market their cards, for ex-
ample, as the Georgetown Card, or the Harvard Card, or the Yale
Card.

And that is very similar to what we found in the student loan
investigation, where there was an endorsed—a payment to the
schools to allow—and the schools, in return for that payment, were
basically representing to students, “This is our preferred lender.”
Here, it’s, “This is our preferred credit card.” And students, of
course, trust their alma mater, they trust their schools. It is enor-
mously powerful, and the groups know this. And we are busy inves-
tigating that relationship very closely, and obviously, we will con-
tinue to do so.

I see I am out of time, but I will just say absolutely we certainly
stand ready, as we did in the student loan industry, as our inves-
tigation proceeds. To the extent there is a systemic solution that
works, it probably makes sense ultimately for that solution to come
from a legislative body. And we certainly stand ready to help in
any effort here to do that. Thank you.

[The prepared statement of Mr. Lawsky can be found on page 61
of the appendix.]

Chairwoman MALONEY. Ms. Lindstrom for 5 minutes.

STATEMENT OF CHRISTINE LINDSTROM, DIRECTOR, HIGHER
EDUCATION PROJECT, U.S. PIRG

Ms. LINDSTROM. Good afternoon. Thank you for the invitation to
address the issue of credit cards on campus. My name is Christine
Lindstrom, and I am the higher education program director for
U.S. PIRG. I work with college students on campuses across the
country to make sure that college stays affordable and accessible.

Our data suggests that credit card debt among college students
is growing. We have also documented that excessive, high-cost
credit card debt has exacerbated the crisis that students already
face from the rising costs of higher education. Our project has fo-
cused on several areas where educational costs have skyrocketed.
We have mentioned some of them.

Basically, if States have pulled back on funding for public higher
education, more of the cost of college has fallen on the shoulders
of college students. Now students are increasingly burdened with
educational debt, which can cause them, once they graduate, to opt
out of lower-paying, but socially valuable careers, like teaching.

In addition, textbook costs, as well as other ancillary educational
costs, continue to increase. And, as a result, students have become
more reliant on their newly acquired lines of credit to help offset
these costs.

From that vantage point, last fall, we launched the Truth About
Credit campaign on college campuses across the country. The
project has two goals. First, we are educating students about being
good credit card consumers through a counter-marketing campaign
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that we call FEESA. It has a tag line stating, “Free Gifts Now,
Huge Debt Later.” We are actually dressed up like credit card mar-
keters on the campus, complete with polo shirts, and we’re able to
educate students about being able to navigate the marketplace.

We have literally passed out thousands of these booklets, “The
Consumer’s Guide to Credit Cards,” on hundreds of campuses
across the country, and requests roll in every day from campus ad-
ministrators to be able to use these guides in orientation, and to
help with their education efforts.

Second, we are working with student governments and adminis-
trators to establish principals on campus that reign in aggressive
credit card marketing on the campus marketplace.

As part of this effort, last fall, we conducted a major survey and
released the results in March. And that is a report called, “The
Campus Credit Card Trap.” You have seen some of the detailed re-
sults of this survey in my written testimony that I submitted. What
we did find is that, indeed, college students are a target market for
the industry.

Students are literally inundated with marketing tactics from
credit card issuers, with high numbers of them reporting regular
telephone solicitations, and 80 percent of the participants reporting
that they receive mail solicitations. Some reported hundreds, but
on average we found that students got about five solicitations a
month from credit card issuers.

And, of course, they are regularly enticed into applying for credit
cards at tables on campus through the offer of free gifts like pizza,
candy, tee shirts, and beach chairs. And in one instance, we found
iPods being raffled off for credit card applications on campus.

Our survey also found that, indeed, students are using their
credit cards to offset educational costs. A full 55 percent of partici-
pants had paid for textbooks on their credit cards. And our other
studies show that students pay, on average, $900 a year for text-
books.

Fifty-five percent of participants report putting day-to-day ex-
penses on their credit card, including gas and public transportation
costs to get back and forth to school. And as noted, 24 percent of
our survey participants also reported putting tuition on their credit
cards.

Additionally, a significant number of participants had gone over
the limit on their cards, and had lost a card already, as a result.

Students in the survey supported our principles for responsible
credit card marketing, including a policy to stop sharing their
names with the credit card industry, a policy that would promote
a fair card with better terms and conditions to be available for ap-
plication on the campus, and a policy that banned the use of free
gifts, which so often obscures students’ abilities to be good con-
sumers, when considering whether or not to apply.

U.S. PIRG has looked at a number of pieces of legislation ad-
dressing the issue of credit card marketing. We believe that the
best marketing solutions can be implemented on a campus-by-cam-
pus basis. However, we support legislation that would give stu-
dents the ability to choose if they would like to have their names
sold to credit card issuers for marketing purposes.
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We also support a variety of legislative proposals that attempt to
ban or control some of the more unscrupulous terms and conditions
contained in credit card contracts.

I would like to make a final point that we do not think that col-
lege students should be banned from being able to access or use a
credit card. Instead, we think that college students should be treat-
ed just like every other consumer in America with no special rights
or privileges, and be able to apply for and get credit according to
the same standards as everybody else.

Currently, underwriting standards are generally waived for col-
lege students, so they meet no income or credit background criteria
in order to qualify for credit. Such lax standards have created a
campus marketplace in which students are unfairly marketed to,
taken advantage of with bad terms and conditions, and plunged
deeper into debt.

Thank you for your time.

[The prepared statement of Ms. Lindstrom can be found on page
73 of the appendix.]

Chairwoman MALONEY. Mr. Thurman?

STATEMENT OF BRETT THURMAN, PRESIDENT, UNDER-
GRADUATE STUDENT GOVERNMENT, UNIVERSITY OF ILLI-
NOIS AT CHICAGO

Mr. THURMAN. I don’t have the statistics that some of my col-
leagues here at this table have. Instead, what I have for you is a
story. I would like to thank you very much for taking the time to
listen to a student. And I would like to ask your patience with me,
as this story is just very blunt, very point of fact, and not with any
statistics to back it up. I rely upon my colleagues here for that.

I attend school at the University of Illinois at Chicago. Our uni-
versity has very strict policies about credit card companies not
being allowed on campus to offer any kind of information, to offer
any kind of solicitation, or offer any kind of prizes or free food to
our students.

As a response to this, I have noticed in both my freshman and
sophomore years—this would be 2005 and 2006—that you will en-
counter a student, or someone who appears to be a student on cam-
pus, and they will give you a piece of paper, and that piece of paper
will say, “Subway, free sub sandwich Monday through Friday, 1:00
p.m. to 5:00 p.m.” for example, “just this week only,” and this will
be in the first 2 weeks of school.

The Subway is exactly 1,020 feet away from the nearest univer-
sity building. I went ahead and paced it off earlier this week. You
go to the Subway, you hand the piece of paper to the cashier, and
he tells you it’s not really a coupon, you need to see the gentleman
in the corner. You go to see the gentleman in the corner, and he
has a form for you to fill out. It is an application for a Discover
Card.

At this point, I really don’t have a problem with what has hap-
pened so far. I understand that is a marketing technique. I under-
stand that some people would consider it a little shady. But I am
a student of political science. I am a student of the markets, and
I am fine with people trying to find ways to pursue their market
advantage.
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Here is the problem I have. I walk up to this gentleman and I
ask him, “How is this going to negatively affect my credit? My par-
ents told me about stuff like credit reports before. Is this going to
show up?”

The response is, “No, you don’t even have to accept the card. All
you do is wait until it comes in the mail and just throw it away.
You don’t have to call and accept it.” No one tells me there is going
to be a market on my credit, saying that I was inquired about.

“Well, what if I really don’t want a card at all, can I still get a
sandwich?”

I get a response, “Well, you need to fill out the form. But don’t
worry, you can just throw out the card. You're really not even ap-
plying for a card, you’re just giving us your information so that we
can see if we can offer you a card,” which, if you write that down
on paper, seems kind of contradictory.

These are the things I have a problem with. This happened for
2 years at the Subway restaurant with Discover. At first, I thought
the problem had been solved, or it had gone away after U.S. News
and World Report had actually interviewed one of my roommates
who got a card in this manner.

Then, just a few months ago, end of April/early May, I am walk-
ing down the same street and a friend of mine comes up to me and
says, “Hey, Jimmy John’s is giving away free sandwiches. I got this
slip from someone on campus.”

Jimmy John’s is across the street from Subway. I went ahead
and went into Jimmy John’s, and there is a bank of four or five
laptops set up. And so, I ask the exact same questions. And now
it’s not for Discover Card. It’s for a Chase—I forget if it was
MasterCard or Visa. And I ask the same questions and I get the
same vague responses, I get the same misleading responses. And
that is the part that really upsets me.

And that’s what I really have for you, is our story from UIC.
We’re an urban college. We have 16,000 undergraduate students.
If T had to take a guess, I would say at least 12,000 of us have
credit cards.

And with that said, I wish Mr. Hensarling were still here, so I
could thank him. I would like to take this opportunity to point out
that credit cards are an extremely useful tool for students.

If not for credit cards, but for access to a credit card, many of
our students couldn’t pay for things such as a summer term of
school, which doesn’t have much Federal or scholarship or grant
funding available. Many of our students couldn’t pay for things
such as rising room and board rates, rising student fees, and the
extraordinarily high cost of college textbooks.

I would also like to point out that, but for access to a credit card,
those same students would not have a 19 percent interest rate to
pay off, while 45 percent of our students don’t even have jobs while
they are in college.

But for access to a credit card, those students will not face higher
credit payments for less money advanced to them than they would
on most student loans, even the commercial student loans.

I would like to take this opportunity to bring everyone’s attention
to the fact that this isn’t just a credit card problem, this isn’t just
a student problem. This is brought about very specifically because
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students need to find more financing for education, and this financ-
ing is not available in the places we would like it to be available.

So, this is a problem that must be faced on many fronts. But
when we start talking specifically about credit cards, I would won-
der where is the business model, what is a credit card CEO think-
ing, extending me a credit card when I tell him I have zero dollars
annual income. Where are they anticipating the revenue to come
from? I can only surmise that they anticipate the revenue to come
from a very high interest rate spread across a very long period of
time, which would be the period of time until which I graduate.

And then, when I graduate, and I look at my career possibilities,
I am going to wonder, well, I could go into social work, I could be
a public high school teacher. I could start at $35,000 a year, and
I could spend 15 years paying off my student loans and my credit
card debt. Or, I could start in the corporate world at $50,000 a year
and get this paid off, and get this monkey off my back as fast as
possible.

Thank you very much for your time.

[The prepared statement of Mr. Thurman can be found on page
86 of the appendix.]

Chairwoman MALONEY. Thank you. Thank you for your testi-
mony.

Kenneth Clayton?

STATEMENT OF KENNETH J. CLAYTON, MANAGING DIRECTOR
AND GENERAL COUNSEL, ABA CARD POLICY COUNCIL,
AMERICAN BANKERS ASSOCIATION

Mr. CLAYTON. Chairwoman Maloney, Ranking Member Biggert,
and members of the subcommittee, my name is Kenneth J. Clay-
ton, senior vice president and general counsel of the American
Bankers Association Card Policy Council, the group within the
ABA that deals with card issues.

We appreciate the opportunity to appear today to discuss college
students’ rights, as adults, to obtain and use credit cards. We cer-
tainly acknowledge that not all students will manage cards in a re-
sponsible way, just as not all adults, in general, will manage debt
without experiencing problems.

Dealing with debt problems at any age can be stressful. And
banks do their best to deal with each individual situation quickly
to help resolve the problem at hand. However, anecdotes of student
problems in the card area fail to paint the real picture that stu-
dents, as a broader group, are, in fact, managing their credit obli-
gations well.

Importantly, we fear that policy decisions made on the basis of
anecdotes will result in the creation of barriers to credit access that
restrict the ability of young, responsible adults to manage their ev-
eryday lives.

In my testimony today, I would like to make four points. First,
credit cards provide invaluable benefits to the adult student popu-
lation. They offer an ability to meet day-to-day needs, from buying
books to purchasing airline tickets, in an enormously convenient
and safe fashion. They provide an unparalleled safety net for emer-
gencies. And they provide an entry point to the world of credit, al-
lowing students to build financial skills and a credit history that
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will one day permit them to buy a house, get a job, and otherwise
participate productively in everyday life.

Second, as a general matter, the bulk of college students handle
their credit card experiences very responsibly. According to a 2008
survey by Student Monitor, 65 percent of student card users pay
their balances back in full, monthly. And for the 35 percent who
carry balances, those balances average out at a mere $452.

These numbers show, as do similar results from previous studies,
that students handle credit as well as, and in some cases better
than, the general adult population. They are also a reflection of the
sound underwriting practices employed by banks, which typically
involve imposing lower available credit limits, closer monitoring,
and other safeguards on these accounts that result in limiting risk
to both the student and the institution.

Certainly there are examples of students who took on more debt
than they were ultimately able to manage. But in the vast majority
of cases, students are acting responsibly and meeting their obliga-
tions.

Banks have a vested interest in ensuring that the students’ expe-
rience is a positive one, as the bank wants to build a productive,
lifelong customer relationship that benefits both parties.

Third, we believe that prescriptive policy decisions in this area
may create barriers to credit that actually harm responsible young
adults. Congress and several State legislatures have introduced
legislation that would have the effect of limiting or preventing cat-
egories of college students from obtaining a credit card, whether
through arbitrary limits on available credit or various prerequisites
to credit card access. Today’s student population is very diverse,
and such barriers may impede large numbers of responsible indi-
viduals from the enormous day-to-day and emergency benefits that
cards have to offer.

And, finally, we believe that the key to responsible card use lies
not in artificial constraints, but in improvements in financial edu-
cation. Most banks that issue credit cards are engaged in a wide
variety of financial literacy and school education efforts, often in
partnership with consumer groups. And many of these programs
include training for young people using credit for the first time.

ABA has cataloged on our Web site many of the efforts of our
member institutions and groups to provide financial education to
consumers, and I have provided a link to that site in my written
testimony. Much needs to be done in this area, including improving
educational efforts from grades K through 12.

In conclusion, credit cards provide enormous value to young
adults, the vast majority of whom have consistently shown that
they can manage this product responsibly. We believe that contin-
ued efforts to improve financial education, rather than prescriptive
policy decisions, are the best way to benefit this segment of the
adult population.

Thank you for considering our views, and I will be happy to re-
spond to your questions.

[The prepared statement of Mr. Clayton can be found on page 53
of the appendix.]

Chairwoman MALONEY. Thank you very much.
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Erica Williams, policy and advocacy manager from Campus
Progress. Thank you.

STATEMENT OF ERICA L. WILLIAMS, POLICY AND ADVOCACY
MANAGER, CAMPUS PROGRESS ACTION

Ms. WiLLiaMS. Thank you, Chairwoman Maloney, Ranking Mem-
ber Biggert, and members of the subcommittee. I am Erica Wil-
liams, the policy and advocacy manager of Campus Progress Ac-
tion. We are part of the Center for American Progress Action Fund.
And, along with our sister organization, Campus Progress, we work
very simply to help young people make their voices heard on issues
that matter.

First, let me thank you for the opportunity to testify on behalf
of the young people on over 500 campuses and communities with
whom we work. My testimony this afternoon will reinforce the
points of several of our witnesses today, and will also seek to con-
vince you of two things: First, that young people, especially stu-
dents, are uniquely impacted by credit card debt and the abusive
practices of credit card companies; and second, that this negative
impact can be made better through an approach with legislative ac-
tion at its center.

Compared to previous generations, today’s young adults have not
only been forced to borrow for their education, but also for their ex-
penses while in college. As we heard earlier, according to Nellie
Mae, the average undergraduate has over $2,000 in credit card
debt. We hear hundreds of stories and heard the anecdotes ref-
erenced earlier.

And we know that there are thousands of stories like that of
Kali, a graduate of the University of Virginia. She shared with
Campus Progress her experience with credit cards in college. When
asked about the presence of companies on campus she said, “They
were everywhere, like vultures, outside of my dorm, at football
games, and in the quad. I took their teddy bears, free pizza, and
complicated, convoluted sign-up forms.”

By her junior year, Kali had opened three credit cards, all on
campus, and had incurred nearly $3,000 in debt. Along with the
giveaways and incentives, she took high fees, heavy interest rate
burdens, and complex terms: three credit card practices that have
been proven to heighten the risk of default. And default she did.
As a senior, she graduated with over $5,000 in credit card debt.

Now, here are the points that we are emphasizing today. Kali’s
story is but one of many that we continue to hear from students,
and it illustrates the key challenges that college students face with
regard to credit cards.

First, aggressive marketing and targeting by credit card compa-
nies on campus. They use a variety of techniques, from buying lists
from schools and entering into exclusive marketing arrangements
with universities, to marketing directly to students through the
mail, over the phone, on bulletin boards, and through on-campus
and near-campus tabling facilitated by so-called free gifts.

The second challenge is high fees, heavy interest rates, and com-
plex terms. But credit cards are notorious—and credit companies
are notorious—for aggressive marketing and fine print. So why is
the situation particularly damaging for students? Because young
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people are in the most vital and vulnerable point of their financial
lives. For college students, major borrowing from credit card com-
panies is like visiting a Las Vegas casino. It’s a gamble, and the
odds are against you.

According to a 2004 study by Nellie Mae, 76 percent of under-
graduates have credit cards. One fourth of the students surveyed
in U.S. PIRG’s 2008 report said that they have paid a late fee, and
15 percent have paid an over-the-limit fee.

And to be clear, as we have heard earlier, this accumulated debt
is not always the result of irresponsible spending and late night
pizza runs. It is also the result of academic fees and textbooks. Re-
search has shown that some students even use their credit cards
to pay for their core tuition.

Unfortunately, the result of this necessary use is often blemishes
in the infancy of their credit history that will haunt them for years.
Young adults saddled with credit debt upon graduation can pay up
to $.25 of every dollar they earn servicing their debt: their credit
cards, their student loans, and other loans.

Entering a job market with stagnant incomes, this generation—
my generation, Generation Debt—can ill afford to be financially
compromised.

This credit card occurred through aggressive campus marketing
impacts our lives, our families, our communities, and our larger
economy.

So, now we know the scope of the problem. But what about the
solution? Students that we work with on campuses every day will
continue their campaigns on the State and campus level to not
allow credit card marketing aggressively on campus, to keep col-
leges and universities from sharing students and alumni lists to
credit card marketers, and to improve financial literacy among
young adults.

But Congress has a simple and significant role to play. We urge
Congress to go the extra step and, with young people in mind,
mandate a higher level of fairness in credit card terms in condi-
tions by banning several of the most abusive, deceptive credit card
practices, those that target students, and encourage greater trans-
parency.

Legislative action to protect against abuses by credit card compa-
nies is a fundamental issue of fairness and protection of America’s
future, young Americans, when they are arguably in the most vul-
nerable and important phase of their financial lives.

Thank you for the opportunity.

[The prepared statement of Ms. Williams can be found on page
89 of the appendix.]

Chairwoman MALONEY. Thank you very much.

And Mr. Neiser, director of strategic programs and alliances from
the National Endowment for Financial Education.

STATEMENT OF BRENT A. NEISER, DIRECTOR OF STRATEGIC
PROGRAMS AND ALLIANCES, NATIONAL ENDOWMENT FOR
FINANCIAL EDUCATION

Mr. NEISER. It’s great to be here, Chairwoman Maloney, Ranking
Member Biggert, and members of the committee. I want to extend,
from the National Endowment for Financial Education, a personal
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thanks to Ranking Member Biggert and Representative Hinojosa
for leading the bipartisan financial literacy caucus.

We are a 501(c)(3) nonprofit foundation based in the Denver
area. For 20 years, our organization has funded and created a high
school program that has trained over 5 million students. Credit
card information is a key part of that; 800,000 students were
trained last year.

And in the college space, we have worked with the NCAA on
sports and credit card issues, and created the first financial literacy
program for the United Negro College Fund, among other organiza-
tions.

Last year we launched Cashcourse.org, which I will explain in a
few minutes, as a way to bring to campuses customized financial
literacy information that colleges and universities can co-brand.

More people drop out of college for financial reasons than aca-
demic performance, and this is disturbing. Albert Einstein called
compound interest the 8th wonder of the world, and we are right
at that point where it can work for you or against you.

There is a role for credit in society. But the fog of overuse of
credit, misuse of it, and ignorance of it can cloud young people,
young Americans, of the opportunity that this body has created in
so many areas of defined contribution plans and IRAs. They have
a failure to launch in those areas. And it may delay their participa-
tion for their own retirement security for 10, 20, or even 30 years.
We think there needs to be a balanced approach in financial edu-
cation, as a part of that.

I will provide suggestions in five areas very quickly for you: Fi-
nancial education; disclosure; defaults; public awareness; and a cul-
ture of commitment.

In the financial education area, Cashcourse.org, since its launch
in January, is a non-commercial free service that we offer on an in-
stitutional subscription basis. One hundred and twenty-six colleges
and universities and community colleges have signed up already.
There are dozens on the waiting list, evaluating the program for
adoption. Cash Course provides information about the world of
work, managing credit, paying for college, and several other areas
important to college life and financial basics.

We are providing many enhancements as the program continues,
such as seminar materials, marketing, and higher interactivity
through Facebook. I am pleased to say that Brett Thurman on our
panel, in the center, will be teaching at his campus from this pro-
gram, using it as a supplement, because the University of Illinois
Chicago is one of the pilot schools.

In the area of disclosure, we believe point of purchase disclosure
is very important. The Federal Reserve in 2009, as a result of the
Bankruptcy Reform Act, is ready to launch its own unique program
that we would have advocated as a legislative change if it was not
already in place. We are very excited about it.

Finally, Americans of all ages will see on their credit card state-
ment, when the moment of truth is, when they pay that bill, if they
pay the minimum payment, how long it is going to take to pay it
off and how much more it will cost. We would ask this committee
to monitor that progress, because there are two alternatives to
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that, and to keep a sharp eye on how those results go. This is
something we felt has been needed for many years.

In the area of defaults, this is behavioral finance, behavioral eco-
nomics. We all know that—regarding the area of auto enrollments,
we have made tremendous progress in the area of 401(k) use.
Americans need a nudge. They need to be pushed and gently
tugged in the direction of their own self-interest.

We see two areas that could improve again for all Americans.
First, convenience checks. When people sign up for a credit card,
they are not signing up for a check delivery service. We think that
should be an opt-in program. People should have to say, “Yes, I
want convenience checks,” that they should not be sent to them
automatically from the banks. And there is an ID theft issue there
as well.

In the area of opt-outs, there is a way that people can stop most
credit card solicitations now through an 800 number by the Federal
Trade Commission. However, there is an exemption: affiliated shar-
ing agreements. Americans should be allowed to opt into those if
they want, or opt out of those, to have a full ban on credit card so-
licitations.

In the area of public awareness, we have seen a lot of positive
direction in the area of credit scores. People are more aware, even
from the commercial sector, of what is at stake as they use credit.

However, as Representative Hinojosa has called for, many times
we need more information in this area. People need to know about
the 8th wonder of the world, the time value of money, the good and
the bad of it, and how it can be a balanced approach to live their
financial dreams. Working with the Ad Council, we would encour-
age this committee to see that, for the first time in the financial
literacy space, the financial basics of the compounding of interest
be addressed.

Finally, the culture of commitment. What do I mean by that?
With Cashcourse.org, and its co-branded effect on campuses, no
longer can a university president or business school dean say, “I
don’t have information that is unbiased, non-commercial, or well-
maintained that I can wuse.” That is available through
Cashcourse.org. And they should tap into the power of parents and
other sectors of society to make this a financial literacy priority.
Thank you.

[The prepared statement of Mr. Neiser can be found on page 81
of the appendix.]

Chairwoman MALONEY. I thank all the panelists for their testi-
mony. The Chair recognizes herself for 5 minutes.

And first, I would like to ask Mr. Lawsky, what role do you be-
lieve legislation should play in addressing these problems? You
mentioned one that you're working on with Congress, but are there
any other areas that you think are appropriate at this time?

Mr. LAWSKY. Sure. I do think there are certainly some important
areas for the legislature in this. Our investigation is continuing,
and we are still, every day, finding practices that are troubling.
What happened in our student loan investigation is as we discov-
ered practices that we thought were fraudulent, misleading, decep-
tive, or problematic, we would work to find solutions to them
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through our codes of conduct we were developing in our agreements
with the banks and with the schools.

The question then becomes we can only do so much, our jurisdic-
tion is limited. We are in New York, and New York alone. Often,
when we do settlements with a bank, for example, it does have
extra territorial impacts. But at the end of the day, as we discover
these practices and try to come up with solutions to them, any sys-
temic solution to them really has to ultimately come from this body
and the Senate.

So, I don’t have particular areas I would identify, because we’re
still in our investigation of finding them. But certainly with respect
to the marketing practices we’re finding with respect to the exclu-
sive agreements, and some of the provisions in those exclusive
agreements, they are very ripe areas for legislative fixes.

Chairwoman MALONEY. Well, could you publicly talk about what
progress has been made by your office’s credit card marketing code
of conduct?

Mr. LaAwsky. We are making great progress with the code of con-
duct. It is not—it isn’t there yet, but again we are—

Chairwoman MALONEY. Do you have any recommendations you
can share with us now?

Mr. LAwskY. Not yet, unfortunately. I can say we are certainly
focused on the exclusive arrangements and how to deal with them.

We are focused also, I should say—and it’s in my written testi-
mony—on how potentially exclusive arrangements aren’t nec-
essarily always a bad thing. If an exclusive arrangement with a
school is done right, and a school does the research required to find
the credit card company that really is best for students, and really
will offer something better for students than other companies are
offering through that exclusive arrangement, then ultimately, the
school—if you flip it around and you change the market incen-
tives—the school can become a driver of good practices, and really
a gatekeeper for good practices on campus.

That’s what we tried to do with the student loan industry, and
it’s something we’re working on carefully. And it’s tricky, but we're
working on it with our code of conduct on the credit cards.

Chairwoman MALONEY. Thank you.

Mr. LAWSKY. Thank you.

Chairwoman MALONEY. Mr. Thurman, you mentioned that some
students are graduating with a large amount of debt. What portion
of college students would you estimate change their career plans
after college due to credit card debt?

Mr. THURMAN. Well, first, Madam Chairwoman, I would point
out that anything I estimate would specifically just be my opinion.
And I honestly would not feel comfortable giving you a number.

But I can tell you, as a president of the student government, our
student government is a 25-member assembly, and these are some
of the best and brightest student leaders on our campus who are
elected by every other undergraduate student on campus. And of
those 25, I would say there is not a one who isn’t currently trying
to decide, whether it be in the area of medicine or the area of law
or politics, whether to go into, say, social work or working in a clin-
ic, as opposed to opening a private practice or becoming a specified
heart surgeon, so that there is more money involved.
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And I know specifically at least two of my friends have already
decided that law school is probably the way for them to go, as op-
posed to, say, going to work for Greenpeace, or something like that,
following their undergraduate career.

Chairwoman MALONEY. You mentioned many students were
turning to credit cards to pay for their tuition and books and every-
day living. Aren’t there other options like Pell Grants that—

Mr. THURMAN. Yes.

Chairwoman MALONEY. Could you elaborate? And then my time
has expired.

Mr. THURMAN. Yes, ma’am, I could. Very briefly, at our school
alone, about one-third of our undergraduate students are Pell-eligi-
ble, so it’s a very focused-upon subject. But the Pell is a very intri-
cate system. You may receive a scholarship of $500 that, if put into
the system incorrectly, would make you Pell-ineligible. So, receiv-
ing a $500 scholarship would cost you $2,000 in grants.

And, obviously, this is something for a different committee to
hear, but also more and more students are going to summer school
now, because it is very difficult to attain an undergraduate degree
in 4 years. There are very little financing options available for
summer school.

As a matter of fact, if you want federally-subsidized loans for
summer school, it has to come from unused loan amounts from the
previous semester. So credit cards is where that can come into play
to help a student accomplish that goal.

Chairwoman MALONEY. The Chair recognizes Mrs. Biggert for 5
minutes.

Mrs. BIGGERT. Thank you, Madam Chairwoman. It was noted in
the testimony that Mr. Hinojosa and I have worked a lot on finan-
cial literacy, and started out working with the Federal Government
and the agencies, and really wanted to bring this to work with the
private sector, too, to have some accommodation there.

And Mr. Neiser brought up the Cashcourse, which I would like—
I have to go online to see what’s happening there, because that is
very exciting, that you are using that in so many schools.

just wondered what some of the other witnesses—Ms.
Lindstrom, are you doing anything on the campus for financial lit-
eracy? I know you said in your testimony that financial literacy
should be enhanced. But is there a way that your group, PIRG, can
help to do that, since you are on—I don’t know how many cam-
puses, but—

Ms. LINDSTROM. Sure, yes. Yes, like I mentioned, this booklet
helps students. It’s a consumer guide to credit cards, and we're
passing out thousands of those on campuses.

I think what’s particularly exciting about our education effort is
that it sort of penetrates all the other advertising that young peo-
ple see, and educates them because it’s a tongue-in-cheek effort,
where we’re looking like a credit card marketing effort, but we're
not.

Mrs. BIGGERT. But is there any—

Ms. LINDSTROM. So, that’s the main approach that we are taking
to educate students through our effort.

Mrs. BIGGERT. But there is nothing, as far as getting into course
work with the universities or anything?
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Ms. LINDSTROM. Certainly it comes up in our one-on-one con-
versations with administrators, when we are discussing, you know,
principles for responsible credit card marketing, and some things
that the campus can do to clean up the marketplace.

But, you know, I think our bottom line is that to increase finan-
cial literacy alone just isn’t going to do it. The marketplace is un-
fair right now on campus, and the products are poisonous. So we
have been focusing on those aspects.

Mrs. BIGGERT. I would like to go to Mr. Clayton. Can you de-
scribe some of the efforts that issuers have made to educate stu-
dents and young people about responsible credit card use?

Mr. CLAYTON. Yes. Thank you, Mrs. Biggert, for asking. I think
it’s very important, and it’s along the line of what Mr. Scott was
talking about, too.

This focus on marketing is kind of looking at it from the wrong
end. You kind of have to flip it around and say, “Look, we have to
empower people to make choices that work for them, not make the
decisions for them, but help empower them to make those choices.”

There is a whole range of activities that credit card companies,
consumer groups, and others have been engaging in. Mr. Neiser
has been talking about this, too, of getting out there and trying to
educate people. But I would—

Mrs. BIGGERT. How do you get out there? Are there any initia-
tives with the college administrators or—

Mr. CLAYTON. Sure.

Mrs. BIGGERT. Or governments to encourage greater financial lit-
eracy?

Mr. CLAYTON. Absolutely. I think there are a number of exam-
ples of institutions working specifically with the universities.

Remember, as was noted before, students in institutions and col-
leges and universities work together to figure out what the right
way to present these things are. And institutions will only act
within the bounds of what the college has basically set out as their
criteria for marketing stuff.

I know a number of institutions that actually teach courses on
campus. There are always hand-outs, similar to what we’re talking
about here, when people get applications for credit cards that basi-
cally try to educate people on what is going on. There are a host
of resources online.

The bottom line is we have to do more, but I also want to stress
we have to do more even before college. I mean, there has to be
a concerted effort on the part of the States, institutions, and others
to kind of—

Mrs. BIGGERT. I love the NFL and Visa, the football, financial
football, the way they have done that online.

Mr. Thurman, what do you see that you can do in the student
government to encourage—and do you think that courses should be
offered just on financial literacy, or mandated, or is this something
that maybe—did you have a course in high school or anything, eco-
nomics?

Mr. THURMAN. No. No, I didn’t, Mrs. Biggert. Well, you asked if
I think it should be mandated. I think you could get me in trouble
with my dean. I think the problem—

Mrs. BIGGERT. I don’t believe in mandates, but—
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Mr. THURMAN. I think the key problem that comes up in edu-
cating students on financial literacy is who is going to do it, and
who is going to be responsible for it?

Mrs. BIGGERT. Okay.

Mr. THURMAN. It does nothing for professors’ promotion and ten-
ure track to add a course of financial literacy to their course bur-
den, because it doesn’t affect their academic scope. If you are the
dean of a college, how are you going to find the placement for it,
in terms of space, the time for it in your programming, and also
the pay for whomever is going to teach it.

And these are things that possibly could be looked at on a Fed-
eral or more public level, some type of incentivized—or, as was
mentioned before, talking about it in high school, talking about it
before someone signs up for that first set of loans, before they go
into their freshman year, their first credit card before they go into
their freshman year.

Mrs. BIGGERT. Well, I think that we have had the, you know,
consumer education in high schools, but it doesn’t seem to have
really covered this, maybe because I remember it a long time ago,
before we had all those credit cards.

But thank you. I yield back.

Chairwoman MALONEY. Mr. Watt for 5 minutes.

Mr. WATT. Thank you, Madam Chairwoman. And let me thank
the Chair for convening this hearing on a topic that I think is very,
very important for us to be dealing with.

There are, obviously, advantages to students for having credit
cards, but there are also some concerns that need to be addressed.
And I want to zero in on three of those, and get Mr. Clayton’s reac-
tion.

The two concerns that I am most focused on are the aggressive
marketing and the issuance of convenience checks to—I mean, it
frustrates me if I get a convenience check that I didn’t request. It
seems to be a waste of money for people to send them to me. I typi-
cally throw them in the trash can immediately. Or, actually, you
need to shred them. I worry about throwing them in the trash can,
because they have an account number on them already.

So, I just want to know—and maybe you have already addressed
this question—on the aggressive marketing side, you kind of
turned the equation and said we shouldn’t focus on that, we should
focus on literacy. I am a strong supporter of financial literacy, but
there has to be some limitation on the aggressiveness of marketing
on campuses, and elsewhere, but particularly to young people. Do
you agree or disagree?

Mr. CLaYTON. I think—well, a couple of things. Let’s put this in
some factual context.

Mr. WATT. I don’t want you to put it in context, I want you to
tell me whether there are any points beyond which credit card com-
panies shouldn’t go in aggressively marketing to young people.

Then you can put it in context, if you want. I am not trying to
cut you off, but I only have 5 minutes here.

Mr. CLAYTON. These are adults, and we understand that. And we
understand that we’re in a marketing society, and there are always
going to be aggressive activities on the part to get noticed. The ulti-
mate determiner—
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Mr. WATT. But do you think it’s appropriate to—this example,
where—to be giving a Subway coupon, and then getting there, and
you're not getting a sandwich, you’re getting a credit card. Do you
think that is an appropriate practice?

Mr. CLAYTON. I think it’s safe to say that Mr. Thurman didn’t
get a credit card with that company. I mean, so I think that—

Mr. WATT. That’s not the question I asked, though, Mr. Clayton.
I appreciate you trying to avoid the question. I'm trying to find out
what—whether you think there are some outer limits to the ag-
gressiveness of credit card marketing to young people.

Mr. CLAYTON. There are outer limits that the States and the
Federal Government—

Mr. WATT. And where do you think those outer limits are?

Mr. CLAYTON. Well, that’s an arbitrary standard. I mean, it’s un-
fair and deceptive acts and practices standards that are in the laws
and in the books, and people get to enforce that.

So, I mean, I can’t tell you what line—what chapter and verse,
this is okay and this isn’t, because that’s—

Mr. WaATT. Well, what about convenience checks? What is your
opinion on that?

Mr. CLAYTON. I am not really prepared to respond at this point,
because we’re not really talking—that wasn’t necessarily in the
context of the student credit card market, but I mean—

Mr. WaTT. Well, I didn’t put it in the discussion, somebody—

Mr. NEISER. That was me, Mr. Watt.

Mr. WATT. Mr. Neiser put it in the discussion. He said credit
card companies are routinely issuing convenience checks. It is of-
fensive to me to get a convenience check with my credit card. I use
a credit card to charge things, not to borrow more money, which
is what I can do with a convenience check. I can borrow money on
my credit card. Do you think that is appropriate?

Mr. CLAYTON. Well, for some people it is convenient, and some
people use it for valid purposes, and that’s their judgement to
make.

As a practical matter, I think you talked about what you did
with it was appropriate. If you don’t agree with it, you throw it out,
you shred it. I mean, these are not hard and difficult standards for
people—

Mr. WATT. What happens if I throw it in a trash can and some-
body else picks it up and uses it. Does the industry protect against
that? I didn’t want it, in the first place.

Mr. CLAYTON. Yypically, the industry does protect against people
who are subject to fraud. I mean, as you can see, as you have seen
in the credit card market generally—

Mr. WATT. All right. My time has expired. Let me just ask Mr.
Thurman one thing quickly, Madam Chairwoman.

Are students aggressively taking action against college adminis-
trators who are issuing student lists? I mean, that seems to me—
I guess if I were a credit card company, I would want the list of
all the students. That is a college failing. What are we doing about
that, if anything?

Mr. THURMAN. Well, Mr. Watt, I would point out, first of all, that
our university, the University of Illinois Chicago does not partici-
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pate in that kind of practice. So our students don’t have a reason
to take aggressive action against the administrator.

But perhaps Ms. Lindstrom might be able to give you some infor-
mation about what is happening on other campuses.

Ms. LINDSTROM. Sure, yes. What we found is that in quite a few
States, the public university system feels a compulsion, under dis-
closure of public records law, to have to give up all of the current
information of students on campus to almost anybody who asks for
it, for free or for a nominal fee.

"And so, ultimately—that’s just getting into a different area, but
the practlce actually is occurring in a set of States, and doesn’t
occur in other States because of public records law.

So, what we are—one of the suggestions that we made earlier is
that students be allowed to opt in or opt out, know that is going
to happen with their name, so that they have some control, again,
over how they might be marketed to. But it is an interesting State
law issue in quite a few places.

Mr. WaTT. Thank you, Madam Chairwoman. I yield back.

Chairwoman MALONEY. Your time has expired. Mr. Castle?

Mr. CASTLE. Thank you, Madam Chairwoman. Mr. Clayton, on
page five of your testimony, there are several rather interesting
statistics which are: 41 percent of college students have a credit
card, which surprised me, I thought it would be higher; of the stu-
dents with credit cards, about 65 percent pay their bills in full
every month, which is higher than the general adult population;
among the 35 percent who do not pay their balances in full every
month, the average balance is $452, which is down 19 percent from
2007; and 74 percent of monthly college spending is with cash and
debit cards, only 7 percent is with credit cards.

Mr. Neiser, on the first or second page of your written testimony,
you indicate ‘that the undergraduates of today leave campus with
$19,000 in student loans. Student loans are a whole different issue.

Mr. NEISER. Right.

Mr. CASTLE. I happen to be on that committee as well, which is
a whole problem, I might add.

“On top of that, half of all graduates in 2004 use credit cards for
school expenses, carrying an average balance of $3,900.” There
seems to me to be an inconsistency in those two sets of numbers.
Maybe there is not. Maybe one or both of you could explain how
you came up with those numbers, or what the consistencies or the
inconsistencies are.

Mr. CLAYTON. Well, I would be glad to jump in first, and then
turn it over. As a practical matter, this is a study from Student
Monitor from 2008, a survey of students and what their experience
has been, and so that is where that number comes from.

I would note, though, that the results are relatively consistent
with prior studies. I was actually surprised at the 41 percent too,
because I think it’s actually probably higher. But there have been
other surveys that the GAO has done back in 2001, that Professors
Barron and Staten have done in 2004, that yield consistent num-
bers in terms of the extent of debt that is out there, the amount
of people who are essentially paying back in full every month.

And so, I do think that, you know, it is—we feel comfortable say-
ing to you that debts are within reasonable limits. And, frankly, it’s
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also a product of the marketing. Credit card companies don’t give
students open checks here. They don’t just sit there and say, “Take
a $10,000 balance.” They start them off slow, they work them
through it, and see if they’re capable of handling—

Mr. CasSTLE. Well, just to follow up, I mean, Mr. Neiser’s testi-
mony indicates the average balance is $3,900 when they graduate.
And the suggestion here is that the average balance is $452 for
those students who don’t pay their balances in full every month,
which I imagine is the ones with the higher debt, I guess. Those
are dramatically different numbers.

Mr. CrLAYTON. It was—and I don’t know of the number Mr.
Neiser was talking about—was the average balance of a graduating
student, and there is a range of things—I will defer.

Mr. NEISER. In our testimony, it is half of all graduates carried
that debt, and it was—the average balance of those half was
$3,900, according to the American Council of Education, June 2005.
So it’s not all students. The half who carry that—have that average
balance.

Mr. CASTLE. Well, I understand that. But you are talking about
35 percent here, and a half there, and you're talking about vast dif-
ferences. I think, somehow or another, we, as a committee, need to
get those figures straightened out, because they don’t seem to be
quite consistent with one another.

Mr. Lawsky, let me ask you a question. You indicated when you
testified that the agreements between the credit card companies
and the schools, when revealed, will shock us. And then you went
on to say that the colleges allow the credit card companies to get
addresses, other information, access, etc. Is that the shocking infor-
mation, or is there something you can’t testify to now, because of
your legal position, that will be shocking that we don’t know about
yet?

Mr. Lawsky. The latter.

Mr. CASTLE. So there are things that will be revealed, hopefully,
at some point later. Is that correct?

Mr. LAWSKY. Yes, sir.

Mr. CASTLE. To—perhaps, Mr. Lawsky, and perhaps to Mr. Clay-
ton or anyone else who wants to answer it, with respect to what
the colleges are doing, and with respect to the information about
the different students and that which is given out to the credit card
companies, what is the relationship between the credit card compa-
nies and the colleges?

It almost sounds to me as if, in certain instances, the colleges
have a responsibility here, in terms of their administration, as op-
posed to just the credit card companies and the students, in terms
of what information is allowed to be shared. What is being done by
the credit card companies with controlling that information, and
what, if anything, are the college and university administrations
doing to make sure that that may be brought under control, if that
is a problem, if you know?

Mr. LAWSKY. You're asking about the flow of information from
the universities about students to the companies?

Mr. CASTLE. I'm talking about the flow of information from the
colleges or universities to the credit card companies, which I be-
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lieve you testified was a problem. Is that issue being addressed, ei-
ther by the credit card companies or by the colleges themselves?

Mr. LAWSKY. I'm not sure I—I don’t think I know the answer to
that, and maybe Mr. Clayton does. I can tell you that the—there
is, in the relationship between the universities and the credit card
companies, there is clearly a money flow from the credit card com-
panies to the universities in exchange, at least in part, for student
data: e-mail addresses, home addresses, school addresses, and tele-
phone numbers, to allow the marketing.

The information I have seen indicates that is just a financial
give-and-take. I didn’t see protections built in there. Maybe they
are aware, and I am not aware of them. But to my knowledge, it
is simply an economic transaction.

Mr. CASTLE. Well, I understand what you have testified. My
question is, is that a problem? Is anyone doing anything about it,
if it is a problem?

Mr. CLAYTON. Well, I think that Mr. Lawsky referenced it ear-
lier, that colleges can act as a gatekeeper, and they get to control
this relationship, and they have to determine what is in the best
interest of their students.

I am not privy to the specific agreements, in terms of what is
shared by both sides, but you really want to turn to the univer-
sities, the ones that are getting into endorsing these products. And
if they don’t think something is appropriate, just like I understand
they did at the University of Illinois, they say no. And that’s the
gatekeeper.

Mr. CASTLE. Thank you.

Chairwoman MALONEY. Will the gentleman—

Mr. CASTLE. Thank you, Madam Chairwoman.

Chairwoman MALONEY. In response to one of your questions on
the statistics, the Nellie Mae survey for 2007 will come out in July,
and the Fed survey for 2008 will come out in August.

The Chair recognizes Mr. Clay for 5 minutes.

Mr. CrAY. Thank you so much, Madam Chairwoman. Mr. Clay-
ton, in the beginning of your testimony, you state that not all stu-
dents will manage debt in a responsible way, just as not adults in
general will manage debt without experiencing problems.

Aside from being a vague statement, you fail to recognize that
most adults are receiving an income each month, whereas many
college students who, yes, are considered legal adults, are unem-
ployed, or have low-paying part-time jobs.

As you are supporting the marketing of credit cards to college
students, how do you suggest we address the issue that the major-
ity of students do not have the money to pay off their debt on time,
and therefore, are finding themselves in immense amounts of debt
upon graduation? Oftentimes the offering of credit cards to stu-
dents is a lure to indebtedness, as they view credit cards as money
and use them as such.

When you know that this is the end result, it seems to be pretty
predatory in nature when the offer is made to these individuals—

Mr. CLAYTON. Let me make sure—there seems to be some dis-
crepancy in the numbers, and we recognize that. And to us, it says
that more needs to be done to figure out what is really going on
out there.
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I mean, we take the perspective, from the numbers we have seen,
that this predatory lending that you’re talking about doesn’t really
exist, and that, in fact, a good portion of students are acting in a
responsible way in handling that credit, and it is opening doors to
them.

Remember, the thing we haven’t really talked about is how this
has helped them build a credit record that helps them get a car
loan or a home loan and be productive members of society, as they
get out of college. But we're not seeing the same message.

We are seeing—again, we operate in the college space with much
more confined underwriting. We limit the amount of credit that a
student can take down, as a practical matter, and the results, from
our perspective, speak for themselves.

I would note also there has been a lot of discussion about this
massive marketing. This is a—we are—obviously, there is a lot of
information flow in this society, and there is no way to really nec-
essarily contain that information flow. It’s going to come from var-
ious places.

But one of the things that people are talking to us about is how
little or few students actually sign up for these on-campus mar-
keting techniques. Now, they obviously view it as productive to do,
to get their names out there. And oftentimes, frankly, they market
at sporting events because they’re really shooting at the alumni,
and the friends of alumni, not necessarily the students.

But just one aside, the Student Monitor came back and said that
only 2 percent of credit cards that students actually obtain is
through these campus marketing activities.

So, I guess what I am trying to say is we are not really starting
with the same premise, that these aren’t necessarily predatory,
that they are opportunities. And I think others have recognized
this is a real value to people who need money. To the extent that
there are broader societal issues brought to bear here, such as the
impact of student loans, that’s clearly a case.

I would say that, just as an aside, when we looked at the Student
Monitor study and what they talked about, the amount of credit
card debt versus the amount of student loans, student credit card
debt represents less than one quarter of one percent of overall stu-
dent loans, in terms of the debt that that is—

Mr. Cray. All right, thank you for the response. Ms. Williams,
in your testimony you mentioned several times how young adults
are more frequently using their credit cards to pay for basic school
expenses, such as tuition and books, citing research done by U.S.
PIRG.

If credit cards are issued to students who are inclined to pay for
school expenses in this manner, then do you agree that, by using
the credit card, students are paying almost exponentially more in-
terest than by using student loans? Do you agree?

Ms. WiLLiAMS. The question is that do I agree that, by using the
credit cards to purchase—

Mr. CrLAY. Students are paying exponentially more interest, more
in interest rates?

Ms. WiLLIAMS. Absolutely.

Mr. CLAY. Okay.
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Ms. WiLLIAMS. I mean, the interest rates for students are consid-
erably higher because of their thin credit history. So if you look at
that comparatively to student loans, yes, I do agree with that state-
ment.

Mr. CLAY. Is the ease of obtaining credit card financing creating
greater debt for these prospective professionals?

Ms. WiLLIAMS. It is, and I think that’s getting to the heart of
what some other witnesses—Mr. Thurman and Ms. Lindstrom—are
suggesting. It is not a matter of denying access to the cards. I
wouldn’t even necessarily say it is the ease with which they have
access. But, again, it’s the predatory nature of this kind of aggres-
sive marketing on campus.

And we are talking about, you know, young adults. They are, in-
deed, adults. But this is, in a way, the childhood of their financial
life.

Mr. CrAY. Sure. And shouldn’t we be about creating less debt
and less hurdles for young people who are coming out of college?

Ms. WILLIAMS. Absolutely. I mean, the impacts, again, are not
just on the students themselves, but on their lives, on their fami-
lies. We mentioned that the boomerang effect of young Americans
having to move back home, we mentioned—Mr. Thurman men-
tioned some of the impacts on the economy and job choice.

I think it is an overall broader societal issue than just simply in-
cubated on that campus.

Mr. CrAY. Thank you so much for your response. I yield back.

Chairwoman MALONEY. Thank you. The Chair recognizes Ruben
Hinojosa, chair of the Higher Education Subcommittee, which also
is reviewing this challenge, and co-chair of the financial literacy
caucus.

Mr. HINOJOSA. Thank you very much, Madam Chairwoman. I
want to thank Chairwoman Maloney, and I want to thank Ranking
Member Judy Biggert. I thank them for holding this extremely im-
portant hearing today on a subject that is very near and dear to
my heart, and that is ensuring that higher education is available
and affordable to as many students as possible.

Chairwoman Maloney, I am proud to be a cosponsor of your legis-
lation, H.R. 5422, entitled, “The Credit Cardholders’ Bill of Rights
Act,” and I was more than willing to cosign the letter to Federal
regulators in support of the proposed rule to ban unfair or decep-
tive credit card practices.

As chairman of the Subcommittee on Higher Education, I am
very concerned that more than 100,000 students each year do not
enroll in higher education institutions because of financial barriers.
I am equally concerned about the amount of debt that students are
incurring while attending institutions of higher education. And I
have been working diligently to make college more affordable and
ensure that students graduate with the least amount of debt pos-
sible, including credit card debt.

At this point, Madam Chairwoman, I wish to ask for unanimous
consent to submit for the record three documents that I have with
me. The first one is my complete statement, which is much longer
than this condensed statement that I have just made.

Secondly, I would like to ask unanimous consent that a report by
U.S. PIRG, entitled, “The Campus Credit Card Trap,” and that ac-
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ronym stands for a survey of college students and credit card mar-
keting by the U.S. Public Interest Research Group Education Fund,
and this report is dated March 2008.

And lastly, I would like to ask unanimous consent that the report
that was released, a press release from House Education and Labor
Committee Chairman George Miller on the FTC’s new consumer
guide on student lenders’ deceptive marketing practices, and a copy
of that guide, entitled, “FTC Facts for Consumers: Student Loans
and Avoiding Deceptive Offers.”

Chairwoman MALONEY. Without objection, it is so ordered.

Mr. HINOJOSA. Thank you.

Chairwoman Maloney, I again applaud you for your legislation
and letter—and your dedication to this cause.

And I wish to take this opportunity, since I still have part of my
5 minutes, to ask some questions. I apologize that I am a little bit
late and didn’t get to hear the witnesses make their presentations,
because I was at an event where I introduced some very important
people, including Senator Clinton, and that made me a bit late.

I know that this young man, as one of the witnesses, was testi-
fying about his experiences on the college campus in Illinois, and
I was delighted, because that opened, then, the door for me to talk
about the need for the financial literacy education programs that
are available, and mandated in some States like my own State of
Texas. And that, of course, would help them be prepared to go to
college and better handle debt as they start their college education.

Can you tell me if there are any other States that are requiring
this? Maybe students who came to your campus that had already
taken those courses back in their sending State?

Mr. THURMAN. Sir, on the level of States requiring that, I don’t
have that information. Perhaps one of the other panelists might.
My area of expertise is very much limited to the University of Illi-
nois at Chicago. I do know that we have started developing a pro-
gram for our students, but in terms of State requirements, I don’t
have that information.

Mr. HiNoJosA. Well, the strength of the student body that you
represent, possibly you all could start a movement throughout the
Nation. There are several States, according to a note that was just
given to me by staff, that already include a class on financial lit-
eracy as part of the core curriculum. Texas is one such State.

And possibly that might help Judy Biggert, my friend from Illi-
nois, who is the co-chair of a caucus that is working with about 87
other Members to try to get this program out into the country, and
particularly to students who are looking for accessibility and af-
fordability to higher education.

But I think I will then go on to ask another gentleman who is
on this panel, and I will ask one question, Madam Chairwoman, of
Kenneth Clayton, managing director of the ABA Card Policy Coun-
cil.

I have had several representatives from organizations like yours
coming to visit my office and talk to not only me, but my staff, try-
ing to tell me that they have mended their ways and that they
have fixed things up to where they are no longer charging for
things that I was upset about, and that is that if they are late in
making their payment, that you can easily take the rate at which
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they started out using their card, and bump it up to as high as 28
percent plus late payment fees and other fees that just make it al-
most impossible for them to ever get out of debt.

What is your organization and your members doing to dis-
continue that?

Mr. CLAYTON. I think, as you have seen, there are choices in the
marketplace where various participants have either decided not to
make these products—these type of rules applicable to their prod-
ucts or not.

I mean, so consumers can say, “I don’t want this, and I am going
to go get this card,” or not. They are very—there are a number of
institutions that market very simple-termed cards, and I won’t—I
can’t get into a marketing campaign for them here, but the bottom
line is they have various products out there for people that want
to have these things limited.

I think the other thing I want to stress here is, as you know, the
Federal Reserve has moved in this space in a dramatic way, and
I think most people have recognized that it is a very broad proposal
that they put out to address some of the concerns that have been
raised in this committee to the credit of Ms. Maloney and others,
and they’re looking very seriously at it.

We have some concerns with those proposals, because we think
they have the net effect of driving up costs to a wide variety of peo-
ple, and end up unfairly having people that pose higher risk actu-
ally be subsidized by those that don’t pose risk at all.

But that being said, there is going to be a lot of addressing of
these issues that people are talking about. The Fed will act and it
will apply a standard that everyone is going to have to—

Mr. HiNoJoSA. With all due respect to you with your title of
managing director, I will say that I receive two to three applica-
tions for credit cards. And to this day, in the last 10 years, I have
not received one from those companies that have simple, easy cred-
it terms like you just described. All of them have little fine print
at the bottom, that if I'm late, if I'm this, that and the other, I will
get penalized, I will have late payment fees.

So, evidently Congress is going to have to step in and just make
it universal, so that all of the companies will have to change—

Chairwoman MALONEY. I thank the gentleman for his comments,
and your time has expired.

Mr. HINOJOSA. Thank you, Madam Chairwoman.

Chairwoman MALONEY. You made many important points. Con-
gressman Scott for 5 minutes.

Mr. Scort. Thank you very much, Madam Chairwoman. It is a
very good hearing.

Let’s talk very specifically about what we can do, as a Congress,
what kind of legislation we can put forward.

What we have here is a captive audience of young students on
a campus. They are at a very vulnerable part of their lives. The
testimony is very effective. Let’s start with the number one ques-
tion.

Number one, would you favor legislation that would ban this ac-
tivity? There is documented evidence that there is agreement be-
tween many of these universities and credit card companies, of
which these universities are paid huge sums of money for the right
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to market their credit cards to their students. Would you favor leg-
islation to ban that?

[No response]

Mr. ScoTT. Any—hurry up, my time is ticking, and I have quite
a few more—I am trying to get at some issues here. I mean, if you
want us to do something, this is something we can do. Is this some-
thing we should do?

Ms. LINDSTROM. Sure. Yes. I think I am excited to see what the
attorney general in New York—what their investigation turns up,
in terms of the relationships. And I do think there should be ac-
countability, once we know what actual relationship exists.

I think right now some of the things that we’re particularly in-
terested in, in terms of legislation to clean up the campus market-
place are the same underwriting standards for students as the rest
of consumers in society. So, as we mentioned earlier, there are lax
standards. And, as a result, students don’t need to meet the same
criteria, and they get—

Mr. Scort. Well, so let me just ask this, because my chairwoman
is going to put the hammer down on me.

I just want to know is it okay—I mean, is it fine—that these card
companies can come pay these universities money to have the right
to come in and market their product to their kids? Because this is
an industry. They are already doing it at a tune of $1 billion a
year. I mean, we heard a lot of complaints here. Once they get the
right to get on campus to do it, this is capitalism. They paid the
right to have access to those kids.

Ms. LINDSTROM. Right.

Mr. ScoTT. Do we stop that at the gate? Do we stop the folks at
the gate and don’t let them get on the campus? That’s what I am
asking.

Mr. THURMAN. Mr. Scott, if I may? I would suggest the answer
to that is yes, and I would suggest that based upon a couple of sim-
ple premises.

First, in some university environments, especially in rural cam-
pus environments, what you have is an extraordinarily captive au-
dience. And if the university is going to sign some type of exclu-
sivity agreement—and I do believe that’s what we’re talking
about—that’s only going to allow a particular company access to
those students, we’re not just talking about those students just
drinking Coke instead of Pepsi. We are talking about those stu-
dents having access to only one set of terms of interest rates, of
payback terms, of late fees, of overdraft fees. And for that simple
reason, for starters, before we get into anything else, I would sug-
gest that that is a reason alone to ban exclusivity agreements on
campus.

Mr. CLAYTON. Mr. Scott, I guess we would have to oppose it. I
mean, we really do think that, in many instances, schools—and I
think Mr. Lawsky actually talked about it—schools actually can get
benefit from this to benefit the students that they’re actually serv-
ing.
I would also note that whether you’re in city areas or rural areas,
we are in a very open-ended communication society. You can get
access to information on the Internet, wherever you're sitting. So
you can get it from your local bank, you can get it from other
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places. Regardless of what arrangements a college makes with an
institution, it’s not the exclusive way to gain access to students.

Mr. ScorT. But I think the point we would make is you listen
to the young people and what they’re saying—and there is some
victimization that is truly going on here with the credit card com-
panies—combined with the lack of the literacy in education, they
are just sitting there.

And the other thing is, okay, once we get them on campus—and
so we have a tie here, we have a draw here, 50/50, some say they
should—but if they get on campus, and then the next thing they're
giving these gifts, and the data says that three-fourths of all stu-
dents that come and get the gift fill out the application. There is
a real strategy here. You feel a role of responsibility. You’re going
to take the teddy bear, okay, “You take my teddy bear, you have
to fill out the application.” You fill out the application, it’s gone.

So, should we pass legislation to ban giving of gifts?

Mr. CLAYTON. Let me just jump in for a second. First of all, when
we talk to institutions, they basically tell us that the primary vehi-
cle for them signing up people with card agreements is when those
people come into the bank branches and open up savings and
checking accounts.

We think it is overstated that these gifts are necessarily driving
consumers to take on a great deal of debt. I mean, you know, I
don’t think that gives enough credit—no pun intended—to the stu-
dents and the—

Mr. Scort. Mr. Clayton, the PIRG survey I am reading from
here reported that three of four students—three out of every four
students—reported stopping at tables to consider or apply for credit
cards when they were offered gifts.

Now, there is a direct correlation here, and we’re trying to get
at that. If we do let you on the campuses, then the issue becomes
you are giving these gifts. The kids there feel an obligation to fill
out the form. Once they do that, they are hooked into it. So it is
a system that is going on here.

Universities need to wake up. I think they have a responsibility
here. If they are signing these exclusive agreements, they are giv-
ing carte blanche to turn their kids loose to people when they come
in. And this is a business. This is the American way. They are
going to be aggressive with their tactics. Once they pay the univer-
sity, the university turns them loose on the kids. Then they come
and they give the kids gifts. Then they’re paying the kids. I mean,
this is a little system here, and I am just simply saying we need
to look, and take a look at some of the deceptive practices.

My final point is that I wanted to get at is—because my time is
up here—would you support legislation for parental—would you
support Federal legislation that requires that, before the kid can
get the credit card, that he has to have a cosign with his parent
or a guardian?

Chairwoman MALONEY. Answer quickly, because the gentleman’s
time has expired.

Ms. LINDSTROM. We would support students being subject to the
same underwriting standards. So that means that if the student
has no income or other assets, then yes, I think maybe considering
the formation or encouraging a starter card for students who have
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no income, or allowing them to get a card with a cosigner makes
sense.

But I do think that students should be treated like everybody
else. And the vast majority of students do have an income, and do
have a job, and should be able to get credit and have a credit
Cfl'lefk’ just like everybody else, relative to the credit that they qual-
ify for.

Chairwoman MALONEY. Thank you.

Mr. Scort. Thank you.

Chairwoman MALONEY. The gentleman’s time has expired. And
Congressman Cleaver—

Mr. CLEAVER. Thank you, Madam Chairwoman. I want to follow
with Mr. Scott’s questions.

Mr. Clayton, do you disagree that some of the practices that we
are discussing here today are very similar to the practices that led
to the current subprime crisis with the 1.3 foreclosures as of today,
a predicted 6.5 in the next 5 years? Do you believe that there are
any parallels?

Mr. CLAYTON. I do not.

Mr. CLEAVER. Okay. So, is there a parallel between giving people
credit for homes that they can’t pay for, and giving people credit
cards that they can’t pay for? Do they sound similar?

Mr. CLAYTON. No, I don’t agree with that, either, because what
we're seeing statistically is that they can pay for it.

Mr. CLEAVER. That’s what the people said when they gave the
people the subprime loans, almost the exact words. That’s the same
logic they use. And we are having 20,000 foreclosures a week.

So you think such legislation is fake?

Mr. CLAYTON. I'm sorry?

Mr. CLEAVER. Fake, f-a-k-e.

Mr. CLAYTON. And that is fake in what respect? I mean, the—

Mr. CLEAVER. On page 7, you said that this is artificial, and a
synonym for artificial is fake, bogus.

Mr. CLAYTON. We think that artificial constraints will have the
effect of limiting the ability of very responsible adults to get access
to credit that they use for very valid reasons.

Mr. CLEAVER. Okay, so you believe that if we required that stu-
dents who don’t have a job receive a credit card, as Ms. Lindstrom
has said, in the same way that other individuals are marketed—
in other words, if they don’t have credit, they don’t get a credit
card, and if they want a credit card, someone must sign for them,
just like a car, if you don’t have a job and you want a car, your
parents have to cosign for you.

Mr. CrAYTON. Not everybody has a parent who is either willing
or able to sign for it. And so you're ending up taking those people
out of the marketplace.

Mr. CLEAVER. Well—

Mr. CLAYTON. That’s a judgement that you make, and I under-
stand that, and that’s certainly the prerogative of the Congress.

Mr. CLEAVER. Yes, the legislation says a parent or an adult, any-
one who is willing to cosign.

Mr. CLAYTON. But there may be adults who don’t have that—

Mr. CLEAVER. That is absolutely true. And that is why we have
the subprime crisis, because people were getting things, and they
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had no back-up, they had insufficient income. The figure that has
been used about the number, the debt, comes from the Nellie Mae
Corporation study. And if people are leaving college with almost
$3,000 worth of debt and no job, doesn’t that sound like we have
a problem?

Mr. CLAYTON. The numbers are nowhere near what you’re talk-
ing about in the subprime crisis, as you know. And the Nellie—

Mr. CLEAVER. I beg your pardon?

Mr. CLAYTON. The actual dollar numbers that youre talking
about in the credit card space is much less than what you're talk-
ing about in the—

Mr. CLEAVER. So it’'s not—we shouldn’t be concerned if people
don’t lose homes, they just start out in their adult life broke.

Mr. CLAYTON. We're not saying you shouldn’t be concerned. We
should be concerned. We are saying that some of the remedies will
create greater problems than the problems that actually exist.

Mr. CLEAVER. Tell me the problem created by requiring a co-
signer.

Mr. CLAYTON. All I can do is respond from the perspective of
someone who may not have a consignor to make that. They will not
have the benefit of a card to take care of a car that breaks down,
or to buy books.

It’s not that we’re saying that credit cards should be your first
choice to buy—to use to purchase books. That’s a deeper issue of
whether the funds are available to make those purchases.

Mr. CLEAVER. Oh, you—I mean, your job is just to give them the
credit card.

Mr. CLAYTON. We find that our job is to allow consumers to ben-
efit and actually get—

Mr. CLEAVER. So you're doing them a favor. I mean, you're pro-
viding a service.

Mr. CLAYTON. Lots of people would tell you that we are.

Mr. CLEAVER. Now, you talked about the Federal Reserve. And
they are, in fact, working on regulations. But we do—we both—you
and I will agree that is not a law.

Mr. CrAYTON. That is correct. But it is a basis of a law that Con-
gress passed previously.

Mr. CLEAVER. You would prefer to have the Fed draft regulations
than have us put a law in place?

Mr. CLAYTON. Laws end up imposing very restrictive solutions on
things that—

Mr. CLEAVER. That’s the point of laws. We put a stop sign, we
want to restrict you from driving through. That is what laws do.

Mr. CLAYTON. I understand. And it is your prerogative.

Mr. CLEAVER. We are trying to keep people from running people
into debt, young people getting a start. I mean, this Nation is —.6
in savings, —.6. Asian nations are almost 20 percent savings.
They’re trying to stop people from saving so much of their income
in Japan.

The —.6 means we’re going the other way. We ought to be trying
to work with laws and whatever else we can do to prevent this
from becoming another crisis. Sir?

Mr. CLAYTON. The—
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Mr. CLEAVER. I disagree. Let me ask you, Ms. Lindstrom, do you
think most of the students on campus understand universal de-
fault?

Ms. LINDSTROM. No, I don’t think they understand—

Chairwoman MALONEY. The gentleman’s time has expired, and I
thank him for his questioning.

The Chair recognizes Walter Jones, from the great State of North
Carolina.

Mr. JoNEs. Thank you, Madam Chairwoman, and we are so
proud of you, because you were born in North Carolina. So we
thank you for remembering your roots by welcoming me.

I want to thank you. I don’t know if anyone—I had to be out for
a few minutes—has anybody mentioned the parents who have to
pay some of these charges in your testimony?

Mr. CLEAVER. I tried.

Mr. JONES. Oh, you did? Okay.

Mr. CLEAVER. I tried.

Mr. JoNES. All right. Well, I apologize, because I missed your—
the reason I ask that, and I do know my colleague has been one
of those parents, but this is one of the issues that I have had—I'm
not going to exaggerate, but I will say in 14 years, I have had
many concerns and complaints from parents.

And you have touched, in your testimony—and I thank each and
every one of you for your testimony—you have touched on the fact
that too many times these universities are being paid to send a
person’s name so they can send a card to that individual. I think
that’s going to be addressed, I hope, in this legislation, or will be
addressed. I think it is wrong. Not only do I think it is wrong for
the student, but I think it is terribly wrong for the parent if that
student is 18, 19, or 20 years of age, or maybe even older.

Maybe, Ms. Lindstrom, you might be the one to answer this
question. I had the staff very kindly help me with profits by the
credit cards. I want to read this, and then I will zero in on my
question.

“The credit card industry is the most profitable one in the United
States, with annual earnings in the $30 billion range. Many people
might be surprised to learn that a single credit card issuer, MBNA,
earned 1.5 times more profit than McDonald’s in 2004. Citibank,
another major credit card issuer, earns more profit than both
Microsoft and Wal-Mart.”

How much of the $30 billion, what percentage in—would you say
is targeted and percentage comes from students who use their cred-
it card?

Ms. LINDSTROM. Yes, I actually don’t know the answer to that
question. I will have to get back to you on that. I don’t know the
breakdown of the profit—

Mr. JONES. How about Mr. Clayton?

Ms. LINDSTROM. —and what sector it comes from.

Mr. CLAYTON. I don’t have that information. I would also note
that a lot of card companies actually have students that get their
cards that are not marketed to students, theyre just part of gen-
eral marketing efforts. So they may not be able to identify if they're
students.
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But I suspect it’s still a relatively small number, as a percentage
of the overall profit.

Mg JONES. Would anyone want to guess? Is it 1 percent or 2 per-
cent’

I—just to see this—and I realize that when you are zeroing in
on these young people, the hope is that they will be a user of that
card for years to come. I realize it doesn’t just stop when they grad-
uate from college. But I wonder if there is anyone that—to me,
you’re putting a tremendous amount of money into a marketing ef-
fort, and you are zeroing in, and I realize that’s not just for the
short term, it’s for the long term.

Would anybody be able to respond to the point I am trying to
make, or the amount of money that you are going to—of the $30
billion, you can’t tell me that 1 percent of that $30 billion—and I
understand if you can’t—is coming from the college effort?

Ms. LINDSTROM. Well, yes. I mean, I would respond with the fact
that what we’re talking about here is a captive market and a high-
ly desirable market that the industry is clearly going after in a
very concerted way. They want to become the very first card ever
in somebody’s wallet, because, you know, I guess marketing studies
have shown that folks develop some kind of sympathy or just get
used to that particular card.

And so, you’re more likely to get a customer for life if you can
be the very first card that gets into somebody’s wallet. So, I do
think what you’re talking about is correct. The investment in get-
ting at students is all about the long-term pay-off, regardless of
whether or not, you know, there is a—one percent of the overall
profit margin comes from the particular student consumer right
now. I think the push to get into the wallet is what creates the
dirty marketplace, as it were, that exists on the college campuses
for students.

Mr. JONES. And the student is charged the same percentages,
late fees, just like a person 30 years old or 40 years old? I mean,
there is no break for the student?

Ms. LiNDSTROM. No. I mean, again, we only have anecdotal infor-
mation. But we do know from our student constituency that stu-
dents do encounter worse terms and conditions than it seems like
their parents would, for instance.

So, a 9 percent teaser rate that you get, an interest rate for 6
months, that then jumps up to 29 percent. Or, you were late on a
payment, and then you—or something along those lines. We have
actually gotten reports, students reporting in, that they are paying
an interest rate of 38 or 39 percent. So, again, this is all anecdotal.
We don’t have any real information to back up that, but we have
a sense that the terms and conditions are particularly filled with
the “gotcha fees” in a way that is not necessarily the same case for
the broader consumer marketplace.

Mr. JONES. Thank you. Thank you, Madam Chairwoman.

Chairwoman MALONEY. Thank you. In the spirit of bipartisan-
ship, there will be two additional questions, one from Mr. Scott and
one by Mrs. Biggert.

And I am told we will be called for a vote shortly. So, Mr. Scott?

Mr. ScoTT. Yes. Thank you very much. Just very quickly—and
I appreciate the generosity of our chairwoman—because I think
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that you made a statement there that we treat these the same as
we would adults.

But that is not fair. The adult has a job. They have a house.
They have started in life, they are there. These are young people,
just starting out. There ought to be more of a nurturing and a car-
ing as you're starting them out on this journey.

I firmly believe we have to do something about turning over
these exclusive rights at these universities, who are getting billions
of dollars to make available these students. We have to do some-
thing about the enticements being used to attract the vulnerable
student. This is a business that is not just with a product. They
make their money—credit cards make their money on late fees,
penalty fees, interest rates, and compounding interest rates.

My question, just to give an example, is that even right now, why
could we not—would it be possible, would you support us making
sure that, even as we move forward, that we ensure that the full
amount of a payment is listed in the payment box, as opposed to,
say, the small minimum payment that is there? If we do that, I
think it would help encourage the student to pay off more of his
debt, or pay in full each month, if we show the full amount that
is there.

My point is, by only making minimum payments, let’s say, on a
$5,000 balance, that can lead a debt to a debt that would take, just
that small amount, 7 to 15 years to pay off. These just are small
things that I think we need to do. And I fall down on the side that
we need to do and go the extra mile for these students. They are
not the same as adults out here. And we need to do something
about the university.

But my point is, is that possible for us to do, just set one simple
thing so that we could cut down on the amount by putting the full
payment in there? Yes, sir?

Mr. NEISER. Mr. Scott, any time that Americans can be faced
with the brutal facts of what theyre spending, and the potential
consequences of not paying things off, is an educational and a
teachable moment. And the same thing has to happen on the sav-
ings and investment side. It’s disclosure, it’s what economists say
is—it’s the moment of truth. And we can’t have information in the
shadows to cause people to find, 10 year later, that they made a
mistake.

And again, as my testimony indicates, the Federal Reserve regu-
lations coming forth in 2009 to disclose more of what that hard,
brutal truth is to Americans is encouraging. But it needs moni-
toring.

Mr. Scort. Okay. So you agree with that?

Mr. NEISER. Yes.

Mr. ScorT. Good.

Mr. NEISER. In general concept.

Mr. Scort. Thank you. Now, the one other point that I wanted
to ask was that—what if we had a way in which the—am I okay?

Chairwoman MALONEY. Sure.

Mr. Scort. All right, thank you.

Chairwoman MALONEY. This is the last question.

Mr. ScotT. Last question. See, because we need to help the stu-
dents here.
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If we require a monitoring, if you don’t want to go with my plan
for the cosigner of the parent, because you have to have the par-
ents in here, they don’t know. Kids are up there, it’s free money.
I mean, we’re in a credit conscious world here.

But what if we put a requirement in that, on a certain periodic
basis, that there must be a monitoring by the parent or the guard-
ian, that the bill is not just sent to the student, but that there is
a requirement that the monthly bill goes to the parent, as well, be-
cause if the youngster does not fulfill his obligation, somebody has
to do it. And it’s normally—they’re going to go to the parent, any-
way. The quicker we can bring the parent or the guardian into this
situation to help in that might be helpful.

Mr. THURMAN. Sir, I would suggest that, in my opinion, I would
be opposed to that for a couple of reasons. The first would be
some—what I would think, just from a student perspective, some
obvious privacy concerns. Because although it is a young adult, it
is an adult past the age of 18, as Mr. Clayton has pointed out.

But, secondly, as Ms. Lindstrom has asked, if we do—in terms
of our conditions for allowing them to have credit cards, if we do
apply the same conditions to students as we do to, say, a 27-year-
old line worker at the Ford Motor plant, then what we will have
is we'll have a student who has a part-time job allowed to have a
credit card, not monitored by their parents, because they do have
a source of income to pay that.

A student who has no job does not get that credit card. And, as
we have talked about earlier with cosigning, there is then an op-
tion for that student to get that credit card. And if the parent is
cosigning, I would hope—or at least I know my father would de-
mand some type of status update as we went along.

Mr. Scott. Right, right.

Chairwoman MALONEY. The gentleman’s time has expired.

Mr. Scort. Thank you for your—

Chairwoman MALONEY. Mrs. Biggert?

Mrs. BIGGERT. Thank you, Madam Chairwoman. Mr. Thurman,
in your written testimony you say that these cards are not tailored
in any way to be financially beneficial for students.

For the large portion of students who really do use their cards
responsibly, isn’t there really, in fact, a tremendous benefit in the
form of establishing credit history, and then they have an interest-
free loan each and every month?

Mr. THURMAN. That is correct, Mrs. Biggert, that is true. They
have an interest-free loan each and every month, in terms of the
credit card in the first 6 months. Then you get the 15 to 19 percent
actual APR.

And what I meant when I said that it’s not targeted toward stu-
dents in any specific beneficial way is that there is nothing that a
student gains from signing up for a credit card that my father
doesn’t gain from signing up for a credit card, in terms of benefits.

Mrs. BIGGERT. Well, should there be any difference? And isn’t
it—with a credit card and a young person starting out with a card,
they’re going to have a really low limit?

Mr. THURMAN. Sure, they’re going to have a really low limit.

Mrs. BIGGERT. And does that really, you know, affect whether
they would need to have a parent or anybody? Because that really
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is risk-based pricing, isn’t it, because the—let’'s say—and as I re-
call, when my kids first started getting them, they were really low,
like $500 or something, and they realized that they don’t go very
far with that.

Mr. THURMAN. Yes.

Mrs. BIGGERT. And if they learn that lesson right then, then they
balance whether they’re going to have an overdraft or not.

Mr. THURMAN. That’s true. And if I may take that example, the
$500 limit, and then also use Mr. Clayton’s statistical analysis
that, of total student consumers of credit cards, only about 37 per-
cent are carrying an average they don’t pay off every month. And
on average, that balance is $452.

So, let’s just assume on the low end they have a 15 percent APR.
Now, I have to admit, I got a C in finite math for business, so you
might want to check the math, but if I start in the fall semester,
and I spend $452 on textbooks—and I am a full-time student, so
I don’t have a source of income—and I have a 15 percent APR, by
the time I finish that year in May, which is when I can go get my
summer job, that $452, which was under the $500 limit, has gone
up to $1,380. That is not including the over-the-limit fees and the
late payment fees that I might incur.

Mrs. BIGGERT. But you are assuming that you are only going to
make the minimum payment.

Mr. THURMAN. Actually, I am suggesting that I have no funds
with which to make the payment.

Mrs. BIGGERT. Then you shouldn’t have a card.

Mr. THURMAN. Very good point.

[Laughter]

Mrs. BIGGERT. But do you really think that it is—aren’t we mak-
ing it, then, harder for students to learn about it and obtain credit?
I mean—

Mr. THURMAN. I think if we take the position of quite simply say-
ing no credit cards for students, yes, definitely. Mr. Clayton has a
fantastic point. Students need credit cards, especially when our
Federal and State systems are failing them, in terms of paying for
higher education.

But what we have talked about here in our discussion is a much
broader scope of ideas: talking about cosigners; talking about mak-
ing sure certain information is made available to—

Mrs. BIGGERT. But still, it’s going to be the same thing, that if
a student has $452 that they put on their card the first month, and
then they don’t have the money to pay it back, it’s useless.

Mr. THURMAN. Exactly. and if they didn’t have the money to pay
it, that means they would have had to report a zero average in-
come, which, right now, gets me a credit card.

But if we're talking about actual same standards for students as
we have for people who work, for example, in a Ford Motor plant—
I'm sorry, I'm from Detroit originally, so I have to plug the name—
if we’re talking about the same standards, then that student
doesn’t get the credit card without the cosigner. If there is a co-
signer, then there is someone else involved who does have some
sort of income, otherwise the credit card wouldn’t have arrived in
that student’s mailbox.
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Mrs. BIGGERT. Well, I don’t think that their parents would cosign
it, if they knew that their child was not going to be able to pay it
off. I mean, you would assume that they’re sending money to some-
body who is in college, or they’re working part-time, and they’re
going to build some funds. Because a credit card is for a loan, it’s
not for just, you know, a piece of plastic that they can charge with.
I}lnd that’s part of the problem, is some of these kids never realize
that.

Mr. THURMAN. I would suggest two things, Mrs. Biggert: First,
that when we start talking about our students’ educations and fi-
nancing it, that I am very reluctant to make any assumptions, es-
pecially about family financing; and second, that a credit card is
not at all a loan. A loan is a loan, and a credit card is a high-inter-
est way to take care of, hopefully, temporary financial needs. But
that’s not how it’s being used, due to the circumstances sur-
rounding our higher education system.

Mrs. BIGGERT. Well, I think we have a little difference in the def-
inition of what a credit card is, because it is an unsecured loan.
Okay. I will yield back.

Chairwoman MALONEY. I thank the gentlelady for her questions,
and I thank all of my colleagues for their interest and their input.
And the panelists, we appreciate it.

The Chair notes that some members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 30 days
for members to submit written questions to these witnesses, and to
place their responses in the record.

The hearing is adjourned. Thank you.

[Whereupon, at 4:10 p.m., the hearing was adjourned.]
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FOR IMMEDIATE RELEASE: CONTACT: Meghan O’Shaughnessy
June 26, 2008 (202) 225-7944 (0)
(202) 225-3703 (c)

Prepared Remarks of Chairwoman Maloney for
Subcommittee Hearing on
Problem Credit Card Practices Affecting Students

WASHINGTON ~ Congresswoman Carolyn B. Maloney (D-NY), Chair of the Financial Institutions and
Consumer Credit Subcommittee, delivered the foliowing prepared opening remarks at today’s subcommittee
hearing, Problem Credit Card Practices Affecting Students:

“This hearing entitled ‘Problem Credit Card Practices Affecting Students” focuses on the issues that arise in the
context of credit card marketing to students, especially college students. I welcome the witnesses and thank
them for their testimony.

“This hearing is the outgrowth of response to our comprehensive credit card reform bill, The Credit
Cardholders’ Bill of Rights. At our Credit Card Roundtable Iast year, and in later discussions, it became clear
that many issuers, consumer advocates, and Members share a special concern with students’ use of credit cards.
As new entrants to credit, students seem particularly vulnerable.

“As some of you will recall, in the late 1990s, credit card marketing on campus became the subject of press
reports and controversy. At the request of Congresswoman Slaughter, Congressman John Duncan, and
Congressman Kanjorski, the GAO undertook a 2001 study of college students and credit cards. The GAO
concluded that while credit cards offered students many advantages, there were grounds for concern that college
students were more likely than other credit card users to end up with high debts.

“As the GAO report found, credit card issuers market intensively to college students. This is not surprising:
students represent new customers who live bunched together and are thus cost-effective to reach. Students want
and oftcn need credit, but may not realize all the consequences of applying for or getting a credit card.

“In some cases, schools facilitated the issuers’ efforts to market cards to students. In his 2000 book ‘Credit
Card Nation,” Professor Robert Manning of the University of Rochester documented arrangements between
universities and colleges and issuers under which the schools received money from the issuers for the right to
market credit cards on campus to the students. Manning found that these agreements resulted in payments to
the 300 largest universities of some $1 billion a year.

“About 18 states have since passed laws restricting or regulating on campus marketing by issuers, But the issue
is not resolved. This spring, New York Attorney General Andrew Cuomo announced that his office was
conducting a nationwide investigation into whether credit card marketers have offered payments or other
incentives to colleges in exchange for exclusive access to the institutions’ students.

“On-campus marketing to students often involves offering a reward for applying for a card. In a March 2008
survcy', USPIRG listed T-shirts, food, sports toys, caps, mugs, and soda as commonly offered ‘gifts.

! “The Campus Credit Card Trap: A Survey of College Students and Credit Card Marketing,” US PRIG, March 2008
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“Seven years after the GAO report, major issuers have introduced a number of important policy changes to
address the special problems of students and credit cards. For example, American Express says that their *Blue
for Students’ Card has more stringent limits on the size of credit lines than the normal Blue Card, and that they
do not actively market to students on campus or otherwise. Citi’s Platinum Select mtvU card was
acknowledged by Consumer Action for rewarding students based on responsible credit behavior and was a top
pick for best student credit cards as reported in Smartmoney.com in August 2006. Bank of America says it caps
students’ available credit at $2500, and does not raise students’ interest rates retroactively for any reason. I
applaud these and similar efforts, which represent best practices consistent with the Gold Standard principles for
voluntary action that resulted from the Credit Card Roundtable I convened last year.

“But the question is: Are voluntary efforts enough? Will the force of competition drive those who want to
move to best practices back to something less? And ultimately, what is the best way to ensure that students
become responsible users of credit?

“In fact, studies since the 2001 GAO report show that credit card debt held by students is rising. Using data
from the Federal Reserve’s Survey of Consumer Finance from 2004 and 1989, the non-partisan organization
Demos calcuziated that young adults between 18 and 24 have 22 percent higher credit card debt than their peers
had in 1989,

“Similarly, studies conducted by Nellie Mae show a significant rise in credit card usage among students. A
2005 report® done by Nellie Mae of students in college found that 76 percent of undergraduates had a credit
card, as opposed to 67 percent in 1998; that 43 percent have four or more cards, as opposed to 27 percent in
1998; and that the average balance on student credit cards was $2,169, up from $1,879 in 1998,

“Perhaps of most concern, students’ use of credit cards to pay for tuition is also going up, even though federal
student loans are generally available at lower rates and on more flexible repayment terms. In the 2001 GAO
study, about 12 percent of undergrads said they used credit cards to pay for tuition. The 2005 Nellie Mae credit
report study showed that figure doubling: 24 percent of undergrads used credit cards to pay tuition.

“These are the issues we will be looking at today. I look forward to the testimony.”

fiziii

% Generation Debt: Student Loans, Credit Cards, and their Consequences,” Winter 2007, Demos, at 3.
* “Undergraduate Students and Credit Cards in 2004 An Analysis of Usage Rates and Trends” (Nellic Mae, May 2005)
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OPENING REMARKS OF THE HONORABLE RUBEN HINOJOSA
HOUSE COMMITTEE ON FINANCIAL SERVICES
. SUBCOMMITTEE ON FINANCIAL INSTITUTIONS
“PROBLEM CREDIT CARD PRACTICES AFFECTING STUDENTS”
JUNE 26, 2008

Chairwoman Waters, Ranking Member Biggert, I want to thank you for holding this
extremely important hearing today on a subject that is very near and deat to my
heart....and that is ensuring that higher education is available and affordable to as many
students as possible. :

I strive to ensure that students obtain college loans at the lowest rates possible and
graduate with the least amount of debt possible from both student loans and especially
credit card debt, which carries a much higher interest rate than student loans.

Chairwoman Maloney, I waat to commend you and your staff for tackling such 4 difficult
issue and introducing H.R. 5422, the “Credit Cardholders’ Bill of Rights Act.” I am
proud to be both a cosponsor of that legislation and a cosigner of the letter to the Federal
Reserve, the Office of Thrift Supervision, and the National Credit Union Administration
in support of the proposed rule they have issned under the Federal Trade Commission Act
to ban unfair or deceptive credit card practices. If there is any other way I can help you
tackle this issue as the legislation moves forward, please do not hesitate to contact me.

As Chairman of the Subcommittee on Higher Education, I am very concerned that more
than 100,000 students each year do not enroll in higher education institutions because of
financial barriers. I am equally concerned about the amount of debt that students are
incmring while attending institutions of higher education. As Chairman of the
Subcommittee, I have been working diligently to make college more affordable. We are
tackling that issue as well as trying to ensure that students graduate with the least amount
of debt possible, including credit card debt.

Chairwoman Maloney, ] am interested in the relationship between institutions of higher
education and credit card companies. Many receive revenue from credit card deals. I am
curious as to the nature of the deals; how much the credit card companies make from
those deals; how they market the cards to the students; and whether the institutions
approach the credit card companies or vice versa. We need to find out how widespread
the practice is and whether it is national in scope.

As co-founder and co-chair of the Financial and Economic Literacy Caucus, I believe that
it is a detriment to our nation’s economic prosperity that so many Ametican consumers,
especially students, do not properly understand how to manage their money, credit and
debt. The goal of the Caucus Ranking Member Biggert and I co-founded and co-chair is
to improve the financial literacy rates of all individuals across the United States,
especially college students. I look forward to working with her on both this Committee
and the Committee on Education and Labor to address student credit card debt.
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At this point, I ask unanimous consent to submit for the record a report by U.S. PIRG,
entitled “The Campus Credit Card Trap.” I also ask unanimous consent to submit for the
record a press release from House Education and Labor Chairman Miller on the FTC’s
New Consumer Guide on Student Lenders” Deceptive Marketing Practices and a copy of
that guide entitled “FT'C Facts for Consumers: Student Loans: Avoiding Deceptive
Offers.” One of the guide’s recommendations is that students avoid promotions or
incentives like gift cards, credit cards, and sweepstakes prizes that would divert their
attention from assessing whether the key terms of the loan they are entering are
reasonable.

Chairwoman Maloney, I again want to thank you for holding this very important hearing

today and applaud you for your legislation and etter and your never ending
determination to bring an end to certain credit card practices.

I yield back the remainder of my time.
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Congressman Paul Hodes [NH-02] Statement to be submitted to the record on Students
and Credit Cards on June 25, 2008

Thank you Chairwoman Maloney for holding this important hearing on students and

credit cards.

Many students fall into a cycle of debt, making it impossible from them to break free
from payments to credit card companies over their lifetime. Often these students carry
this debt into adulthood making it difficult for them to save for a home, children and

retirement.

I applaud the work of New York’s Attorney General Andrew Cuomo and his nationwide
investigation into whether or not credit card companies offered payments or other

incentives to colleges in exchange for exclusive access to the institution’s students.

The GAO recently reported that student debt continues to rise. Marketing to students has
become more and more aggressive. Students receive offers in the mail in addition to on
campus. In return for signing up for a new credit card students often get gifts, including
t-shirts, hats or mugs. Iam curious about the thoughts of this distinguished panel on
Senator Menendez's bill, S. 2753. The bill prevents solicitation mailings to consumers
ages 18-20 unless they opt-in to credit card solicitation lists, and they can opt-out again

until their 21st birthday. 1 would like their comments in writing.

Thank you Chairwoman Maloney and ! look forward to the testimony of the panel.
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Péblne Statement of the
Honorable Maxine Waters, D-35" CA

Chairwoman, Subcommittee on Housing and Community

Opportunity

Financial Institutions Subcommittee Hearing on “Problem

Credit Card Practices Affecting Students”
Thursday, June 26, 2008
waRe 2 M
Room 2128 Rayburn House Office Building

I want to thank Chairwoman Maloney for holding this
hearing. 1 have long been concerned with the marketing
practices used by credit card companies to recruit college
students as customers, so I look forward to hearing from the
witnesses today.

The use of credit cards by college students is clearly on the

rise, with a 10% increase just in the six years between 1998 and

1
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2004—the most recent period studied closely by Nellie Mae. Of
equal interest are the facts that college students during this
period became much more likely to have four or more credit
cards—43 percent in 2004 versus 27 percent in 1998—and
maintained a higher average balance on their cards.

As a number of witnesses will testify today, this increased
use of credit cards by college.students is no accident—credit
card companies have intentionally focused on this group because
they represent one of the few segments of the market that hasn’t
already been saturated by credit cards. Students are also easy to
access given that they tend to live close together. Unfortunately,
college students are also especially vulnerable to falling into
credit and debt traps. Many have little or no experience with
credit before coming to college. At‘ the same time, many are
facing crushing student loan debté, and so are less able to

withstand additional consumer debt.
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Moreover, at college, they are often living alone for the
first time, without the support network of family to help evaluate
financial transactions such as credit card offers. Meanwhile,
one has to wonder how much the universities—whom we might
expect to act in loco parentis at least to some extent—are going
to step in when they receive substantial payments from credit
card companies to market on campus. These payments exceed
$1 billion per year for the nation’s 300 largest universities.

For this reason, some of the marketing tactics described in
the testimony I have reviewed are especially troubling. The use
of various “gifts” — like food, t-shirts, mugs, or caps—to entice
students to sign up for cards, without substantial efforts to
educate them about both the benefits and pitfalls of credit,
strikes me as problematic. And the intent of credit card
companies has to be closely scrutinized given that a 2008 Public

Interest Research Group survey reveals that many engage in
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devious strategies to evade on campus marketing bans, such as
delegating marketing to a vendor or co-opting a student
organization. Mr. Thurman’s saga of the Subway and Jimmy
Johns sandwiches near the University of Illinois, Chicago
campus, which I am sure we will hear more about today, is
simply an especially ludicrous example of such strategies.

In sum, I think serious consideration must be given to
greater state and federal regulation of these marketing efforts,
and I look forward to hearing from the State of New York
regarding their efforts. Again, this is an important issue and I
thank the Chairwoman for her continued efforts to shine a

spotlight on various aspects of the credit card industry.
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Testimony of Kenneth J. Clayton
On Behalf of the American Bankers Association
Before the
Subcommittee on Financial Institutions and Consumer Credit
Committee on Financial Setvices
United States House of Representatives

June 26, 2008

Chairwoman Maloney and members of the Subcommittee, my name is Kenneth J. Clayton,
senior vice president and general counsel of the American Bankers Association (ABA) Card Policy
Coungil, the group within the ABA that deals with card issues. ABA works to enhance the
competitiveness of the nation's banking industry and strengthen America’s economy and
communities. Its members — the majority of which are banks with less than $125 million in assets —
represent over 95 percent of the industry’s $13.3 trillion in assets and employ over 2 million men

and women.

We appreciate, Madame Chairwoman, the opportunity to appear today to discuss college
students’ rights as adults to obtain and use credit cards. We certainly acknowledge at the outset that
not all students will manage debt in a responsible way, just as not all adults in general will manage
debt without experiencing problems. Dealing with debt probiems at any age can be very stressful
and our card companies do their best to deal with each individual situation quickly to help resolve
the problem. However, anecdotes of student problems in the card area fail to paint the real picture
that students, as a broader group, are in fact managing their credit obligations well. Tmportantly, we
fear that policy decisions made on the basis of anecdotes will end wp hurting the vast majority of
young adults who have shown they are capable of managing their finances responsibly. As such,

they will be denied the full benefits of a vety valuable payment and ctedit instrument.

Tt is also important to note that despite their relative inexperience, college-age individuals
are adults. They have the right to contract, wotk, marry, serve in the armed farces, and vote. They

have the right — and responsibility — to exercise independent judgment in these aress, aided by the

AMERICAN BANKERS ASSOCIATION 2
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educational tools that we in society can provide. We hope policymakers will be mindful to not
create attificial bartiers to the exetcise of these independent choices, recognizing that in creating
such batriers, you may be limiting the significant benefits that credit products have to offer for the

vast majority of young adults.
In my statement today, I would like to focus on four major themes:
» Credit cards provide an invaluable service to students;
» Students have shown they use credit responsibly;

> Barriers to access will impose hardships on the vast majority of students who have

demonstrated they can manage credit card use responsibly; and

> Financial education for young adults is critical to financial success.

I. Credit Cards Provide an Invaluable Service to Students

Credit cards have become an integral, convenient and important part of student life. They
are an instant means of payment for purchases; they are safer than cash, accepted more places than
checks, and can be used almost anywhere, They provide  flexible and convenient way for students
to buy books and other essentals, as well as purchase airline tickets or tent cars. The Government
Accountability Office (GAQ) in the most recent, comptehensive government study undertaken on
student card use found that some 77 percent of students used their cards for routine personal
expenses, 57 percent for books and supplies, and 12 percent to pay tuition and fees (though over
half of the last category paid their charges in full right away).' Clearly, cards have become an

invaluable tool for students’ everyday needs.

Moreover, credit cards provide a particularly important safety net for emetgencies. In that
same GAQ study, researchers found that 67 percent of students reported that they used their credit
cards for oceasional and emergency expenses, illustrating the importance of having access to such

cards for unexpected circumstances. “Credit cards provided convenience and security and were

College S tudents and Credit Cards. U1.S. Government Accountability Office, June 2001, (GAO-01-773)
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especially useful in emergencies, allowing students to pay for unplanned medical expenses or

purchase airplane tickets home.”

For many consumers, and particulagly for students, credit cards are also the point of entry
into the wotld of credit. Credit card use establishes credit histories, which help people to obtain
jobs, rent and buy homes, or purchase cars and other big-ticket items. In fact, according to a 2008
study by Student Monitor, 53 percent of college students of who obtained a credit card did so to
establish a credit history.” Credit histories permit individuals to demonstrate their creditworthiness,
and therefore have dramatically expanded access to credit to all members of society in the most

efficient, non-disctiminatory way possible.

Banks recognize that applying for a credit card may be a college student’s first independent
experience with the bank and want it to be the start of a positive, life-long customer relationship. As
such, banks have a vested interest in responsible underwriting, so as to ensure ongoing customer
satisfaction. They establish low credit limits and lower fees, they constantly monitor student
accounts, and have insdtuted significant financial literacy programs. Students also receive a wide
tange of disclosures on the terms of agreement both in the account-opening procedures and on an
ongoing basis. All of these efforts are focused on creating a successful relationship with young

adults new to this financial tool.

Banks are also cautious about marketing efforts, generally focusing on depository accounts
rather than credit accounts. In fact, checking accounts are typically the lead product for marketing
efforts to students, and credit cards are offered as a supplement to this. As a result, the vast
majority of credit cards obtained by students come from students visiting the bank branch to begin a
broader account relationship. Recent information from one member bank suggests 65 percent of
student credit card accounts were opened through banking centets, allowing for important education
on financial literacy as a part of interaction with bank staff. The remaining card accounts are opened
by students over the Internet, in tesponse to direct mail solicitations, or through telemarketing
iniriatives. A Student Monitor survey indicated that only 2 percent of students obtained their cards
by filling out an application at a display on campus.” This reflects the reality that student card

accounts are opened through various distribution channels, many of which are not targeted to

Ibid. p. 3
Armyal Financial Serviees Shudy. Student Monitor, 2008,
Ihid.
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students at all but members of the general population that shate 2 common characteristc, (e.g.,
those that open checking accounts or other accounts within the institution). This is not to say that
various institutions are not interested in the student matket, just that criticism directed at specific

marketing techniques tends to overstate the teal world experience.

IL. Students Have Shown They Use Credit Responsibly

It is perhaps because of banks’ focus on a lasting relationship that students have shown that
they can use credit more tesponsibly than the general population. Recent studies have found that
student accounts generally have lower balances and lower credit limits, and that students use them
less than the general population. And although seventy percent of undergraduates and post-

graduates have outstanding debt, the bulk of this debt is from student loans.
Consider the following statistics™:
» 41 percent of college students have a credit card.®

» Of the students with cards, about 65 percent pay their bills in full every month, which is
higher than the general adult population.

» Among the 35 percent that do not pay their balances in full every month, the average
balance is $452. This is down 19 percent from 2007. Moteover, this balance is
approximately one-third the size of the average balance for active non-student young adult

accounts and one-fourth the size of active accounts for older adults.”

» 74 percent of monthly college spending is with cash and debit cards. Only 7 percent is with

credit cards.

Certainly, there are examples of students who took on more debt than they were ultimately
able to manage. But in the vast majority of cases, students are acting responsibly and meeting their
obligations. This fact is borne out when examining portfolios of student credit card accounts at
banks. These postfolios are considered low-risk, and their performance is better than the general

population.

° hid.

Previous numbers have been higher. New lower numbers likely reflect the increased use of debit cards and stored value cards.
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III. Barriers to Access will Impose Hardships on the Vast Majority of Students

Who Have Demonstrated They can Manage Credit Card Use Responsibly

As previously noted, credit cards provide a flexible and convenient way to manage student
spending. Students buy books and other student essentials, purchase airline tickets, rent cars and
pay for medical and other emergencies with their credit cards. Thus, credit cards represent an
important tool for managing both day-to-day needs and unexpected events, Restricting access to
this form of credit would result in great financial hardship for most college students and their

families.

Notwithstanding that fact, Congress and several state legislatures have introduced legislation
that would have the effect of limiting or preventing categories of college students from obtaining a
credit card. Some proposals have taken the form of arbitrary limits on available credit. Others have
limited the amount of credit available on a single card, or would limit the amount of cards a student
may have. Still others would impose liability on lenders who, with the benefit of hindsight, did not
make correct judgments regarding the creditworthiness of a student borrower. Such barriers to
credit access can create real hardships for students, the vast majority of which have demonstrated

their ability to manage their credit cards responsibly.

It is also important to remember that “college students” are hardly a homogenous group. A
popular misconception is that the typical college student lives on campus and attends a four-year
institution. The fact is that only 16 percent of students are full-time undergraduates residing
on campus — fewer than three million of the more than 17 million st;.ldents enrolled today.®
Today’s students don’t fit the traditional mold: 40 percent study part-time, 40 percent attend two-
year institutions, 40 percent are older than 25, and 58 percent are older than 22.° While going to
school, these “non-traditional” adult college students often work full or patt time and many have

families. Thus, efforts to regulate access to credit may impose different hardships on different

’ Batron, John (Purdue University)and Staten, Michael (Georgetosen University), Usage of Creds# Cards Received Through College Student-

Markzting Programs, NASFAA Journal of Student Financial Aid, 2004.

Stokes, Peter J., Hiddeot in Plain Sight Adult .eamners Forge a New Tradition in Fligher Education, Issue paper for the Secretary of
Education’s Commission on the Future of Higher Education. 2005.

ibid.
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categories of “students” based on their life situations, and will clearly result in consequences

unanticipated to policymakers.

These examples show the difficulty in imposing artificial restraints on the dissemination of
credit to a particular category of adult borrower. They also reflect a failure to acknowledge that the

vast majority of adult students handle their credit responsibly, making such restrictions unnecessary.

IV. Financial Education for Young Adults is Critical to Financial Success

As has often been noted, the key to responsible card use lies in improvements in financial
literacy. Financial education is the key that allows students of all types to unlock their financial
future and use many financial tools wisely  credit being just one of these tools. Undetstanding
financial matters is a critical part of success in life, and this work begins in the home and in eatly

school experiences.

Most banks that issue credit cards are engaged in a wide variety of financial literacy and
school education efforts, often in partnership with consumer groups, and many of these programs
include training for young people using credit for the first time. The U.S. Department of the
Treasury is also actively engaged in a nationwide, coordinated effort on financial literacy through the
National Literacy and Education Commission. That Commission, created by Congress in 2003 as
part of the “Financial Literacy and Education Improvement Act” (Title V of the Fair and Accurate
Credit Transactions Act of 2003 [FACT Act]), among other things, encourages government and
private sector efforts to promote financial literacy as well as develop a national strategy on the
subject. Significant Congressional efforts to promote financial literacy have also been undertaken,
the most recent example involving the efforts by the Financial and Economic Literacy Caucus, co-
chaired by Representatives Ruben Hinojosa (D-TX) and Subcommittee Ranking Member Judy
Biggert (R-IL). In addition, the ABA has also been involved in various financial literacy efforts
through our ABA Education Foundation, which sponsors the annual “Get Smart About Credit
Day” in October to educate young adults about the proper use of credit. ABA has catalogued many
of the efforts of our member institutions to provide financial education to consumers. Go to
http:/ /erww.aba.com /abaef/gsac.htm for more information. We have also included various
learning tools on the site itself in multiple languages, as well as links to related sites with useful

information.
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The answer then is to train students — and all adults ~ in the responsible management of
credit and, indeed, the wise use of all financial tools. Banks, schools, and policy-makers have been
working to accomplish this goal, while at the same time enabling adults to access the products they
need in order to carry out daily activities, manage surprise expenses, and establish a credit history
that will allow them to purchase an automobile or a home when they graduate. Credit cards are one
product that enables students to do this, even though the amount of debt students carty on cards is
small compared to their total debt load. Restricting access to this form of credit would result in

great financial hardship for most card-holding college students and their families.
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Thank you Congresswoman Maloney and the members of the Subcommittee for inviting
me to testify this afternoon concerning credit card marketing to college students. I commend

Congresswoman Maloney’s tremendous work on behalf of consumers in this area.

L. College Students and Credit Card Debt

Last year, the New York State Attorney General’s Office began an investigation of
conflicts of interest and deceptive practices in the student loan industry. The investigation
revealed that many lenders paid colleges and universities in return for placement on the schools’
lists of recommended lenders, and that some lenders provided gifts, payments, or perks to
financial aid officers in order to secure placement on recommended lender lists. Our Office
developed a Code of Conduct for lenders and colleges that addressed these conflicts of interest
and deceptive practices. The largest lenders in the country, as well as many colleges and
universities, committed to this Code of Conduct, and the Code served as the model for new state
and federal legislation.

During our investigation of the student loan industry, we learned that the average debt of
college graduates has grown dramatically in the past ten years. One study by a student loan

company found that average student loan debt has grown 66% in the last decade.'

The average
college student now graduates with $21,000 in debt, and many students graduate with much
higher debt loads.? This student loan debt is, in many cases, compounded by high interest eredit

card debt.

! Nellie Mae, College on Credit: How Borrowers Perceive Their Education Debt, 4 (Feb. 2003), available online at
http://www.nelliemae.com/pdf/nasls_2002.pdf (last visited June 23, 2008).
% Project on Student Debt, Student Debt and the Class of 2006, & (Sep. 2007), available online at
http://projectonstudentdebt.org/files/pub/State_by_State_report FINAL.pdf (last visited June 23, 2008).
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Undergraduate students now graduate with an average of more than $2,000 in credit card
debt. Students with student loan debt carry a higher-than-average amount of credit card debt --
on average, $2,785.3 A significant number of students graduate with debt in excess of these
averages -- one study found that 23% of students graduate with credit card balances over
$3,000. Furthermore, 24% of students responding to one survey reported using credit cards to
pay for part of their college tuition.’

A. Consequences of Student Credit Card Debt

The image of a graduating college senior striding off the stage at commencement with a
degree in his hand is an image of hope and possibility: the new graduate is about to embark on
his adult life, finding his first full-time job, setting up his first household, and perhaps buying his
first car. But for many young graduates, this time of “firsts” is not a fresh start. Instcad of
starting adult life with a blank slate, many college graduates are beginning their adult life with a
heavy burden of debt and an already marred credit history.

Most students now graduate with significant student loan debt. When high interest credit
card debt is added to that student loan debt, the combined debt load can be crippling for young
adults who are just joining the work-force.

Heavy credit card debt has serious short-term and long-term consequences for college
students. In the short-term, studies report that credit card debt and repayment problems affect
students’ academic lives, leading to slower progress toward achieving degrees and to lower
grade point averages. According to one survey, more than 30% of students reported that credit

card debt affected their ability to concentrate on their coursework, and more than 30% reported

*U.S. PIRG Education Fund, The Campus Credit Card Trap: A survey of College Students and Credit Card
Marketing, 6 (Mar. 2008), available online at
hitp://'www.uspirg.org/uploads/ym/ir/ymirZbG5OLxHZNPUxQENdA/correctedthecampuscreditcardtrapmar08all.
pdf (last visited June 23, 2008).

* Nellie Mae, Undergraduate Students and Credit Cards in 2004: An Analysis of Usage Rates and Trends, 8 (May
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that credit card debt led to decisions to reduce their course load and obtain a job in ordcr to make
credit card payments.® Another study found that a significant percentage of students with credit
card debt reported that they neglected academic work as a result of incurring credit card debt or
that they dropped out of school, considered dropping out of school, or reduced their course load
due to the financial pressures attendant to heavy credit card debt.”

Oppressive credit card debt can also lead to scrious repayment problems for college
students. When students fall behind on payments, they incur fees and penalties that compound
their existing debt and lead to ever-increasing debt levels. In addition, repayment problems lead
to damage to students’ credit history that has serious and far-reaching ramifications. Renting an
apartment may become more difficult for students with damaged credit, since landlords will
consider a student=s credit history and may reject or charge higher security deposits to students
with damaged credit. Automobile insurance companics, mortgage lenders, and utility companies
also consider a student=s credit history and may reject or charge higher rates or premiums to
students and graduates with poor credit. In addition, a poor credit history can jeopardize
students’ employment prospects, since many employers routinely consider credit reports during
the hiring process.

Heavy debt loads may also constrict college graduates= choice of career, discouraging
students from choosing public sector and non-profit paths. High levels of credit card debt can
also hamper graduates= efforts to become self-sufficient and impede progress towards

milestones such as purchasing a car or home.

2005), available online at http://www.nelliemae.com/pdf/ccstudy_2005.pdf (last visited June 23, 2008).

® Nellie Mae, Undergraduate Students and Credit Cards, supra note 4, at 6.

¢ David L. Tan, Ctr. for Student A{fairs Research, Univ. of Okla., Oklahoma College Student Credit Card Study, 25
(Oct. 2003), available online at http://www.ou.edweducation/csar/credit_card/credit_card_report.pdf (last visited
June 23, 2008).
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B. College Students are Attractive Targets for Credit Card Companies

College students, unlike working adults, do not typically have significant income or
assets. However, credit card issuers aggressively market credit cards to college students and
regularly extend credit to college students. In addition, credit card companies frequently offer
students periodic, automatic credit limit increases that are not tied to increases in students’
income or assets.

Despite their typical lack of significant income or assets, college students are an
attractive target for banks and credit card issuers for several reasons. First, college students
represent one of the only unsaturated markets for credit card issuers. Students entering college
are the only adult group in the United States in which the majority does not already have a credit
card. One study found that 55% of college students get their first credit card in their freshman
year of college.® Banks and credit card issuers who successfully market to college students
establish an early relationship with students that may last for ycars. Indeed, one study reports
that consumers keep their first credit card for an average of fifteen years.’ k

College students, being less financially savvy than the average consumer, are far less
likely to understand the terms of the cards they are offered. Several studies have found that
many college students are unaware of the typical fees, including finance charges and over-limit
fees, associated with credit cards. One survey, conducted in 2003 at the Ohio State University,
concluded that the majority of college freshmen surveyed: (a) did not understand their financial
responsibilities for credit card debt, and (b) did not understand that repayment problems would

lead to impaired credit histories.!” Students’ financial literacy is significantly deficient in

'Id.

8 Creola Johnson, Maxed Out College Students: A Call to Limit Credit Card Solicitations on College Campuses, 8
N.YU. J. Legis. & Pub. Poly=y 191, 220 (2004),

* Johnson, supra note 7, at 200.

1 See Johnson, supra note 7, at 227-30.
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comparison to the gencral population of adult consumers.'! For example, the Ohio State survey
found that only approximately 40% of OSU freshmen knew that missed or late payments would
negatively affect their credit history, as compared to 87% of adult participants in a General
Accounting Office survey.l2

Students= lack of financial literacy makes them more likely to complete credit card
applications without considering the consequences of credit card debt and more susceptible to
choosing cards with less compctitive rates and terms. In addition, students’ financial
inexperience, together with their lack of regular income, leads student to incur late fces and over-
limit fees. Students are more likely than other segments of the population to be delinquent in

payments,” leading to fees and penalties. Such fees result in significant profits for card issuers.

1L Credit Card Marketing te College Students

A. Direct Mail, Email Solicitation, and Telemarketing

College students, especially first-year students, are inundated with credit card offers.
Direct mail solicitations are the most popular way for college students to obtain credit cards.™
One study reports that college freshmen rcceive an average of eight credit card offers during
their first week of college alone.'® Another study reports that college students receive an
average of ncarly five mailed solicitations per month.'® A significant number of students report
receiving multiple telephone solicitations per month from credit card companies. !’

Banks and other credit card issuers sometimes purchasc lists of students= contact

information directly from colleges and universities. In other cases, banks and credit card issuers

' Id. at 229-30.

2 1d, at 227-28.

1 Johnson, supra note 7, at 224.

' General Accounting Office Report, Consumer Finance: College Students and Credit Cards, June 2001, at 19.
' Johnson, supra note 7, at 193.
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obtain students’ contact information from colleges and universities by entering into agreements
with college and university alumni associations that provide the companies with access to
current students’ information. In some cases, colleges or universitics agree to provide
continuously updated lists of students= contact information as a term of an exclusive marketing
agreement between a credit card issuer and the college or university. These marketing
agreements are discusscd in greater detail below.

B. Aggressive On-Campus Marketing

Many colleges and universities permit credit card issucrs to market to students on
campus. Some studies indicate that between 15% and 24% of students with credit cards obtained
their credit cards from on-campus representatives or displays.'® Credit card marketers set up
tables in high-traffic spots on campus, such as cafeterias, student unions, bookstores, and other
campus buildings. Credit card marketers also set up tables at campus events including freshmen
orientation, activity fairs, athletic events, and graduation fairs. Credit card companies pay
marketers according to the number of completed applications from students.’ Some colleges
and universities have placed restrictions on campus credit card marketing in response to
instances of overly aggressive credit card marketing practices.”® These restrictions include
limitations on the times and locations of credit card marketing on campus. Other schools require
on-campus credit card marketers to hand out credit education information along with credit card
applications, or to register with the school prior to marketing on campus.21

Some colleges and universities provide exclusive on-campus marketing rights to

particular banks or credit card issuers in return for payments to the college or university. In

0.8, PIRG, supra note 3, at 4.

17 Id

¥ GAO Report, supra note 14, at 19.
' GAO Report, supra note 14, at 27.
20 d
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some cases, a college or university sells exclusive marketing rights to a bank or credit card issuer
to an entire campus building, such as the student union. In those cases, the bank or credit card
issuer has exclusive rights to market credit cards in the school=s student union or other campus
building. In other cases, colleges and universities sell banks or credit card issuers the exclusive
right to telemarket or use other means of promoting credit cards to current students.

C. Offering “Free Gifts” in Return for Credit Card Applications

On-campus marketing to college students deliberately employs marketing methods that
influence financially unsavvy students with little or no credit experience, such as providing free
gifts including tee-shirts, sweatshirts, caps, frisbees, calculators, or food, usually in return for
filling out a credit card application on the spot. One credit card company offered college
students free rides across campus in Abicycle-taxis@ in return for watching a DVD pitching the
company=s credit cards. Most on-campus marketers requirc students to turn in an application on
the spot in order to obtain the give-away. Some on-campus marketers encourage students to fill
out applications even when students indicate that they are not interested in a credit card, telling
students that they can simply cut up the card after they get their free gift.

Credit card companies’ offers of free gifts distract financially unsophisticated students
from considering the terms of the credit cards offered and the risks and costs of incurring credit
card debt. The majority of college students sign up for credit cards with on-campus solicitors
simply because they want the free gifts.”> Furthermore, this type of on-campus marketing targets
the least financially savvy students. Freshmen are more likely than upperclassmen to be
motivated to fill out a credit card application by a free gift offer. Furthermore, several studies
have found that students who obtained eredit cards as a result of on-campus solicitation are more

likely to have repayment problems, carry higher unpaid balances, have higher debt-to-income

P Id at28.
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ratios, and/or have more credit cards than students who did not obtain their cards from on-
campus vendors.” In addition, studies have shown that many students who are approached by
credit card marketers on-campus mistakenly believe that their school supports the credit cards in
some way or that the school screens credit card companies that solicit on campus.24

D. Using Students to Market Credit Cards to Peers On Campus

Credit card companies frequently use college students to market credit cards to their
peers on campus. Credit card companies often reach out to fraternities, sororities, and other
student groups and pay student marketers based on the number of applications that the students
collect from their peers. This marketing method relies on peer pressure and leads to credit card
marketing in dormitories, dining halls, fraternity houses, and other student spaces where there is
little or no oversight of the marketing practices employed.

E. Exclusive Marketing Agreements with Colleges and Universities

Hundreds of colleges and universities across the country have entered into confidential,
exclusive agreements with credit card issuers under which the credit card issuer is given
exclusive rights to market its eredit card to students at that college or university. These contracts
can be extremely lucrative, leading to payments of millions of dollars at some colleges and
universities. Several of the nation=s largest public universities, as well as a number of
prominent private colleges and universitics, have entered into such agreements. In some cases,
credit card eompanies enter into exclusive marketing agreements with college and university
alumni associations that include exclusive rights to market eredit cards to current students as

well as alumni. In addition, some college and university athletic departments have entered into

2 See U.S. PIRG, supra note 3, at 3; Johnson, supra note 7, at 220.

2 Johnson, supra note 7, at 224,

2* Johnson, supra note 7, at 224-25; Jill M. Norvilitis and Phillip Santa Maria, Credir Card Debt on College
Campuses: Causes, Consequences, and Solutions, College Student Journal, Volume 36, Sept. 2002.
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agreements with credit card companies that grant credit card companies rights to market at sports
events and, in some cases, to market cards bearing the sports= team name and/or logo.

In many cases, exclusive marketing agreements between schools and credit card issuers
include a requirement that the college or university provide continuousty updated student
information to the credit card company for usc in credit card marketing, including students=
dormitory telephone numbers and addresses, permanent addresses, email addresses, or other
information. The agreements also may include terms whercby the college or university agrees to
promote the bank or credit card issuer=s credit cards to its students in the college or university=s
own mailings to students, to permit the bank or credit card company to send direct mail and/or to
telemarket to students, and to permit the bank or credit card issuer access to campus and/or
athletic events for marketing.

Under many exclusive agreements, the college or university also grants the credit card
issuer a license to use the college or university=s name and logo in connection with the
marketing of credit cards. The cards may be marketed as AThe X University Card,@ and are
often branded with the college=s or university=s name, colors, and logo. These Aco-brandede
or Raffinity@ cards foster the generally false impression that the college or university evaluated
the terms of the cards offered and determined that the co-branded credit cards offer the best, or
among the best, rates and terms for the college or university=s students.

The Attorney General=s investigation of the student loan industry revealed that students
and families rely heavily on recommendations from their colleges when they choose borrowing
options. We found that the vast majority of students sclect a student loan provider based on their
school=s financial aid office=s recommendations. Students trust their schools and believe that
their schools recommend particular lenders based on an evaluation of the lender. Similarly,
students trust their schools= recommendations concerning credit cards and believe that the

10
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student credit cards that bear their college=s or university=s name and logo have been vetted by
their college or university and that the cards offer the best rates and terms. However, colleges or
universities are entering into exclusive marketing agrecments without evaluating the rates and
terms of the credit cards marketed to students pursuant to the agrecments. In many cases,
colleges or universities enter into marketing agreements based on the payments to the college or
university, not because the cards offered the best, or among the best, terms for students.
Furthermore, these co-branded cards may incorporate troubling terms such as provisions that
interest rates can be increased at any time and for any reason, universal default, or high late or
over-limit fees.

Colleges and universities are often paid significant sums, sometimes millions per year,
under these “co-branding” or “affinity card” agreements. In some cases, schools receive a set
dollar amount for each student applicant as well as additional payments based on credit card
usage.

Exclusive marketing agreements between colleges and universities and credit card issuers
are not, in and of themselves, detrimental to college students. In fact, exclusive marketing
agrecments between schools and credit card issuers that limit marketing of credit cards to a
particular credit card issuer may benefit students at that school, as long as the credit cards
marketed pursuant to that agreement offer competitive rates and fair terms. In fact, there is an
opportunity here for schools to play an important “gate keeper” role: if colleges and universities
cvaluate the interest rates and other terms of the cards offered and choose cards that offer the
best or among the best rates and that do not incorporate problematic contractual terms and
conditions, students could actually get safer credit cards through their school affinity credit card

programs than through other marketing channels.

11
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III.  Curbing Aggressive Marketing to College Students

The New York Attomey General=s Office is currently investigating credit card
companies’ aggressive marketing practices with respect to college students and the relationships
between colleges and universities and credit card companies. The Office is currently working to
develop a Credit Card Marketing Code of Conduct for colleges and universities that will resolve
certain conflicted practices that we uncovered and will provide best practices related to exclusive
credit card marketing agreements between schools and credit card companies and other on-
campus credit card marketing.

Federal legislation could have a significant positive effect in this arca by requiring
colleges and universities to place restrictions on credit card marketing on campus, such as
limiting credit card marketing to appropriate times and locations (e.g., prohibiting credit card
marketing in dormitories or classrooms) and prohibiting the practice of offering free gifts in
connection with credit card marketing to college students. Federal legislation could also require
colleges and universities to provide students with the opportunity to opt out of having their
contact information shared with credit card companics for marketing purposes. In addition,
federal legislation could require colleges and universities to provide cffective consumer
education courses to students concerning the costs and risks of credit card debt. Finally, federal
legistation could address the problems related to exclusive marketing agreements between credit
card issuers and colleges and universitics by requiring colleges and universities who enter into
such agreements to adhere to standards such as those that will be set out in our office’s Credit

Card Marketing Code of Conduct.
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Chair Maloney, ranking member Biggert, members of the committee:

Thank you for the opportunity to offer U.S. PIRG’s and the Student PIRG’s views on college
students and credit cards. We commend you for having this timely hearing. I am Chris Lindstrom,
Higher Education Project Director at U.S. PIRG and the affiliated Student PIRGs. As you know,
U.S. PIRG serves as the federation of and national lobbying office for statc Public Interest
Research Groups. PIRGs arc non-profit, non-partisan public intcrest advocacy organizations with
offices around the country. We take on powerful interests on behalf of our members and other
consumers. The Student PIRGs work on college campuses to promote the public interest agenda in
combination with a robust civic training program for students.

(1) SUMMARY:

As you know, Madame Chair, U.S. PIRG supports your bill HR 5244, the Credit Cardholders Bill
of Rights, as a good, measured first step and strong step forward to reforming the credit card
industry.

We also support amendments to the legislation to protect student consumers from unfair credit
card marketing and excessive credit card debt, since our research has documented that students are
targeted, indeed, bombarded by credit card company solicitations, in the mail, on the phone and
while they are walking across campus.

Further, our Higher Education Project has documented that excessive, high-cost credit card debt
has exacerbated the crisis students already face from the rising costs of education. Our project has
focused on several areas where education costs arc skyrocketing. As states have cut college
budgets, students are increasing burdened with educational debt. In addition, textbook costs as
well as other ancillary costs continue to increase, causing students to become reliant on their
newly acquired lines of credit to offset those costs.

It is our view that students, like other adults, should receive the credit that they qualify for, and not
be granted special “automatic qualification” for a credit card solely because of their student status.
We also believe that colleges and universities should adopt principles on the marketing of eredit
cards on campus. These include the following, among others: Only cards with fair terms should be
marketed on campus; On-campus “tabling” days should be limited; Credit card companies should
be prohibiting from offering free gifts in return for students filling out credit card applications;
schools should not enter into agreements where student names are shared or sold, directly or
indirectly, with credit card companies; student groups and universities should not receive
compensation from credit card companies for marketing to students.

In this testimony, we also elaborate on the findings of our recent report, the Campus Credit Trap,
based on a survey of over 1,500 students nationwide between October 2007 and January 2008, The
2008 PIRG study of campus credit card marketing found that students support a variety of reforms:
We asked students their views on whether colleges and universities should regulate the practices of
credit card companics on campus. The results show that students overwhelmingly support stricter
regulation of campus credit card marketing. Four out of five (80%) students supported adoption of
strong campus credit card marketing principles. Only 1 in 5 students replied yes to the proposition that
students could handle credit card marketing without regulation. Some of these also supported some of
the reform principles anyway. Of those who supported one or more strong principles, nearly three-in-
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four students (74%) asserted that only cards with fair terms and conditions should be marketed on
campus. Students also overwhelmingly (67%) opposed the sale or sharing of student lists (which can
include home and dorm addresscs, email addresses and land linc and cell phone numbers) with credit
card companies.

(2) WHY COLLEGE STUDENTS ARE CRITICAL TO THE INDUSTRY’S
PROFITABILITY STRATEGY

Credit card lending is consistently the most profitable form of lending, according to the Fedcral
Reserve’s most recent report to Congress in 2007:

Although profitability for the large credit card banks has risen and fallen over the years,
credit card earnings have been consistently higher than retums on all commercial bank
activities. For example, for all commercial banks, the average return on all assets, before
taxes and extraordinary items, was 2.01 percent in 2006, well below the returns on credit
card activities in that year.'

In recent years, those profits have been augmented by rapid increases in fee income.

Yet, there is tremendous pressure from headquarters for their credit card divisions to increasc
profitability even higher. The companies can do this in three main ways.

First, the companies can squeeze existing customers with punitive interest rates and unfair fees
and tricks and traps designed to increasc spending. In response to some of the worst excesses of
the industry, the Federal Reserve Board and two other regulators with authority to enforce the
Federal Trade Commission Act have proposed new regulations similar to provisions in your bill,
HR 5244, that ban the industry’s worst practices, such as imposing retroactive interest rate
increascs after a consumer is onc day late or has paid an unrelated bill late (universal dcfault) as
unfair and deceptive. For regulators, these are astonishing proposals that go well beyond previous
modest disclosure requirements and confirm that the industry’s practices are out-of-control.” The
industry also uses a variety of “rewards,” “skip-a-month” plans and distribution of “convenience
checks” (that act as cash advances) as ways to increase spending on existing cards.

Second, the industry aggressively seeks to get customers of other credit companies to switch to
their cards, with zero-percent balance transfer offers and other teaser rates. “An industry source
indicates that in 2004, 71 percent of US households received an average of 5.7 offers per month,
or 58 offers/ycar.” During 2004, US households received an estimated 5.23 billion credit card
offers, up 22% compared to 2003 and exceeding the previous record of 5.01 billion offers set in
2001.*” While some recent reports indicate thesc offers may be down due to the economic shump,
it is likely that this is temporary and banks will restructure the offers and start making them again.
Remember that offers are made both to people with positive eredit attributes and to people with
negative attributes. The offers are simply different.

Finally, the industry seeks completely new customers. In addition to immigrant populations that
have traditionally not used credit cards, eollege students are the key target. They are young and
understand that they need credit to get ahead in the world. Some need credit because of the rising
cost of a college education. Finally, most of them are clumped together on campuses that they
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either commute to or live at. This makes them easy to target. Companies use a variety of
techniques, from buying lists from schools and entering into exclusive marketing arrangements
with schools to marketing directly to students through the mail, over the phone, on bulletin boards
and through aggressive on-campus and “ncar-campus” tabling-- facilitated by “free gifts.”

College students, under regular credit criteria, would not be able to get a card because they have no
credit history and little or no income. But the market for young people is valuable, as industry
research shows that young consumers remain loyal to their first cards as they grow older. However,
the overall debt burden facing students as a result of their education continues to grow. Now, credit
card marketing, coupled with students’ lack of financial cxpericnce or education, Icads many students
into serious debt.

As states have pulled back on funding for higher education more of the cost of college has fallen on
the shoulders of students. Two-thirds of college students graduate with loan debt, averaging nearly
$20,000. According to a PIRG study, the Burden of Borrowing, credit card debt exacerbates
skyrocketing student loan debts. That 2002 study found that student borrowers were student borrowers
were even more likely to carry credit card debt, with 48% of borrowers carrying an average credit card
balance of $3,176.> Anothcr PIRG study, Paying Back, Not Giving Back: Student Debt's Negative
Impact on Public Service Career Opportunities®, from April 2006, found that more than 23 percent of
all four year public and 38% of private college graduates have too much debl to manage as a starting
teacher.

While some of the reforms we discuss below from our report the Campus Credit Card Trap may more
appropriately be considered on campus, this committee should consider amendments to restrict
marketing to youth in the following ways:

Ban giving credit cards to young people who cannot demonstrate an ability to re-pay. Bank
witnesses and spokespeople have largely admitted that even though young applicants do not have
adequate credit reports to qualify for cards, their mere “status as students™ is an adequate criterion for
approving a card. This is unacceptable. Banks should underwrite credit cards for students and young
people, just as they do for all other applicants. It may be appropriate to substitute completion of an
approved, legitimate financial literacy class as an alternate criterion. It may also be appropriate to
restrict the credit card limits and maximum number of cards available to young people. A variety of
bills make proposals in this area and we would be happy to work with the committee and student
groups on the best amendment.

Ban Marketing Cards To Young Consumers Unless They Opt-In To Receive Solicitations. A
broad credit card reform proposal, S 2753, the Credit Card Reform Act, by Senator Robert Menendez
includes this laudable provision. In the 2008 PIRG study, 8 of 10 students reported receiving mailed
offers from credit card companies.

(3) RESULTS OF OUR SURVEY: THE CAMPUS CREDIT CARD TRAP

The Campus Credit Trap report, available at our website truthaboutcredit.org’ is based on an in-
person survey of a diverse sample of over 1,500 students, primarily single undergraduates, at 40
large and small schools and universities in 14 states around the country conducted between
October 2007 and February 2008. It analyzes how students pay for their education, how many usc
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and how they use credit cards and, as an important goal of the survey, their attitudes toward credit
card marketing on campus and whether or not they support principles to rein in credit card
marketing on campus.

The findings confirm that students are using credit cards in significant numbers and that a
significant number are paying the price through late fees, high balances and delinquencies. The
findings also show that banks are marketing aggressively to students through a variety of channels.
Finally, the findings demonstrate that an overwhelmingly majority of students support limits on
credit card marketing on campus to rein in unfair bank practices.

Students Support Campus Marketing Principles

We asked students their vicws on whether colleges and universities should regulate the practices
of credit card companics on campus. The results show that students overwhelmingly support
stricter regulation of campus credit card marketing. As Table 1 shows, four out of five (80%)
students supported adoption of strong campus credit card marketing principles. Only 1 in 5
students replied yes to the proposition that students could handle credit card marketing without
regulation. Some of these also supported some of the reform principles anyway.

Of those who supported one or more strong principles, nearly three-in-four students (74%)
asserted that only cards with fair terms and conditions should be marketed on campus. Students
also overwhelmingly (67%) opposcd the sale or sharing of student lists (which can include home
and dorm addresses, email addresses and land line and cell phone numbers) with credit card
companies.

Students Describe Campus Marketing Tactics

On-Campus and Near-Campus Tables: Three of four students (76%) reported stopping at tables to
consider offers or apply for credit cards. The best way to get students to stop at tables appears to
be to offer a “free gift,” of either nominal or real value. Of course, the catch is that the free gift is
conditioned on completing a credit card application. As we note in Table 2, there arc a wide
variety of free gifts being offered. While some are of nominal value, the high level of responses in
the “Other” category for pizza or “Subway sub” sandwiches or “free food” suggest that credit card
companies and their subcontractors are taking advantage of students’ chronic cash shortages to
attract them to tables with offers of the instant gratification of free food, then getting them to sign
up for cards that ironically may contribute to later cash problems.

At the same time as many gifts are low-cost or of nominal value, including cheap t-shirts, Frisbees
and desk toys as well free lunch coupons, respondents noted a wide variety of gift values. Some
firms are offering gifts of substantial value, including pre-loaded gift cards worth $10-$25, or in
one case, an iPod shuffle (worth approximately $49 retail according to Internet sites).

Mail and Phone Marketing: Fully 80% of respondents said they received mail from card
companies. Students reported receiving an average of nearly five (4.8) mailed solicitations per
month. However, a number of students simply reported “hundreds.” In addition, 22% of students
reported receiving an average of nearly four (3.6) phone calls per month from credit card
companies.
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How Students Pay for Education

Fully 61% of students relied on parents for some or all of their educational costs. The next most
common sources of income reported were scholarships (40%), studcnt loans (38%), summer jobs
(32%) and part-time jobs (29%).

How Students Report They Use Cards

Nearly two-out-of-three (66%) students reporting having at least one credit card. Thirty percent
(30%) reported that for their primary card, they were either a co-signer or their parents paid the
bill. Of remaining students paying their own bills, just over half of the remainder reporting (36%
of the total) stated that they paid their own primary card bills in full each month. The other half of
students paying their own bills, (34% of the total) stated that they carried a balance on their
primary card.

When asked how they used their cards, a question for which multiple entries were allowed, more
than half (55%) reported that they used them for “day-to-day-expenses. The same numbecr (55%)
reporled using them for books. The next highest categories reported were “weekends and pizza”
and “cmergencics” but very few consumers limited their response to “cmergencies.”

In an important finding, nearly one-quarter (24%) reported that they had used their cards to pay for
college tuition.

How Students Report Credit Card Debt and Credit Card Late Fees and Delinquency
Seniors ($2,623) responsible for their own cards who reported carrying credit card debt had more
than double the debt reported by freshmen ($1,301).

Defaults: In addition, students (Seniors, $4,116; Freshmen, $2,450) responsiblc for their own cards
who reported that they had previously defaulted on a eredit card had much higher credit card
balances than those who had not had a previous default.

Onc in four respondents (25%) reported they had paid at least one late fee and 15% reported they
had paid at least one over-the-limit fec. Over 6% of respondents reported that at least one card had
been cancelled for non-payment. Nearly one in five (19%) had cancelled a card themselves in
good standing. (These figures include all students, including those whose parents now pay for
their primary cards or who claim to carry no balances on their primary cards.)

(4) U.S. PIRG’S CAMPUS CREDIT CARD MARKETING PRINCIPLES

The results of the survey support the recommendations of the truthaboutcredit.org campaign
launched by U.S. PIRG Education Fund to get colleges to adopt fair campus crcdit card marketing
principles. These principles arc the following:

1. Prohibit use of gifts in marketing on campus.

Credit card banks, issuers, and vendors shall be prohibited from offering anything of value,
including food, clothing, sports equipment, travel vouchers, coupons, or equivalents, for purposes
of soliciting an application for a credit card on campus. In addition, credit card banks, issuers and
vendors are prohibited from offering financial support or other goods and services to any campus
employee or campus department in exchange for marketing privileges.
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2. Control passive marketing techniques.

Posters and flyers shall comply with college posting regulations. Credit card banks, issuers and
vendors shall be prohibited from leaving their marketing materials posted or displayed for longer
than the posting regulations that govern the campus.

3. Block acquisition of student lists.

Purchase (or sharing as a condition of exclusive marketing arrangements) of student lists shall be
prohibited on campus. Credit card banks, issuers and vendors are prohibited from purchasing or
otherwise acquiring lists of students of any kind currently enrolled at the campus. If state law on
public records is subject to interpretation on whether detailed student information is a public
record, schools should interpret it in favor of privacy. If state law makes student lists public
records subject to full disclosure, then policymakers should consider changes. The purpose of
open government laws is so that citizens can evaluate the effectiveness of their government, not so
that students can be targeted by credit card companies. At a minimum, as an interim step,
universities should only sell lists after students have opted-in to agree to have their names shared.

4. Stop group sponsorship. Student group or departmental sponsorship shali be prohibited. Credit
card banks, issuers and vendors are prohibited from negotiating deals with student groups and
other campus departments such that the student group or department will receive financial support
or any other goods and services for applications collceted on behalf of a credit card company.

5. Increase financial education. Financial education shall be enhanced on campus. Colleges and
universitics shall increase resources to support training and educational programs that increase
students’ consumecr awarcness and ability to navigate issues of student debt responsibly.

6. Credit card contractual terms and conditions that take advantage of students as
consumers shall be discouraged.

Colleges and universities should discourage specific credit card terms that take advantage of the
consumer. Such practices includc universal default ~ where a company will increase a consumer’s
interest rate based on her payment record on another account not associated with the card; hidden
fees — where a company docs not disclosc certain fecs for paying by phone or ordering a copy of a
bill; mandatory arbitration — where the consumer gives up the right to legal action against the
company; changing contracts —~ where the company reserves the right to change all terms on the
credit card at any time for any reason; and penalty interest rates above 20% that stay in place
indefinitely.

(7) CONCLUSION

We thank you for holding this important oversight hearing on college students and credit cards. We
look forward to working with committee members to incorporate provisions into HR 5244, the Credit
Cardholders Bill of Rights, to directly address marketing to college students.
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I'am Brent Neiser, Director of Strategic Programs and Alliances for the National Endowment for
Financial Education® (NEFE®), located in Greenwood Village, Colorado. We at NEFE would like to
thank Representative Carolyn B. Maloney, Chair, and members of the Subcommittee, for scheduling
this hearing and providing members of the financial literacy community the opportunity to share our
experiences, to explore with you ways to help students that are adversely affected by credit cards and
consumer debt, and to prevent future problems in this area.

The National Endowment for Financial Education is perhaps the only national, privately operating
foundation wholly dedieated to improving the financial well-being of all Americans. NEFE is an
independent, nonprofit, and nonpartisan foundation committed to educating Americans on a broad range
of financial topics and empowering them to make positive and sound decisions to reach their financial
goals. For more than 30 years, NEFE has been providing funding, logistical support, and personal
finance expertise to develop a variety of materials and programs, including the award-winning NEFE
High School Financial Planning Program®, the new CashCourse college program, and the consumer-
oriented Smart About Money public awareness Web site, NEFE funds research and awards research-
based development grants that advance innovative thinking and contribute to our understanding of
financial behavior. NEFE also serves segments of the American public in need of specialized financial
information through partnerships with numerous organizations.

The Strategic Programs and Alliances department has developed financial education and awareness
materials through collaborations with many organizations, including the American Indian College Fund,
Hispanic Scholarship Fund, United Negro College Fund, and the National Collegiate Athletic
Association. More recently, NEFE has developed CashCourse, a free, online, just-in-time financial
education resource for every stage of college life. It features unbiased, noncommercial, relcvant content
to address an emerging long-range range problem of studcnts immersed in debt. According to the U.S.
Department of Education and Demos, two-thirds of all undergraduates borrow money to pay for college.
The average undergraduate today Icaves campus with just over $19,000 in student loans. One in four
grads will carry more than $25,000 (www.demos.org, 2006). On top of that, half of all graduates in
2004 used credit cards for school expenses, carrying an average balance of $3,900 (American Council
on Education, June 2005). Because of this debt, it’s cstimated that between 1.4 million and 2.4 million
bachelor’s degrees will be lost as financial concems prevent students from the lowest income bracket
from attending college (Advisory Committec on Student Financial Assistance with data provided by the
U.S. Department of Education).

CashCourse was developed less than a year ago to specifically target college-age students on campuses
across the country. So far over 125 schools are signed up, with over 100 more enrolled with outstanding
agreements. This turnkey program allows universities to provide students with the information and
resources necessary to cultivate positive money management habits that will last a lifetime, NEFE is
providing and maintaining this service at no cost to community colleges and four-year colleges and
universities alike. It is our intcntion to extend this initiative beyond the student community to peer
groups who are not in college, including those who are in the military. We are actively pursuing this.

Background

Many of today’s college students are facing an oncoming personal finance crisis in which the
opportunity for positive engagement in the United States financial mainstream is being threatcned bya
culture of ignorance, peer pressure, and intense marketing tactics.

The additional burden of consumer debt is layered upon student loans and other costs that are significant
to this population: expenses related to transportation, housing, and job preparation. All these areas

1
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often mask the opportunity to highlight the positive side of the time value of money. Einstein called this
power of compound interest the Eighth Wonder of the World, and it certainly is powerful. The problem,
however, is that depending on how one manages his or her money, sets goals, delays gratification, and
becomes financially aware, the power of compound interest can work for you or against you.
Unfortunately, many young adults are not aceumulating interest by saving and investing; rather, they are
paying interest on these many debts.

The lack of participation in the numerous defined contribution and IRA programs that Congress has
established is truly a problem. By not taking advantage in the early years of one’s career or prematurely
raiding these accounts despite penalties and tax consequences, young adults subject themselves to a
lifetime of financial struggle, including a retirement saving paralysis. Though these consequences are
imperceptible at first, poor decision making at a young age carries with it an erosion of purchasing
power and a decline in financial stability in the long run.

Financial decision making certainly carries consequences at a personal level. But consider the
cumulative effect of those circumstances and choices for millions of emerging households on the long-
range financial security and strength of the nation’s tax base, its national competitiveness, and demands
on the social service structure of the non-profit sector and all levels of government.

There are several encouraging developments on the horizon that can be effective if paired with a healthy
financial environment, a clear understanding of the power of compounding, the thoughtful use of credit,
and a level of commitment to help foster the behavioral change that will help college students and other
Americans avoid unnecessary debt.

We suggest five key areas that are the foundational elements for building a balanced approach to
responsible credit management:

1. Financial Education

2. Disclosure

3. Defaults

4. Public Awareness

5. Culture of Commitment
Financial Education

As a nonprofit, noncommercial, nonpartisan, private operating foundation, thc National Endowment for
Financial Education believes that Americans can increase their financial capacity and capability through
various components of financial education, including classes, small groups, and one-on-one counseling.
By creating CashCourse, an online Web resource, NEFE is meeting the demand for just-in-time
financial information and resources for college students who are facing large-scale decisions on
campuses nationwide. CashCourse is linked to from financial aid, student affairs, career services, and
alumni association Web sites to give ongoing support, even after college.

CashCourse is an easily-implemented, unbiased and noncommercial financial education sofution for
colleges, universities, and alumni associations to offer their students, many of whom are living away
from the guidance of their parents. College is often a time when many students make unwise financial

2
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decisions duc to lack of financial knowledge. This deficiency can Icad to financially irresponsible or
uninformed behaviors, such as getting into debt, which can extend well beyond their college years.
Increasing concem over this issue has lead to the joint cffort between NEFE and universities to fill in the
missing gaps of financial knowledge that many college students have.

Support and enthusiasm for financial education varies widely among campuses, but the issues
surrounding credit often captures the attention of students, staff, parents, alumni, donors, and state
legislatures. It’s one of the issues that helped make our High School Financial Planning Program
especially effective, as over 5 million students have leamed about credit cards, budgcting, the time value
of money, risk management, and setting goals through the program. CashCourse seeks to do the same
thing as an ongoing no-cost Intcrnet platform that is co-branded with higher education institutions and
that gives them the convenience, credibility, and standing to create a culture of financial concern and
responsibility.

Disclosure

Credit cards offer convenience, safety, and the opportunity to build good credit. But the critical
disclosures at both the point of purchase and the point of payment are lacking clarity and inventiveness.
For this generation, electronic disclosure in addition to printed statements is necessary. We’d like to see
the teachable moments exploited at the time when a payment is made on the card balance. The power of
compounding should be shown in such a way as to lay out the decision: One can choose to pay the
minimum, pay a greater portion of the balance, or pay it off in full, each presented with a realistic dollar-
based outcome. The Federal Rescrve’s work in the consumer testing and design of new disclosures is a
much-anticipated step in providing realistic, clear, and eomprehensible information to the consumer.

Because of the Bankruptey Reform Act, in 2009 the Federal Reserve will be requiring credit card
companies to display personalized scenarios on credit card bills. These scenarios would rcveal the
consequences of only paying the minimum payment in terms of years and total costs associated with that
choice.

There is an altemnative, permissible, non-personalized scenario that credit card companies may elect
instead. This option shows a standard disclosurc: For example, a scenario could be shown where a
minimum payment is made on a $1,000 outstanding balance at a certain interest rate. With this option,
too, the total time and cost of the credit card balance until it is paid off is presented. This non-
personalized option will be coupled with information and an offer for consumers to use a new Fedcral
Reserve Web site or toli-free number where consumers can interact with scenarios that involve different
payoff timeframes so as to get the answers they need—namely, the amount they would have to pay and
how long it will take until the debt is satisfied.

Each of these tools will need to be promoted.
Defaults

Defaults, if set properly, are suceessful as we have seen with the opt-out settings for defined
contribution plans supported under the Pension Protection Act. These behavioral finance techniques
often nudge consumers in the direction of their best interest. In this culture of consumerism,
overspending, and personal debt, college students and all Americans need all the gentle nudging they
can get. We suggest two defaults be put in place in regard to credit cards.
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First, convenience checks are offered to credit card users, and we suggest that these be placed on a
defaulted opt-in basis. Second, credit offers through affiliate sharing agrcements currently are exempt
from the Federal Tradc Commission’s toll free number (1-888-5-OPTOUT), which consumers can call
in order to block pre-approved credit offers. We’d like that changed so that a// unsolieited credit offers
can be blocked by consumers at their discretion.

Public Awareness

Unlike the efforts to reduce smoking, cut down on obesity, encourage eivic and voluntary participation,
increase tolerance, and promote safety and disaster preparedness, coordinated and targeted messages for
healthy financial services practices are few. Increasing awarcncss and improved messaging about credit
scores and credit rcports in the private and nonprofit sectors have helped illustrate the potential
consequences of credit inattention and abuse. Yet students and emerging households (many of whom do
not attend four-year institutions) in their teens and twenties are basing their personal financial habits and
practices on the behavioral patterns of their peers and the influences of media. Creating a culture of
personal financial management and control ¢an cmerge through public awareness and social marketing
campaigns. Among this age group, network and social marketing should be considered.

Culture of Commitment

College and university administrations need to create a culture of personal financial awareness,
learning, and responsibility. This sends the right signal to taxpayers, private donors, state
legislators, parents, and most of all, to the students whose financial choices—when made now-—will
either expand or constrict opportunities in the future. We suggest consistent eredit card reform:
new regulations should be universally applied so that there is one standard for students, non-
students, and Americans of any age group or demographic. This allows people to understand one
system that has the power of disclosure and default settings.

Attention and action needs to take place in all five areas—financial education, disclosure, defaults,
public awareness, and creating a cuiture of commitment—from all sectors of society in order to
empower Americans to embrace a culture that is moving towards thrift and ownership of their
financial future.

The National Endowment for Financial Education stands ready to assist the House Financial
Services Committee with additional information or insight. For further information on NEFE’s
previous testimony before the Financial Services Committee on broader financial education issues,
see the September 28, 2006 testimony of Ted Beck, NEFE’s President and CEO, available at

www.nefe.org.

Thank you.

Attachments: Kansas City Star Article
Brent Neiser Resume
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Ladies and gentlemen of the Subcommittee on Financial Institutions and
Consumer Credit, thank you for this opportunity to speak before you today. I wish
to tell you one simple story that will encapsulate the state of affairs at my school, the
University of lllinois at Chicago, better known as UIC. This story includes a school
determined to help protect its students from harmful credit card and borrowing
practices, and the market based reactions of credit card companies to overcome
such steps.

UIC is a school of approximately 25,000 students, nearly 16,000 of which are
undergraduates. As the Chicago campus of the University of lllinois, UIC offers one
of the most competitively priced college educations available. As a result we attract
a wide variety of students, nearly 1/3 of which are determined by federal standards
to be eligible for the PELL grant to assist with their educational expenses. As the
state of lllinois follows national trends in increased tuition rates and lowered state
support for higher education, our students are forced to search in more locations for
a means by which to finance not only their tuition payments, but also basic living
expenses such as food, books, laundry, and transportation. Unfortunately, this has
led many students to turn to credit cards as a seemingly simple way to pay for the
essentials of a college education. The negative effects of this practice, as well as the
way in which credit card companies respond, are and will continue to be felt not
only by individual students and graduates, but also their families, and the
communities they become a part of.

The University of lllinois at Chicago has strict policies and regulations in
place that prevent the marketing of credit cards on campus. No credit card
companies are permitted to solicit information from students on campus, nor are
they allowed to offer giveaways or even host informational booths. In response to
these policies, credit card companies such as Discover have developed interesting
methods to market themselves to UIC students. As an urban campus, the buildings
of UIC are spread across more than a mile of the Chicago landscape, and specific
university property lines are interspersed with small neighborhoods that are home
to communities that offer housing, entertainment, and restaurant options to
students. One such restaurant is a Subway store, located not Iess than 3 blocks from
the nearest university building.

During the first two weeks of classes at UIC, students are offered handouts
and flyers from a multitude of organizations as they walk between classes. In the
fall of 2005 as well as 2006, one of these handouts was a small slip of paper offering
a free 6” sub sandwich at the nearest Subway restaurant during set hours each day
that week. Just show up with the slip of paper. Upon arriving at the Subway
restaurant and presenting the paper to the cashier, the student is informed that he
or she needs to speak with the small group of people in the corner of the restaurant
with a form to fill out, or in some cases a laptop computer. When the student asks
these people for his or her free sub coupon, the student is told that all he or she
needs to do is fill out this form for a Discover card and they can get their free sub
sandwich.
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As an older freshman student who had already served four years in the
United States Army, when I first encountered this practice I simply thought of it as a
rather smart, albeit tricky marketing technique. It was not until I spoke with the
credit card representatives that I began to become upset. 1asked about what I could
do if did not want a credit card. I was told that [ was not necessarily going to receive
a credit card, only that I was giving them my information to apply. 1 expressed a
concern for keeping a clean credit report, and I was told that this would not show up
on my credit report, that would occur only if I accepted the card and used it. When 1
asked if it was possible to receive my free sub sandwich without filling out the
application, 1 was given a negative response. However, all ] needed to do was fill out
the form and if I did get the card I could simply not use it and nothing would change
with regards to my credit or anything else. I quickly recognized these answers as
half-truths at best, fallacies at worst.

At the time, [ simply moved on and didn’t consider it any further. 1 was a
freshman student and not particularly concerned with taking up a fight against a
credit card company. The following fall, the exact same deal was offered by
Discover Card and again [ declined. 1 still wasn’t that upset, as this time [ didn’t even
bother to go to the Subway restaurant because [ knew what the catch would be.
Some months later my roommate received a Discover card in the mail. She had
signed up for the card early in the school year, at the Subway restaurant.

Since then, ] have become involved in student politics, to include raising
awareness of student debt and the need for more funding for higher education. In
the fall of 2008, I did not notice a credit card vendor at the Subway restaurant, and
thought that perhaps Discover Card had changed their policy, or at least their
marketing practices. Much to my disappointment however, just earlier this year I
was handed a slip of paper by a fellow student advertising free sandwiches in the
nearby Jimmy John’s restaurant, which is located quite literally across the street
from the previously mentioned Subway restaurant. Sure enough, as I entered, I
encountered not one, but four laptops setup waiting to process applications, and a
representative offered me a free sandwich for applying for a Chase credit card. I do
not recall if it was a Visa or MasterCard. Again, [ asked the same credit focused
questions and again I received the same unsatisfactory answers.

Ladies and gentlemen, I will be the last person to suggest that college
students are somehow incapable of making their own informed decisions regarding
credit cards. I do not appear before you today suggesting any measure that would
prevent a student from receiving a credit card. Students can frequently benefit from
having credit available for things such as purchasing airfare or financing themselves
during times of personal emergencies. 1 only tell you our story to highlight for you
the specific actions that have been taken to target college students on campus
despite my University’s best efforts.

These cards are not tailored in any way to be financially beneficial for
students as a target demographic. The majority of cards offer a low introductory
interest rate, followed by a typical 15% to 20% APR. [ would draw your attention to
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the contrast in credit card acceptance between a steadily employed 22 year old
making $25,000 yearly and a college student with no form of income or anticipated
income for possibly 3 years to come. One must ask where the credit card companies,
as businesses, are expecting to profit by extending credit to the college studenton a
nearly constant basis. The only possible answer is the high interest rates, and the
amount of time many students must carry a balance until they can get at leasta
summer job, or in the worst case until they get a job after graduating. The logical
question to ask next is, can our students afford this? How many students have
dropped out of college due to overwhelming debt, specifically credit card debt? On a
national level, how many higher education degrees have been lost because of poor
financing options? How does a nation that seeks to lead the world in technology and
innovation continue to absorb educational casualties caused by the deadly mix
poorly funded higher education and oppressively expensive private credit options
for its students?

I am no economics or higher education expert. | have not even received my
bachelor’s degree yet. However, that does not mean { do not hear the voices of my
fellow students; and with growing frequency, they tell stories of taking a year off to
pay down bills and credit card debt, leaving school indefinitely until they can get
back on track financially, or joining the armed forces because it is one of the few
ways to recover from the financial black hole the student now finds him or herself
in. These are not just lost opportunities for these students. Each of these tales is a
lost opportunity for our communities and our nation: one less doctor, one less
engineer, one less future Senator, Representative or possibly President.

Again, thank you for your time and the opportunity to speak with you. [ hope
that our story has given you some of the insight you require to address the problem
and better equip our youth to face the challenges of tomorrow.
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Chairwoman Maloney, Ranking Member Biggert, and members of the committee:

I am Erica L. Williams, Policy and Advocacy Manager of Campus Progress Action. Campus
Progress Action is part of the Center for American Progress Action Fund. Along with our sister
organization, Campus Progress, which is part of the Center for American Progress, we work to
help young people make their voices heard on issues that matter. Through grassroots issue
campaigns, public events, an online magazine, a blog, and student publications, we act to
empower new progressive leaders nationwide as they develop fresh ideas, communicate in new
ways, and build a strong progressive movement.

First, let me thank you for the opportunity to testify on behalf of the young people on over 500
campuses and communities with whom we work.

The issue of credit card debt is one that impacts many Americans, and much already has been
presented to the committee about the important role that Congress should and must play in
mandating fair credit card practices.

My testimony this afternoon will not only reinforce that point, but will also seek to convince you
of two things: First, that young people, especially students, are uniquely impacted by credit card
debt and the abusive practices of credit card companies. Second, that this negative impact can
only be made better through an approach with legislative action at its center.

Two years ago, Campus Progress began engaging students around the country in a discussion
about debt in higher education through our “Debt Hits Hard” campaign. The campaign focused
primarily on rising college costs and student loans.

But as we began that work, something else became increasingly evident. We realized that credit
card debt and the process through which it is incurred is an equally important part of
understanding the financial lives and burdens of young people.

If there is one common experience that college students share, it is the experience of living in
debt. Compared to previous generations, today’s young adults have not only been forced to
borrow for their education but also for their expenses while in college.

According to Nellie Mae, the average undergraduate has $2,200 in credit card debt. That figure
jumps to $5,800 for graduate students. Since so many student credit cards have high annual
percentage rates, often at higher rates than the rest of the population given their thinner credit
files, the longer these students wait to pay the cards off, the more money they’ll pay in the form
of interest.!

! Nellie Mae, “Undergraduate Students and Credit Cards in 2004: An Analysis of Usage Rates and Trends,” 2005,
available at http://www.nellicmae.com/pdf/cestudy._2005.pdf.
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As organizations like Center for American Progress, U.S. PIRG, and Demos began producing the
evidence of this growing and unique student problem through reports, statistics, and solid
research, Campus Progress Action continued to do what we do best: talk withstudents and give
them the tools to make their voices heard about the issues that affect them the most. And they
spoke out about predatory credit card practices and the overwhelming weight of that debt loudly
and clearly.

Through a serics of public forums around the country, from Broward Community College in Fort
Lauderdale, Florida to Purdue University in Indiana, we brought together students and experts to
discuss the growing problem of credit card debt on college campuses. At each event we heard the
same: Banks and lenders are profiting off of young people’s financial inexperience, partnerships

and relationships with universities, and strategic and deliberate targeting.

As a young professional myself, not yet 5 years out of college, I can trace my relationship with
credit card debt back to my freshman year. I had been warned by my mother about credit cards
and tried to stayed away from them at all cost. Mail solicitations jammed my tiny dorm mailbox
and fliers on bulletin boards greeted me every day as I walked out of the building. Because of my
lack of faith in the integrity of the credit card industry and a feeling of vulnerability, I had a fear
of credit cards that fortunately kept me away from accumulating an exorbitant amount of debt.
But there were indeed nights when, after my meal plan was overextended, the burden of student
debt was so great and the money from my work-study job so low, that I desperately wanted and
needed to use a credit card for meals and social activities.

For every story like mine, there are thousands of stories like that of Kali Dun, a student from the
University of Virginia. Now a young professional with over $7,000 in credit card debt, she
shared with Campus Progress her experience with credit cards in college. When asked about the
presence of companies on campus she said, “They were everywhere. ..like vultures, Qutside of
my dorm, at football games, and in the quad. I took their teddy bears, free pizza, tote bags, and
complicated, convoluted sign up forms.” By her junior year, Kali had opened three credit cards,
all on campus, and had incurred nearly $3,000 in debt. Along with the giveaways and incentives,
she took also too high fees, heavy interest rate burdens, and complex terms, three credit card
practices that have been proven to heighten the risk of default. And default she did. As a senior,
Kali graduated with over $5,000 in credit card debt.

Kali’s story is but one of many that we continue to hear from students. It illustrates the key
challenges that college students face with rcgard to credit cards:

1. Aggressive marketing and targeting by credit card companies.

With regard to marketing, companies use a varicty of aggressive techniques, from buying lists
from schools and entering into exclusive marketing arrangements with schools to marketing
directly to students through the mail, over the phone, on bulletin boards and through aggressive
on-campus and near-campus tabling—facilitated by so-called “free gifts.””

* Tamara Draut and Javier Silva, “Generation Broke: The Growth of Debt Among Young Americans,” Demos,
2004, p. 7.
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2. High fees, heavy interest rates, and complex terms.

The credit card debt that students incur from these credit experiences tends to carry substantially
higher costs than other forms of credit due to myriad fees in addition to high interest rates. The
result is that many students unwittingly slide deeper and deeper into debt as they fall prey to the
lack of transparency in credit cards.

But credit card companies are notorious for aggressive marketing and fine print. Why is this
situation particularly damaging for students?

Here is a snapshot of college-age young people at 18-24 years of age:

®  According to a 2004 study by Nellie Mae, 76 percent of undergrads have credit cards,
and the average undergraduate has $2,200 in credit card debt. Additionally, they will
amass, on average, almost $20,000 in student debt.?

¢ Another study found that 18- to 24-year-olds in 1989 devoted 13 percent of their income
to debt payments. Today’s 18- to 24-year-olds devote 22 percent of their income to
servicing their debt.

¢ One-fourth of the students surveyed in US PIRG’s 2008 Campus Credit Card Trap report
said that they have paid a late fee, and 15 percent have paid an “over the limit” fee. Credit
card companies will often impose a “penalty rate” of 30 percent or more after just one or
two late payments, and this interest rate will often last for six months or more.
Sometimes, customers are charged a penalty rate because they were late on a different
loan (this is called “risk-based re-pricing” or “universal default”), and some banks
manipulate the due dates from one month to another to rack up late fees.

Major borrowing from credit card companies is like visiting a Las Vegas casino—it’s a gamble
and the odds are against you. But as college students, the analogy goes a step further. Imagine
that you entered the casino every time you walked out of class, or out of the cafeteria. Or if fliers
for the casino were taped on the walls of every bathroom, and blackjack dealers were calling
your dorm room with promises of free casino chips—all during the most important time in your
financjal life. The casino wants college students, and needing the money, they don’t realize that
this gamble is one that has implications for the next S, 10, or 20 years.

To be clear, this accumulated credit card debt is not always the result of irresponsible spending
and late night pizza runs—it is also the result of academic fees and textbooks. U.S. PIRG’s
research® has shown that some students use their credit cards to pay for their core tuition. Credit
cards are increasingly being used for academic fees and textbooks. In exchange for using this
form of payment for academic needs, students are rewarded with high interest rates, high debt-to-
credit ratios, low credit scores, and blemishes in the infancy of their credit history that will haunt
them for years. Young people who become delinquent on credit cards due to the lack of
transparency can damage their credit score and run the risk of paying a higher rate on their car
loans, home loans, and other loans in the future.

3 Nellie Mae, “Undergraduate Students and Credit Cards in 2004: An Analysis of Usage Rates and Trends.”.

“U.S. PIRG, “Campus Credit Card Trap,” available at http.//www.truthaboutcredit.org/campus-credit-card-trap.

* Ibid.
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Not only are college students and other young people in perhaps the most vital and vulnerable
point of their financial lives, their future economic health often depends on decisions made
during this period. Students saddled with credit card debt upon graduation can pay up to 25 cents
of every dollar they earn servicing their debt: their credit cards, student loans, and other loans.
To add to this, today’s young aduits are joining the job market during a time when incomes have
been stagnant and when costs for health care and retirement benefits are increasingly being
shifted from employers to employees. Recent graduates also find that the job market is changing
rapidly, so much so that the career paths that their education prepared them for may soon
disappear. This generation—which is the future middle class of workers—can ill afford to be
financially compromised. These and other factors paint the following harrowing picture of life
after college:

* A 2006 poll of 3 million twentysomethings from USA Today and Experian, the credit-
reporting agency, found that nearly half of twentysomethings have stopped paying a debt,
forcing lenders to "charge off" the debt and sell it to a collection agency, or had cars
repossessed or sought bankruptcy protectionj

® A poll of twentysomethings by USA TODAY and the National Endowment for Financial
Education found that 60 percent feel they're facing tougher financial pressures than
young people did in previous generations. And 30 percent say they worry frequently
about their debt.?

¢ The Boomerang Effect, young adults returning to live with their parents, is quickly
growing. The 2000 Census found that more than 25 percent of 18- to 34-year-olds had
moved back in with family at the time the Census was taken. In 2006, Experience Inc.,
which provides career services to link college grads with jobs, found that 58 percent of
the twentysomethings it surveyed had moved back home after college. Of those, 32
percent stayed for more than a year, according to its survey of 320.°

® Debt has forced some young people to change their career plans. Of those surveyed in the
2006 USA Today/NEFE poll, 22 percent say they've taken a job they otherwise wouldn't
have because they needed more money to pay off student-foan debt. Twenty-nine percent
say they've put off or chosen not to pursue more education because they have so much
debt already. And 26 percent have put off buying a home for the same reason, '

* Average credit card debt among indebted young adults increased by 55 percent between
1992 and 2001, to $4,088.""

* The average credit card indebted young adult household now spends nearly 24 percent of
its income on debt payments, four percentage points more, on average, than young adults
did in 1992,

® Tamara Draut, Strapped: Why America’s 20- and 30-Somethings Can’t Ger Ahead (New York: Doubleday, 2006),
7 Mindy Fetterman and Barbara Hansen, “Young people struggle to deal with kiss of debt,” Mindy, USA TODAY,
November 19, 2006, available at http://www.usatoday.com/money/perfi/credit/2006-1 1-19-young-and-in-debt-
cover_x.htm
® Ibid.
* Ihid.
1° Tbid.
:; Draut and Silva, “Generation Broke: The Growth of Debt Among Young Americans.”

Ibid.
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* Among young adult households with incomes below $50,000 (two-thirds of young
households), nearly one in five with credit card debt is in debt hardship——spending over
40 percent of their income servicing debt, including mortgages and student loans.

*  Young Americans now have the second highest rate of bankruptcy, just after those aged
35 to 44. The rate among 25 to 34-year-olds increased between 1991 and 2001, indicating
that this generation is more likely to file bankruptcy as young adults than were young
Boomers at the same age.14

As aresult of over-the-top credit card marketing on campuses, terrible credit card terms and
conditions, and an economy that no longer provides as many well-paying jobs with good benefits
as it once did, young adults, post-college, are facing overwhelming odds to achieve financial
health, in large part as a result of the credit card debt from their undergraduate years. We are, as
Anya Kamenetz’s book of the same name labeled us, Generation Debt. Significant,
unmanageable credit debt and a cycle of post-graduation payments, default, and potential
bankruptcy, impacts our families (due to limited options for living arrangements and delayed
marriage rages) and our communities (due to job decisions made strictly with debt payments in
mind).

So we now know the scope of the problem. College students are in trouble, and credit card
companies are partly to blame. But what about the solution?

First, students will continue their campaigns on the state and campus level to not allow credit
card marketing on campus, to keep colleges and universities from sharing students and alumni
lists to credit card marketers, and to improve financial literacy among young adults.

But Congress also has its role to play. We submit two policy ideas. First, we urge Congress to
take the extra step and, with young people in mind, mandate a higher level of fairness in credit
card terms and conditions by banning several of the most abusive credit card practices.
Currently, young people who want to use credit cards responsibly have a difficult time
determining their terms and conditions, and have difficulty cost-shopping among different credit
cards. And further, those who endeavor to read their voluminous cardholder agreements often
find a clause to the effect of: “We reserve the right to change the terms at any time for any
reason.” Congress should mandate that card issuers give cardholders at least 45 days notice of
any interest rate increases and the right to cancel their card and pay off the existing balance
before the increase takes place.

Second, the Federal Reserve’s proposed changes to Regulation Z would go a long way to
improve the effectiveness of the marketing disclosures, account opening statements, and billing
statements that young adults receive. This would ensure that information is provided in a timely
manner and in a form that is readily understandable. Congress could go a step further by enacting
more creative ways of disclosing the most important information. This can be done by requiring
disclosure of the length of time it will take to pay off an account if only the minimum payment is

‘j Draut and Silva, “Generation Broke: The Growth of Debt Among Young Americans.”
Vg
Tbid.
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made. In this way, students could better gauge the long-term costs of putting debt on their credit
cards.

Legislative action to protect against abuses by credit card companies is a fundamental issue of
fairness and protection of America’s future ~ young Americans ~ when they are arguably in the
most vulnerable and important phase of their financial lives.
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Madame Chairwoman, I want to thank you for having this important hearing today and for
inviting me to testify. I hope that our discussion will help lead to the timely passage of H.R.
3347, the Student Credit Card Protection Act.

Credit card debt in our society is growing at an ever-increasing rate, and people are starting to
get into a cycle of debt at even younger ages than ever before. College students are now
acquiring credit cards they do not know how to use, and wracking up debt it will take them years
to pay down.

Credit card companies appear on campus pedaling what seems to many students to be free
money—along with the promise of free t-shirts, gift certificates, and other incentives. But this
money is anything but free—often carrying interest rates of up to 30 percent annually, meaning it
could take a well-meaning student years to pay down an initial debt of several hundred dollars, if
they make only the minimum payment.

Recent studies have indicated that financial pressure is now the number one reason students drop
out of college—more than academic issues, health problems, or any other challenge.

You and I both know the value of a college degree, and the tragedy that occurs when a student
who wanted to study anthropology or medicine, philosophy or physics, is forced to drop out of
college simply to pay down debt they never should have had the ability to incur.

The reality on college campuses today is that most students have at least one credit card, and
among those who do, over 40 percent carry a balance from one month to the next. The average
balance they carry is $1000, far higher than a student with no income would be able to pay off,
particularly at a high interest rate. Most disturbingly, of students who carry a balance on their
cards, 25 percent carry a balance of more than $2,500.

We must take action to show students how to use credit responsibly, while still allowing for
students’ need to have a card for convenience or emergency expenses.

The Student Credit Card Protection Act will address these concerns by limiting the amount of
credit a student without a co-signer may have to either $500 or 20 percent of their annual
income, whichever is greater.

It will also mandate income history verification for any student who would like a credit card, to
ensure that the amount of credit extended is reasonable for their income. For students who have
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a co-signer on their cards, any increase in their credit limit must be approved, in writing, by their
co-signer.

These limitations will enable our young people who are learning to be tomorrow’s leaders to
learn how to take care of their own finances as they grow older. Financial discipline is the key to
buying a house or car, and to maintaining a family budget. I am confident that the Student Credit
Card Protection Act will enable the next generation to learn how to be successful by leaming
how to use credit without misusing it, and making sure that our younger citizens do not find
themselves mired in debt, without any idea of which way to go.
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Chairman Miller Statement on FTC’s New Consumer
Guide on Student Lenders’ Deceptive Marketing
Practices

FTC Launches Consumer Education Effert as Part of
Investigation Requested By Miller

Wednesday, June 25, 2008

WASHINGTON, DC -- In the wake of its ongoing investigation into
deceptive student lender marketing practices, the Federal Trade Commission
today released a new consumer guide created with the U.S. Department of
Education to help students and parents detect questionable lender marketing
materials and practices. The FTC began its investigation at the request of U.S.
Rep. George Miller (D-CA), the chairman of the House Education and Labor
Comnmittee, after the committee came across examples of unfair and deceptive
marketing letters last year, Miller issued the following statement on the FTC’s
new guide and ongoing investigation.

“For too long, students have had virtually no protections from the confusing,
misleading, and even predatory marketing materials used by many private
lenders. With students still lining up their financial aid options for the fall, this
new guide should serve as a resource to help students steer clear of
manipulative or shady loan offers. | commend the FTC for responding to my
request and launching this effort. [ fook forward to learning more about what
the FTC uncovers as it continues this important investigation,

“In Congress, we are working to finalize legislation that would provide vital
consumer protections to students when navigating the often murky world of
college toans. As college costs continue to soar, we must do everything we can
to help students find the best possible deals on their loans and ensure that our
nation’s student loan programs are working in the best interests of consumers —
not companies.”

Mitter is the author of legislation, the College Opportunity and Affordability
Act, that would put a stop to deceptive lender marketing practices and provide
students with much-needed consumer protections when borrowing and
repaying federal and private student Joans. That bill was passed by the House in
February; the House and Senate are now in the process of conferencing the
legislation. For more information on the legislation, click here.

To see the Federal Trade Commission’s consumer geide on student lenders®
deceptive marketing practices, elick here.

##d

http://www.house.gov/apps/list/speech/edlabor_dem/rel062508b.htm! 6/26/2008
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An education beyond high school is an
investment in your future. It can be expensive
and often requires you or your family to take out
loans to help pay for it.

Student loans fall into two categories, federal

loans and private loans.

#l Federal loans, which are subject to oversight and
regulation by the federal government, include:

—- Direct Loans, where the U.S. Department of

Education is the lender;

«— Federal Family Education Loans (FFEL),
where private lenders make loans backed by

the federal government; and
~ Federal Perkins Loans.

8 Private loans, sometimes referenced as “slrerna-
tive loans,” arc offered by private lenders and do
not include the benefits and protections available
with federal loans.

Whether you're taking out 2 new student loan or
consolidating existing education loans, the Federal
Trade

protection agency, and the U.S. Department of

‘ommission (FTC), the nations consumer

Education (ED), the agency that oversees federal

for and cation

. Depareme,

o

student loans, want you to know how to spot
potentially deceptive claims or business practices
sorne private companies may use to get your loan

business.

PRIVATE LOANS
Privare

forms of financial assistance for your education.

-ompanies may offer you loans and other

They often use direct mail marketing, telemarkering,
television, radio, and online advertising to promote

their products.

Paying for your education Is a serious long-terms
financial obligation; that’s why comparing the costs

of different ways of financing your education is so

imporrant. Private loans tend to have higher fees and

interest rates than federal government loans. Private
loany also do not offer the epportunities for cancel-
lation or loan forgiveness that are available on many
federal loan programs. So it makes good financial
sense to exhaust your federal loan options {as well
as grants and scholarships) before considering loans
from any private companies. To learn more about

federal government loans, visit

www. FederalStudentAid.ed.gov.
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HOwW TO SPOT DECEPTIVE
PRIVATE STUDENT LOAN
PRACTICES

1f you are considering a private student loan, it's
important to know whoem vou're doing business with
= and ED offer

these tips to help you recognize questionable claims
¥ ) e

and the terms of the loan. The F

and practices related to private student foans.

# Some private lenders and their marketers use

names, seals, foge

or other represent dons

similar to those of government agencies to create

the false or misleading impression thar they are
part of or affiliated with the federal government
and its student loan programs.

8 ED does not send advertisements or mailers, or
otherwise solicit consumess to horrow money. If
you receive a student loan solicitation, it is not
from ED.

B Don't let promotions or incentives like gift
cards, credit cards, and sweepstakes prizes divert
you from assessing whether the key rerms of the
foan are reasonable.

B Don’ give out personal information on the
phone, through the mail, or over the Internet
unless you know with whom you are dealing.
Private seudent lenders typically ask for your
student account number — often your Social
Security number (SSN) or Personal Identifica-
tion Number (PIN} — saying they need it to
help determine your eligibilicy, However, be

scam artists who pusport w be private student
lenders can misuse this information, it is critical
ta provide it or other persoral information only
if you have confidence in the private student
fender with whom you are dealing,

B8 Check out the track record of particular privare

student lenders with your state Attorney General

{\\V\V“’.il}iag«()i‘g), your EGC‘&E Consumer PI‘Q{CC{&G!I

agency (wwwiconsumeraction,gov), and the

Berter Bust

ess Bureau (www.bbb.org).

SPECIAL CONSIDERATIONS
FOR CONSQLIDATION OF
FEDERAL LOANS

Student loan consolidation is combining several
loans into one with a new repayment term and inter-
est rate. ‘This Is generally offered in connection with
federal loans. Heres how to help identify potential

problems related to lean consolidation:

H Avoid lenders and marketers who use high-pres-

sure sales tactics. Some marketers pitch tha
“your interest rates may go up if you do not con-

solidare immediately!” Whether and when inter-

© rates for consolidating your loans will change
depends on what type of loans you have. Look at
vour loan documents to determine wherher the
interest rates are fived or variable:

e I all of your education loans have fixed
interest rates, there may be no deadline to

consolidate.

if some or all of your loans have variable

interest rates, when vou consolidate into 2
fixed loan it may affect the interest rate of

s new variable rares for

- your loan, ED) publi

some federal foans each July Ist. The annual

ate &“§llii]g{'6 can raise or E(WVSE' the interest rate

offered on a consolidated loan because the

consolidation interest rate will be the weighted

average of all leans consolidated.

Whether or not you have a targeted timefrarne,

take your time to determine whether consolidaring &
right for vou
i Some lenders impose restrictions on promised
discounts. Some may disclose these limits only

ins the fine print. Read the fine print in vour loan

documents wo find these types of conditions:
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— Some lenders lower the interest rate on vour
consolidated loan, but only if you opt for
autorrated payments from your checking

aceount.

— Other lenders discount the interest rate on

your consalidated loan, but only i your loan
has at feast a specified minimum loan balance.

-~ Still others agree to lower the interest rate on
your consolidated loan, but enly if vou remain
current on your pryments for the lfe of the
loan. You may want to consider loans with
maore immediate discounts, a shorter on-time
payment period for nterest rate discounts,
or an additional discount for signing up for

auromaric payments.

W Some lenders sell consolidated loans to other
companies. Because benefits of consolidared
loans — like promised discounts — may not
reansfer, you may lose benefits if the lender sells
your loan, Ask the lender whether the terms of
your loan will change if it is sold.

W Be cautious sbout consolidating federal loans
and private loans into one private loan. The
result of consolidating all loans into one non-
federal private loan means that you lose all the
benefits and protections provided in the federal

loan programs.

# Consolidaring a Perkins loan may not be in
your best interest. You may lose unique
deferment and canceflation rights asnilable to
Perkins loan borrowers. For more
information abour these rights go to
heepi/fwww.ed.gov/offices/ OSFAP/DCS/perkins,
deferment.cancellation.hemi.
8 Frequent consolidation after borrowing may
impact timelines you need to meet to qualify for

these benefits.

FOR MORE INFORMATION OR
TO FiLE A COMPLAINT
To fearn about federal student loans, write the ULS.

Department of Education ac:

. Deparement of Edusation
Federal Srudent Aid Information Center
PO Box 84

Washington, DC 20044-0084
800-4-FED-AID (TTY: 800-730-8913)

www. FederalStudentAid.ed gov

Notify the Federal Student Aid Ombudsman at

1.877-557-2

5 or www.ombudsman.ed.gov f you
have a complaint that vou cannot resolve with

your lender.

For questions abput a particular lender, contact

the federal agency with jurisdiction over that lender:

Office of the Comprrolier of the Currency

Regudates banks with “national” in the name or

A after the name:

E

OHhice of the Ombudsman
Customer Assistance Group

1301 McKinney Streer, Sulte 3450
Housten, TX 77010

6743 toll-free

System

Regulates stare-chartered banks that are members of
the Federal Reserve System, hank holding
companies, and branches of foreign banks:

Federal Reserve Consumer Help

PO Box 1200

Minneapelis, MN 55450

8 511920 (TTY: 877-766-8333) toll-free

ConsumerHelp@FederalReserve.gov




102

& FTC Facts For Consumers

Corporation

Federal Deposit Lasurance
Regulates state-chartered banks thar are not
members of the Federal Reserve System:

Division of Supervision & Consumer Protection

550 17th Srreer, NW

Washington, DC 20429

77-ASK-FDIC (27

www.fdic.gov

Nattonal Credic Union Administration
Regulates federally chartered credit unions:

tonal Affairs

Office of Public and Congres
1775 Duke Street
Alexandria, VA 22314-3428
FOA-518-6330

WWw.nCud. g( W

Thrift Supervision

Ovhee of
Regulates federal savings and loan associations and
federal savings banks:

Consumer Programs

1700 G Streer, NW

Washington, DC 20552

800-842-6929 toll-free

WWW.OLS.1r¢as. g0V

Federal Trade Commi

ion

Regulates non-bank lenders:
Consumer Response Center
600 Pennsylvania Avenue, NW
Washingron, DC 20580
877-FTC-HELP (382-4357) toll-free

www.fte.gov

Federal Trady

B

serean of (o

mer and Busi

The FTC works for the consumer to prevent

fraudulent, deceptive, and unfair business prac-

tic

in the markerplace and to provide informa-
tion to help consumers spot, stop, and avoid
them. 1o file a complaint or to get free infor-
mation on consumer issues, visit fic.gov or call
toll-free, 1-877-FTC-HELP (382-4357) TTY:
1-866-653-4261, The FIC enters Internet, tele-

marketing, identiry theft, and other fraud-related

complaints tnto Consumer Sentinel, a secure online
database available ro hundreds of civil and criminal

law enforcement agencies in the U.S. and abroad.

Federal Srudent Aid, an office of the U.S,
Deparement of Education, administers the federal
student financial aid — grants, loans, and work-

study programs — available for education beyoad

high school. Federal Student Aid interacts with

postsecondary schools, financial institutions and

other participants in the student aid programs to

deliver se s that help students and families plan

and pay for college.

To learn more about Federal Student

Ald and how o p - cotlege, visic

www. FederalStudentAid.ed.gov or call call
1-800-4-FED-AID,

The Federal Student Aid Ombudsman is avail-
able to individuals with specific complaints. To
learn more abour the Ombudsman, visit
www.ombudsman.ed.gov or call 1-877-357-2575.

¥ Protection
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1. Executive Summary

Credit card lending is enormously profitable.
According to annual Federal Reserve Board of
Govemnors’ (FRB) Reports to Congress, it is
the most profitable form of banking. But the
credit card industry is saturated. The average
adult had nearly five credit cards in 2006 and
the average household received 5.7 credit card
solicitations monthly in 2004, according to the
2007 FRB report.'

Banks seeking even greater profits from credit
cards have several options:

M First, as has been widely reported and is
the subject of Congressional inquiries,
banks can squeeze their existing customers
for greater profits in several ways:
including (1) using a variety of rewards
and tricks such as encouraging extremely
low minimum payments to maintain
highly-profitable high revolving card
balances; (2) raising interest rates on those
balances through a variety of traps
including imposition of penalty interest
rates for late payments and changing due
dates to encourage more of those late
payments; (3) using misleading teaser
rates and, (4) raising the rates of otherwise
good customers by claiming that their
credit score had declined or that they were
late to another lender (called “universal
default”);?

B Second, banks can market to customers of
other credit card companies, urging them
to switch by offering low teaser rates on
balance transfers and other incentives. But
this marketing is expensive both because
of the cost of the zero-interest offers and
the cost of sending out the billions of
solicitations;

B Finally, banks can seek out customers who
have never had a card. College students

are among the most prominent targets for
this marketing.® They are young and
understand that they need credit to get
ahead in the world. Some need credit
because of the rising cost of a college
education. Finally, most of them are
clumped together on campuses that they
either commute to or live at. This makes
them easy to target. Companies use a
variety of techniques, from buying lists
from schools and entering into exclusive
marketing arrangements with schools to
marketing directly to students through the
mail, over the phone, on bulletin boards
and through aggressive on-campus and
“near-campus” tabling-- facilitated by
“free gifts.”

This study is an in-person survey of a diverse
sample of over 1500 students, primarily single
undergraduates, at 40 large and small schools
and universities in 14 states around the
country conducted between October 2007 and
February 2008. It analyzes how students pay
for their education, how many use and how
they use their credit cards and, finally, their
attitudes toward credit card marketing on
campus and whether or not they support
principles to rein in credit card marketing on
campus.

The findings confirm that students are using
credit cards in significant numbers and that a
significant number arc paying the price
through late fecs, high balances and
delinquencies. The findings also show that
banks are marketing aggressively to students
through a variety of channels. Finally, the
findings demonstrate that an overwhelmingly
majority of students support limits on credit
card markcting on campus to rein in unfair
bank practices.

‘A project of the PIRG Truthaboutcredit.org campaign

March 2008



107

The Campus Credit Trap

Page 2

2. Major Findings:

A. Attitudes of Students Toward Campus Credit Card Marketing and

Establishing Reform Principles:

Increasingly, the relationships between credit
card companies and colleges and univetsities
are coming under scrutiny. Credit card issuers
work aggressively to get on to campus to
hawk their credit cards using as many methods
as possible. Some credit card companies rely
on vendors to market on campus, and many
others enter into exclusive arrangements to
market university-branded cards in return for
lucrative fee-sharing relationships. These
arrangements come at the expense of student
privacy and pocketbooks.

We asked students their views on whether
colleges and universities should regulate the
practices of credit card companies on campus.
The results show that students
overwhelmingly support stricter regulation of
campus credit card marketing.

of complaints about cards with unfair terms or
“tricks and traps” that result in massive
penalty fees and the imposition of punitive
interest rates at APRs as high as 36% or more,
this is not a surprising result.

Students also overwhelmingly (67%) opposed
the sale or sharing of student lists (which can
include home and dorm addresses, email
addresses and land line and cell phone
numbers) with credit card companies. In a
detailed section below, we include an analysis
of the sharing or selling of lists on the
University of lowa and Iowa State University
campuses. Appendix 3 to this report is a copy
of a 2-page letter used at the University of
Iowa to market cards to undergraduates.

In addition:

As Table 1 shows, four out of
five (80%) students supported
adoption of strong campus
credit card marketing
principles. Only 1 in 5 students
replied yes to the proposition
that students could handle
credit card marketing without
regulation. Some of these also
supported some of the reform
principles anyway.

Of those who supported one or
more strong principles, nearly
three-in-four students (74%)
asserted that only cards with
fair terms and conditions
should be marketed on
campus. Since state attorneys
general, consumer groups,
state and federal legislators are
receiving increasing numbers

Table 1:
Support For Campus

Marketing Principles
80% of respondents supported
at least one reform principle

74% supported two or more

% Supporting Marketing of

Fair Cards Only 74%

% Supporting No
Sale/Sharing of Student
Information With Card

Cos. 87%

% Supporting Limits On
Days Tabling Aliowed

Each Semester 46%

% Supporting Ban On
Card Co Fees To School

or School Groups 38%

% Supporting Ban on Free
Gifts 36%

The remainder of respondents
(20%) opposed limits because
students could make the choice,

Nearly half of students (46%)
supported limits on the number
of days companies could
market on campus.

Nearly four in ten (38%)
students opposed companies
offered fees to either student
groups or the university for
marketing. In some cases,
companies pay vendor fees
directly to the college. In
others, student groups can
“rent” out their campus table
privileges.

Thirty-six ~ percent  (36%)
opposed free gifts. Many
students did indicate that they
sign up for the credit cards
simply to obtain the free gifts
and then cancel. Some

A project of the PIRG Truthaboutcredit.org campaign
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indicated difficulty in canceling. Others
indicated that their intention was to cancel, but
they ended up using the card and got into debt.

Nearly three out of four (74%) of students

supported more than one of these campus
marketing reform principles.

B. Free Gifts Used In Campus and Off-Campus Table Marketing Efforts

Three of four students (76%) reported
stopping at tables to consider offers or apply
for credit cards. The best way to get students
to stop at tables appears to be to offer a “frce
gift,” of ecither nominal or real value. Of
course, the catch is that the free gift is
conditioned on completing a credit card
application.

Table 2: Total Reporting

Table Interactions
76% Reported Stopping at a Table On
Or Near Campus
31% of these Reported Being
Offered/Accepting A Free Gift
Most common gifts
(of those who reported a gift interaction)

T-Shirts 50%
Frisbee/Sports Toy 20%
Desk Toy/Stress Balil 16%
Candy or Soda 16%
Mug or Water Bottle 18%
Hat or Cap 16%
Other 40%

The most common other was food,
either pizza, Subway subs, other
sandwiches or "lunch”

Others reported receiving discount
coupons or "percent off purchases.” A
few reported "blankets" or "air miles”
and one reported an Ipod Shuffle.

Some states and individual campuses have
restricted or regulated on-campus marketing
by credit card marketers.® According to
Business Week:’

“California, Oklahoma, and Texas recently
passed laws restricting credit-card marketing
on public campuses, joining 15 other states
that already had such restrictions in place. In
California, credit-card marketers can’t fure
students with free gifts; in Oklahoma, colleges

can no longer sell student information for
credit-card marketing purposes; and in Texas,
on-campus credit-card marketing was
curtailed, permitting marketing only on limited
days and in certain locations.”

For example, with passage into law of AB 262
{(Coto) in 2007, California has strengthened its
campus marketing provisions. The act requires
that public colleges and universities disclose
exclusive marketing arrangements with credit
card companies and banks. It also broadens
the scope of existing 2001 legislation (AB 521
(Koretz)) which merely encouraged public
universities to adopt policies restricting banks
or their representatives from linking free gifts
to the completion of a card application at any
public college or university.

In her recent paper, “Maxed Out College
Students: A Call to Limit Credit Card
Solicitations on College Campuses,” law
professor Creola Johnson compares and
critiques flaws in existing state legislative and
campus efforts to restrict credit card marketing
on campus and states:

Banning gifts is essential to any state
legislation seeking to regulate on-campus
solicitations because the majority of students
will not apply for a credit card unless a gift is
offered. As a result, the ban will prevent
students from being enticed to prematurely
take on debt. Finally, many lawmakers have
recognized the need to require some form of
financial education to protect students from
overusing the credit available to them.

Table 2 lists the kinds of free gifts most
commonly offered by credit card companies or
their subcontractors (typically firms that
specialize in college marketing)., It is
important that any state or college regulation

A project of the PIRG Truthaboutcredit.org campaign
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of credit card companies apply to both the on-
campus vendor and to the credit card company
it serves as agent for. In many news stories
about unreasonable on-campus credit card
marketing, the bank simply blames the vendor
for violating its policies. In these cases, the
banks are either not supervising the vendor
adequately or are using the vendor as a cut-out
that engages in practices the bank encourages,
but can publicly denounce.

We also found that the firms in some cases
may have simply moved to near-campus
locations or ignored the rules. We found that
some students at all universities surveyed,
including those with state restrictions, reported
interactions at tables.

As we note in the table, thcre are a wide
variety of free gifts being offered. While some
are of nominal value, the high level of
responses in the “Other” category for pizza or

“Subway sub” sandwiches or “free food”
suggest that credit card companies and their
subcontractors are taking advantage of
students’ chronic cash shortages to attract
them to tables with offers of the instant
gratification of free food, then getting them to
sign up for cards that ironically may
contribute to later cash problems.

At the same time as many gifts are low-cost or
of nominal value, including cheap t-shirts,
Frisbees and desk toys as well free lunch
coupons, respondents noted a wide variety of
gift values. Some firms are offering gifts of
substantial value, including pre-loaded gift
cards worth $10-$25, or in onc case, an iPod

C. Marketing To Students Via Mail and Phone Solicitations:

Every year, the credit card industry sends over
6 billion credit card offers through the mail to
consumers. Students are getting their share.
Fully 80% of respondents said they received
mail from card companies. Students reported
receiving an average of nearly five (4.8)
mailed solicitations per month. However, a
number of students simply reported
“hundreds.”

shuffle (worth approximately $49 retail
according to Internet sites).
In addition, 22% of students rcported

receiving an average of nearly four (3.6)
phone calls per month from eredit card
companies.

It appears as if credit card companies may be
escalating their use of mail and phone
channels in response to the growing
restrictions on the use of on-campus tables.

D. How Students Reported Paying For School

Fully 61% of students relied on parents for
some or all of their educational costs, The next
most common sources of income reported

were scholarships (40%), student loans (38%),
summer jobs (32%) and part-time jobs (29%).

A project of the PIRG Truthaboutcredit.org campaign
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E. How Students Reported Using Their Cards

Nearly two-out-of-three (66%) students
reporting having at least one credit card.
Thirty percent (30%) reported that for their
primary card, they were either a co-signer or
their parents paid the bill.

Of remaining students paying their own bills,
just over half of the remainder reporting (36%
of the total) stated that they paid their own
primary card bills in full each month. The
other half of students paying their own bills,
(34% of the total) stated that they carried a
balance on their primary card.

When asked how they used their cards, a
question for which multiple entries were
allowed, more than half (55%) reported that
they used them for “day-to-day-expenses. The
same number (55%) reported using them for
books. The next highest categories reported
were  “weekends and  pizza”  and
“emergencies” but very few consumers limited
their response to “emergencies.” Nearly one-
quarter (24%) reported that they had used their
cards to pay for college tuition.

Table 4: Characteristics of Card Ownership and Use
How Many Students Have Credit Cards
Reporting At Least One Card (Credit/Gas/Store) 66%
Reporting "l Have No Cards” 34%
Of Those Reporting A Card, How | Pay My Primary Credit Card
| am only a co-signer or parents pay bill for my card 30%
| pay full amount each month, carry over no balance 36%
i camry a balance on my primary card 34%
How Students Say They Use Their Credit Cards
For Day To Day Expenses 55%
For Books 55%
For Weekends and Pizza 40%
For Emergencies 39%
For Travel to School 40%
For Vacation 25%
For Tuition 24%
Other 10%
Common "Other” responses were "gas,” online purchases, "food” and "to avoid debit card
overdrafts™ or "when | have no cash.” Respondents either used an "X" or ranked responses
1-8. Results include X, 1, 2 or 3 (highest responses).

A project of the PIRG Truthaboutcredit.org campaign
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F. How Students Reported Their Card Balances

Seniors responsible for their own cards who
reported carrying credit card debt had more
than double the debt reported by freshmen.
Students responsible for their own cards who
reported that they carried credit card debt and
also had student loans had slightly higher
credit card balances than those who did not
have loans.

Students responsible for their own cards who
reported that they had previously defaulted on
a credit card had much higher credit card
balances than those who had not had a
previous default.

Table 5: Balances Reported:
Students Who Are Responsible For Their
Cards and Carry A Balance

Reported Balances Increase With
Leoans Or Previous Default

Alse
Report
Card Student Or, Report A Previous
Balance Loans Default On A Card
Senior $2,623 $2,785 $4,116
Junior $2,459 $2,521 $3,813
Sophomore $1,896 $2,311 $3,343
Freshman $1,301 $1,553 $2,450

G. Negative Outcomes From Cards: Late and Over-the-Limit Fees and Defaults

One in four respondents (25%) reported thcy
had paid at least one late fee and 15% reported
they had paid at least one over-the-limit fee.
Over 6% of respondents reported that at least
one card had been cancelled for non-payment.
Nearly one in five (19%) had cancelied a card

themselves in good standing. These figures
include all students, including those whose
parents now pay for their primary cards or
who claim to carry no balances on their
primary cards.

Table 6: Negative Outcomes: Late Fees, Over-The-Limit Fees,
Cancelled Cards
Of All Respondents {Card Or No Card), Paid Late or Over the Limit Fees
Have paid a late fee 25%
Have paid an over the limit fee 15%
Have Had a Card Cancelled or Have Cancelled a Card
Have No
Card | Cards | Ali (Card or No
Now | Now Card)
Have cancelled a card myself "in good standing” 23% 12% 19%
Have had a card cancelled for delinquency 7% 4% 6%
A project of the PIRG Truthaboutcredit.org campaign March 2008
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3. The Problem of Credit Card Companies and College
Campuses

The credit card industry’s priority is to get
their cards into the hands of undergraduate
students. Credit card companies know that the
first card in a wallet has the potential to
become a “top-of-the-wallet” card, or the one
that is used most often. For sentimental
reasons, consumers may hang onto that first
card longer than other cards, which they may
chum (cancel and re-apply for other cards) as
offers change. Therefore, targeting of
undergraduates and making exclusive deals
with colleges represents a long term industry
strategy to become the first-in-the-wallet, top-
of-the-wallet card for as many consumers as
possible. Within this context, the relationships
between colleges and universities and credit
card companies are coming under scrutiny.
Facing budget cuts and other funding
shortages, some public colleges may
appreciate the revenue that credit card
companies can provide in exchange for
marketing privileges. Regardless, many
colleges and a numbers of states have
restricted campus credit card marketing - for
example, by banning free gifts or limiting the
numbers of days of tabling allowed or by
outright banning on-campus marketing. In
response, credit card companies simply invent
new, more lucrative enticements and insidious
marketing schemes in a never-ending effort to
cnsure that students carry their cards.

A. Ways That Credit Card
Companies Get Onto Campus

Here are some of the methods by which credit
card issuers get on to the campus:

1. Marketing through campus tabling
events: Typically, student groups and

organizations set up a table in a visible

location on campus to educate the student
body about their group and events. Many
credit card companies and their vendors will
market their cards on campus in this manner,
having either paid daily vendor table fees or
commissions to student groups, cssentially to
“rent” the student group’s “tabling” rights.

Even at campuses that have taken the step to
ban overly-aggressive credit card marketing, a
recent PIRG report found that card companies
and their hired vendors often violate rules:

“Based on the blatant disregard of university
policy that occurs at the UMCP (University of
Maryland at College Park) campus and other
schools, it appears that the voluntary code of
conduct is not effective. The desire to tap into
the college student market appears to outweigh
any concern for the welfare of the students.””

2. Using student peer pressure: In some

instances, credit card companies go directly to
student groups and offer fees as a fundraiser
for the group. Given the limited resources on
campus for student groups, this marketing
tactic is particularly appealing to groups that
want to be active on campus. The student
group will be reimbursed for getting their
friends and neighbors in their dorms and
apartment buildings to fill out applications for
credit. This method is a particularly insidious
marketing tool in that it relies on peer pressure
to ensure that students arc filling out
applications for the credit card.

3. Branding “college” credit cards: Many

colleges are enticed into  exclusive
arrangements to market university-branded
cards in return for lucrative fees to the
university. Often these arrangements are
disguised through a relationship with an
intermediary entity, typically an affiliated

A project of the PIRG Truthaboutcredit.org campaign

March 2008



The Campus Credit Trap

113

Page 8

alumni association. Here is an excerpt from a
proposed 2006  agreement (renewing
longstanding similar agreements) between the
State University of lowa and its alumni

association. It describes in detail how much
undergraduate student information is collected
and then provided by the alumni association to
Bank of America.

Excerpt from University of Towa agreement with Alumni Association, which has a corresponding contract

with Bank of America.
EXHIBIT A

Commitment of the University’s services and information to the Association

1. Upon the Association’s request, not more than six times during any academic year, provide in
convenient electronic format an updated list of current University students with their local mailing

addresses.

2. Permit the Association, or its representatives, to maintain an Affinity Program related
informational/promotional table at the lowa Memorial Union up to seven days per each semester. The
right to have such a table from credit card information/marketing is exclusively granted to the Association
until the expiration of the extended, renewed or replaced Affinity Program.

3. Upon the Association’s request, not more than once per academic year, provide to the Association in
convenient electronic format an updated list of current students with permanent/home mailing addresses.

4, Upon the Association’s request, not more than twice per semester, provide to the Association in
convenient electronic format an updated list of current students with local telephone numbers.

5. Upon the Association’s request, not more than four times per semester, provide to the Association in
convenient electronic format an updated list of current students with e-mail addresses.

We have posted this and other Iowa agreements on the PIRG truthaboutcredit.org website.

Last fall, a Des Moines (lowa) Register
investigative series® used a favorable new state
court decision on public records to pierce the
veil between secretive, exclusive contracts
between Bank of America and both Iowa State
University and the University of Iowa.

The newspaper obtained numerous documents
that detailed the sharing of student telephone
numbers, addresses and email accounts on a
regular basis as a condition of the contracts.
According to that Des Moines Register
analysis® of public documents concerning the
University of [owa:

UNIVERSITY OF IOWA

Credit cards are marketed directly to students,
with alumni officials suggesting that students
use them to pay for books, supplies and "quick
cash" in an emergency. There are 208 students
actively using the cards, and they have an
average balance of $1,028. Alumni officials
won't release a copy of their contract with
Bank of America, but they say they collect
about $1 million in annual revenue from the
credit cards. The alumni association gives the
school $200,000 of that money each year.
Some of the money given to the school is
payment for $145,600 worth of football tickets
used by Bank of America representatives and
others.

A project of the PIRG Truthaboutcredit.org campaign
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Previously, card companies and public
universities had argued that only their
allegedly “private” alumni associations —
supposedly exempt from public records laws —
had relationships with banks. The Iowa
relationships are presumably similar to those
in other states. The documents show that the
alumni association acts as a go-between or
conduit and contracts with-both the bank and
with the school. The contracts and memoranda
of understanding between the school and the
alumni association allow the bank to obtain
detailed access to regularly updated
informatjon on undergraduates.

Appendix 3 to this report is a marketing letter
from the University of Jowa Alumni
Association and Bank of America to
undergraduate students (excerpt):

Imagine the convenicnce of being able to
purchase supplies for your classes, without
worrying about carrying a lot of cash. You
could pay for your books—or get quick cash in
an emergency—and put it on one easy-to-use
account. That’s the kind of flexibility every
student can appreciate . . . and it can be yours
with the University of lowa credit card.””

4. Purchasing student lists for marketing:

Many credit card companies encounter no
difficulty in securing information of current
students at colleges for marketing purposes. It
is also true that some state public records laws
compel public universities and colleges to sell
their lists of student information as public
records, to anyone. State law may make
student lists public records subject to full
disclosure. The ease with which credit card
issuers can access current student contact
information may explain thc survey results
that demonstrate the high number of phone
call and mail solicitations that students receive
from the credit card industry.

Qur survey did not encompass the use and
marketing of debit cards on campus.
However, rccent news coverage exposes

similar campus marketing approaches with
bank debit cards.

5. Debit card exclusive deals: This month,
USA Today reported’’ that colleges are not
only signing lucrative agreements to market
exclusive credit cards branded with the
university logo to alumni and undergraduates,
but also that an increasing number are
outsourcing their student ID card needs to
banks that are then offering dual-use ID
card/debit cards. In addition to information
that may be obtained from ID card use,
student debit card usage patterns offer a
detailed map that will allow the bank to later
effectively market credit cards to the students.

¢ Which student re-loads his or her card
from their own bank accounts?

e  Which student relies on parental re-
loads? How many? How often?

e  Which student buys the most on-line or
in local stores? What do they buy?

e  Which student frequently pays $35
overdraft fees because he or she uses the
card instead of cash for tiny transactions
at Starbucks or other local coffee shops?

USA Today also reports that a protest occurred
at Portland State University (Oregon):

Hundreds of students protested, angry that the
school was promoting a bank account they felt
cost students more than other banking options.
Their objections now are being echoed by a
growing number of consumer groups and
college students across the nation.

For a fee of $20, students at Portland can geta
non-debit ID card, the story notes.

A project of the PIRG Truthaboutcredit.org campaign
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B. State Attorneys General Take
Action

1. New York investigates campus_credit
card marketing: This month, papers reported
that New York Attorney General Andrew
Cuomo is conducting a nationwide
investigation into “whether credit card
marketers have offered payments or other
incentives to colleges in exchange for
exclusive access to the institutions’ students.”
At least one school, Dartmouth, told the New
York Times it had received a subpoena from
Cuomo’s office.’”” Previously, Attorney
General Cuomo had become well-known for

investigating relationships between student
loan companies and colleges.™

2. Ohio settles case with Potbelly Sandwich
Works: This month, Ohio Attorney General

Marc Dann dnnounced partial settlement of a
lawsuit against Citibank, Elite Marketing and
Potbelly Sandwich Works over deceptive
credit card marketing on campuses throughout
the state. In return for being dropped from the
case, Potbelly agreed to fund several showings
of the credit card documentary “Maxed Out,”
at schools around the state and to provide
1,600 free sandwich coupons to attract
students to see the movie. Citibank and the
firm Elite Marketing remain defendants.'
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4. Congress investigates credit card company practices:

A. Students and Credit Cards:

The Congress is investigating a wide variety
of credit card practices, including restrictions
on the marketing of credit cards to young
people based on their ability to pay. Under
current practices, banks may offer cards to
young consumers without verifying income or
credit reports or other ability to re-pay, relying
solely or largely on the consumer’s status as a
student to qualify them.” The student
marketing reform bills include various
provisions to impose ceilings on credit limits
on cards offered to youth, to limit the number
of cards a young consumer can have, to
require underwriting or income verification,

and in some circumstances, require a cosigner.
16

While state policymakers may be told (not
always correctly) that they are limited by
preemption rulings from considering similar
proposals, state policymakers should consider
all additional actions that better regulate
campus credit card marketing and that impose
greater penalties on companies that break the
rules.

B. Other Credit Card Practices
Under Congressional Investigation:

Among the other practices of credit card
companies affecting both students and others
and under review by the Congress'” arc the
following:

e Raising interest rates of consumers
previously in good standing from their
market rate of a typical 5-15% APR to
penalty rates of 30% or more as the result
of one or two late payments.

Using contract terms that allow the bank
to change the terms of a card at any time
for any reason, including no reason.
Raising rates to 30% APR or more even if
a consumer is currently in good standing
with the bank, by claiming that the
consumer was late to a different creditor
or that his or her credit score declined.
This practice is known as either “universal
default” or “risk-based re-pricing.”
Manipulating credit card due dates from
month to month to trick consumers into
paying more late fees of $29-$39 and
concomitant “pile-on” penalty interest
increases to 30% APR or more.

Charging “pay to pay” fees when
consumers attempt to avoid late fees by
paying by phone or on the Internet.
Authorizing transactions that allow a
consumer to exceed his or her limit, then
charging over-the-limit fecs as high as $39
cach month until the account drops back
below the previous limit, even though the
transaction was approved.

Applying payments only to the eustomer’s
lowest rate balance, allowing high-interest
credit to pile on more and more interest, If
a customer has a balance at several rates
(for example, a total balance of $3,000
might include a partial balance of $1,000
of a balance transfer at 0% APR, $1,000
from purchases at 15% APR and $1,000 at
a cash advance rate of 22-25% APR). If a
customer sends in only the minimum
payment, his or her bank would routinely
apply the customer’s entire payment to the
0% portion of their balance only. Yet, if
the customer sends in $1,000 (e.g., an
amount well above the minimum monthly
payment) and attempts to direct that the
amount of the payment above the
minimum be applied to the 22-25% APR
portion of the balance, that request would
be denied and the $1,000 payment would

A project of the PIRG Truthaboutcredit.org campaign
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be applied only to the 0% interest portion
of his or her balance. To our knowledge,
no bank even blends the payment to apply

it proportionally to multiple balances at

different rates. All payments are applied to
lowest rate balances only.

Collecting interest on previous balances
that have already been paid by using
complex interest rate and balance
calculation practices such as the “two-
cycle average daily balance method

including new purchases™ or the “trailing”
or “residual” intcrest methods.

Marketing deceptively advertised and
extremely profitable add-ons of little or no
value to the consumer, such as credit
property and credit life insurance and
identity theft credit monitoring.'®

A project of the PIRG Truthaboutcredit.org campaign
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5. The Solution: Campuses Shouid Adopt Fair Campus Credit
Card Marketing Principles

The results of this survey support the
recommendations of the truthaboutcredit.org
campaign launched by U.S. PIRG Education
Fund to get colleges to adopt fair campus
credit card marketing principles.

These principles are the following:

1. Prohibit use of gifts in marketing on
campus. Credit card banks, issuers, and
vendors shall be prohibited from offering
anything of value, including food, clothing,
sports equipment, travel vouchers, coupons, or
equivalents, for purposes of soliciting an
application for a credit card on campus. In
addition, credit card banks, issuers and
vendors are prohibited from offering financial
support or other goods and services to any
campus employee or campus department in
exchange for marketing privileges.

2. Control passive marketing
techniques. Posters and flyers shall comply
with college posting regulations. Credit card
banks, issuers and vendors shall be prohibited
from leaving their marketing materials posted
or displayed for longer than the posting
regulations that govern the campus.

3. Block acquisition of student lists.
Purchase (or sharing as a condition of
exclusive marketing arrangements) of student
lists shall be prohibited on campus. Credit
card banks, issuers and vendors are prohibited
from purchasing or otherwise acquiring lists of
students of any kind currently enrolled at the
campus. If state law on public records is
subject to interpretation on whether detailed
student information is a public record, schools
should interpret it in favor of privacy. If state
law makes student lists public records subject

to full disclosure, then policymakers should
consider changes. The purpose of open
government laws is so that citizens can
evaluate the effectiveness of their government,
not so that students can be targeted by credit
card companies. At a minimum, as an interim
step, universities should only sell lists after
students have opted-in to agree to have their
names shared.

4. Stop group sponsorship. Student
group or departmental sponsorship shall be
prohibited. Credit card banks, issuers and
vendors are prohibited from negotiating deals
with student groups and other - campus
departments such that the student group or
department will receive financial support or
any other goods and services for applications
collected on behalf of a credit card company.

5. Increase financial education.
Financial education shall be enhanced on
campus. Colleges and universities shall
increase resources to support training and
educational programs that increase students’
consumer awareness and ability to navigate
issues of student debt responsibly.

6. Credit card contractual terms and
conditions that take advantage of students
as consumers shall be discouraged. Colleges
and universities should discourage specific
credit card terms that take advantage of the
consumer. Such practices include universal
default — where a company will increase a
consumer’s interest rate based on her payment
record on another account not associated with
the card; hidden fees — where a company does
not disclose certain fees for paying by phone
or ordering a copy of a bill; mandatory
arbitration — where the consumer gives up the

A project of the PIRG Truthaboutcredit.org campaign
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right to legal action against the company;
changing contracts ~ where the company
reserves the right to change all terms on ‘the

credit card at any time for any reason; and
penalty interest rates above 20% that stay in
place indefinitely.

6. Recommendations for Students and Other Credit Card

Consumers:

Students and others who are overwhelmed by
credit card marketing offers should contact the
federally-mandated credit bureau solicitation
“opt-out” list at 1-888-5-OPT-OUT (1-88-567-
8688). Placing your name on this list will
reduce the number of pre-screened credit card
offers you receive. Adding your name to this
list will not eliminate all offers, since if you
use a credit card to buy something at a store,
or fly on an airline, that store or airline has
obtained your name from a business
relationship, not a credit bureau.'® Signing up
for the list is reversible; if you decide you
want credit card offers in your senior year or
after you graduate, you can reverse your opt-
out,

Students and alumni should ask their
universities not to share your names with its
credit card partners. Student governments
should pass resolutions in support of this
position and also in support of the other
principles.

‘

Pay off balances in full each month.
Companies keep the minimum monthly
payment low so that you'll extend your
payment over time and rack up additional debt
in interest.

If you can't pay off the card in full, then make
the largest payment possible each month.
Always pay more than the minimum required.
Make your payments as early as possible
every month (at least 7-10 days before it is
due) to avoid late charges.

Watch for changing due dates. Call your credit
card company and ask for a lower rate. It is
cheaper for a credit card company to keep a
customer than find a new one, so if you think
that your interest rate is too high, call the
number on your card and ask for a lower one.
In a recent U.S. PIRG study, over half the
consumers who called lowered their rates by a
third or more.?

A project of the PIRG Truthaboutcredit.org campaign
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7. Conclusion

This report is based on a large survey of
students on college campuses. Its findings on
thc demographics of student use of credit
cards track those of other investigators:*' the
majority of students are using credit cards,
credit card use increases with the number of
years in college, students are using cards to
pay for increasing costs of higher education
and significant numbers of students have paid
punitive credit card fees or are trapped in
credit card debt.

The survey adds to the literature several
important points:

¢ Credit card companies are marketing
through a variety of channels to
reach students and are adapting to
marketing restrictions by using near-
campus tables, telephone calls, direct
mail marketing and exclusive affinity
card arrangements designed to
bypass marketing limits.

s Students strongly support the
establishment of fair credit card
marketing principles.

The report shows that banks are reaching
deeper into college students’ lives, to trap
them deeper into debt. This is troubling, since
the credit card debts are piled onto
increasingly untenable student loan debts.
High- debt-loads make it hard for young
consumers? to get a start in the working world
and limit their opportunities to choose public
interest careers.

The U.S. PIRG Education Fund intends to
work closely with college administrations on
solutions on to the campus credit card trap. We
are encouraged that many schools and
academic associations have demonstrated
recognition of the problem and a keen interest
in pursuing real reform.

8. Methodology and Demographics:

Between October 2007 and February 2008,
U.S PIRG campus staff and student volunteers
approached random students in student unions
and in popular campus locations asking them
to take part in a survey. A total of 1584
students from 40 schools in 14 states
participated (See Appendix 1).

Fifty-seven percent of participants reporting
their gender were female and 43% male.
Students were primarily single, fulltime
undergraduates. We believe that the survey

provides a representative sample of
undergraduate attitudes toward credit card
marketing,**

The survey was ethnically diverse. Seventy-
one percent reported that they were white or
Caucasian; 13% Asian; 8% Latino/Hispanic
and 7% Black/African-American. By age,
respondents were young and primarily
undergrads. The average age was 21 years; the
median 20 years of age. {See Appendix 2),

A project of the PIRG Truthaboutcredit.org campaign
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ENDNOTES

! “Although profitability for the large credit card banks has risen and fallen over the years, credit card eamnings have
been consistently higher than returns on all commercial bank activities.” See “Report to the Congress on the
Profitability of Credit Card Operations of Depository Institutions,” July 2007, Federal Reserve Board of Governors.
The 2007 and previous reports are available at hitp://www.federalreserve. gov/pubs/reports_other.htm (last visited 18
March 2008).

2 For discussion of these tricks and traps, see testimony of this report’s author, Ed Mierzwinski (and also that of
Kathleen Keest of the Center for Responsible Lending) at a hearing of the Subcommittee on Financial Institutions
and Consurmner Credit of the U.S. House Financial Services Committee. (7 June 2007), available at
http://www.house.gov/apps/list/hearing/financialsves_dem/press060707.shtmi (last visited 17 March 2008).

* Another key target is certain immigrant populations who are good credit risks but have previously obtained their

credit needs without credit cards. See, e.g., the report “Latino Credit Card Use: Debt Trap or Ticket to Prosperity,”

February 2007, Beatriz Ibarra, National Council of La Raza, available at

http://www.nclr.org/content/publications/detail/44287/ (last visited 18 March 2008). Banks can also seek customers

from populations who've previously had a credit card and lost it through default. There is a growing business of sub-
rime, high fee credit cards. As one banker has noted, these consumers already “have a taste for credit.”

No reliable chart of state laws or individual schoo! policies is available and compiling one was not the subject of
this report. In 2007, at least 12 states considered legislation to regulate credit card marketing on campus (personal
communication to author from Heather Morton, National Conference of State Legislatures, October 2007). For
additional background, some sources include the following:

“College Students and Credit Cards,” US General Accounting Office, Report GAQ-01-773, June 2001, available at
http://www.gao.gov/new.items/d01773.pdf (last visited 18 March 2008) and see “Graduating Into Debt: Credit Card

Marketing on Maryland College Campuses ” February 2004, Maryland PIRG and the Maryland Consumer Rights

Coalition, available at  httpy/) /home/reports/report-archives/financial-privacy--security/financial-

privacy--security/graduating-into-debt- credlt—card -marketing-on-maryland-college-campuses (last visited 18 March

2008)

? “Selling Students into Credit-Card Debt” by Jess;ca Silver-Greenberg, Busmess Week Magazme 1 October 2007,

visited 18 March 2008).
® The comparison of state law proposals begins on page 255. See Creola Johnson, “Maxed Out College Students: A
Call to Limit Credit Card Solicitations on College Campuses,” New York University Journal of Legislation and
Public Policy, Vol. 8, p. 191, 2005. The paper is also available for download at
http://papers.ssm.com/sol3/papers.cfm?abstract_id=925234 (last visited 19 March 2008).
7 See “Graduating Into Debt: Credit Card Marketing on Maryland College Campuses,” February 2004, Maryland
PIRG and the Maryland Consurner Rights Coalition, available at htp://www.uspirg.org/home/reports/report-
archives/financial-privacy--security/financial-privacy--security/graduating-into-debt-credit-card-marketing-on-~
maggland—college—camguses (last visited 18 March 2008).
¥ See “U of 1, lowa State use student data to sell credit cards,” 23 September 2007, by Clark Kauffman, the Des
Moines Register, and related stories in the series, available at
http://www.desmoinesregister.com/apps/pbcs.dil/article? AID=/20070923/NEW S/709230350/1001 (last visited 18
March 2008).
?«J of I, UNI refuse Regents’ request on credit cards,” Clark Kaufmann, the Des Moines Register, 7 October 2007,
available at hitp://www.desmoinesregister.com/apps/pbes.dil/article? AID=/20071007/NEWS10/710070332 (last
visited 18 March 2008), see sidebar). Note that in a subsequent public hearing, university officials disputed the
newspaper reports: “Mr. Vince Nelson, Director, Alumni Services, Ul stated that the university limits campus credit
card solicitations to students by offering exclusive marketing rights to one affinity credit card organization, thereby
eliminating all other credit card solicitations, that the target audience for the program is alumni, not students, and
that students comprise a very small percentage of cardholders.” See Summary of the Hearings of the Government
Oversight Committee of the lowa Legislature at Page 5, hearing of 29-30 October, available at
http://www.legis.state.ia.us/lIsadocs/BriefOnMeetings/2008/BMRSN00Q,PDF (last visited 18 March 2008).

' See Appendix 3, undated sample credit card solicitation letter on behalf of Bank of America.
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' See “Colleges’ debit-card deals draw scrutiny,” by Kathy Chu, page 1, USA Today, 17 March 2008, available at
http://www .usatoday.com/money/industries/banking/2008-03-16-cover-college-debit N.htm (last visited 18 March
2008). The story reports that New York Attomey General’s investigation of credit card practices has been expanded
to include debit card arrangements.

2 “Inquiry Into Bank Practices.” By Jonathan Glater, the New York Times, 1 March 2008.

B “Cuomo Testifies Before House Education Committee On Student Loan Industry.” News release, Office of New
York Attorney General Andrew Cuomo, 25 April 2007, available at
http://www.oag.state.ny.us/press/2007/apr/apr25b_07.htmi (last visited 18 March 2008). “Cuomo also announced
that two of the nation’s largest banks, JP Morgan Chase and Bank of America have now agreed to Cuomo’s Student
Loan Code of Conduct in their student lending practices. JP Morgan Chase and Bank of America are the nations’
third and fourth largest loan originators. Citibank and Sallic Mae, the two largest lenders, have already adopted the
Code of Conduct.”

' News release, 10 March, 2008, “Attorney General Announces Agreement with Potbelly,” Office of Ohio Attorney
General Marc. Dann.

13 Although the author has no citations for this thesis, he has been a patticipant at one “summit” between bankers,
consumer groups and members of Congress, and an observer at a recent hearing, where senior officials of Citi and
Chase made statements to the effect that merely being “in college™ was a significant plus factor in their internal
decision-making algorithm for granting card applications.

' For proposed bills specific to restricting credit card offers to college students, see, for example, The Student
Credit Card Protection Act of 2007, introduced by Rep. Louise Slaughter (NY) in the House as S 3347 and Senator
Herbert Kohl (W1) in the Senate as S 1925 and Credit Card Reform Act of 2008, S 2753, introduced by Senator
Robert Menendez. The bills include various provisions to impose ceilings on credit limits on cards offered to youth,
to limit the number of cards a young consumer can have, to require underwriting or income verification, and in some
circumstances, require a cosigner.

7 On the broader issue of unfair credit card practices in general, major bills have been introduced by Rep. Carolyn
Maloney (NY), chair of a key House subcommittee (the Credit Cardholders Bill of Rights, HR 5244), Sen. Carl
Levin, who chairs the Senate Permanent Subcommittee on Investigations (the Stop Unfair Practices in Credit Cards
Act of 2007, S 1395), and many others. For explanations of the problems of credit card marketing, see especially the
testimony of Professor Elizabeth Warren and other professors at a recent hearing (13 March 2008) on the Maloney
bill, available at http://www.house.gov/apps/listhearing/financialsvcs_dem/hr031308.shtml. Although anticipated
testimony from several credit card victims was suppressed at the 13 March 2008 Maloney hearing, also see
testimony of victim Wesley Wannamaker, accompanied by Alys Cohen of the National Consumer Law Center, at a
hearing of the Permanent Subcommittee on Investigations, available at http://www.senate.gov/~govt-
aff/index.cfm?Fuseaction=Hearings.Detail& HearingID=421 (all sites last visited 18 March 2008).

8 Credit life, property or disability insurance is among the worst insurance values. Instead of paying several dollars
each month for these questionable, but profitable products, consumers should make higher monthly payments.
Identity theft credit monitoring may have some value in waming of past identity theft. Nevertheless, at $5-14/month,
credit monitoring is extremely over-priced, in addition to often being deceptively marketed. A better solution for
most consumers would be to obtain a free credit report from one of the three credit bureaus, every 3-4 months.
Under law, each bureau must provide one free report annually on request, from the government-mandated shared
website at annualcreditreport.com. Nothing requires consumers to obtain all three at once. Consumers can also fight
identity theft before it starts by taking advantage of their rights to place security freezes on their credit reports.

' More information and opportunities to opt-out by phone or Internet is available at the Federal Trade Commission

webpage hitp:/www.ftc gov/bep/conline/pubs/credit/prescreen.shim (last visited on 18 March 2008).
2 Deflate Your Rate: How To Lower Your Credit Card APR, U S. PIRG and MASSPIRG, March 2002, available at

http://www.uspirg.org/home/reports/report-archives/financial-privacy--security/financial-privacy--security/deflate-
¥our-rate—how—to-lower-your—credit—card-z_\gr (last visited 18 March 2008). R

! See, e.g., “Undergraduate Students and Credit Cards in 2004: An Analysis of Usage Rates and Trends A study by
Netlic Mae,” May 2005, available at http://www.nelliemae.com/library/research_12.html; see “Generation Debt:
Student Loans, Credit Cards, and Their Consequences,” 27 November 2006, available at

http://www.demos.org/pubs/yaes web_debt.pdf; see “Variables Influencing Credit Card Balances. of Students at a

Midwestern University,” Mattson, Sahlhoff et al, NASFAA Journal Of Student Financial Aid, Vol. 34, No. 2, 2004,
available at http://www.nasfaa,org/annualpubs/journal/Vol34n2/mattson.pdf; see “Credit Card Nation,” by Robert
Manning, Basic Books, 2000, abailable at http://www.creditcardnation.com; and see “The Credit Card Trap: How
To Spot It, How To Avoid It,” U.S. PIRG and MASSPIRG, 1 April 2001, available at
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redn«card-trap-how-xmsgot- t-how-to-avoid-it (all sites last visited 19 March 2008).
%2 See “Strapped: Why America’s 20 and 30 Somethings Can’t Get Ahead,” Tamara Draut, Random House, January
2007. Draut is director of the Demos (note supra) Economic Opportunity Program, Available at
http://www.strappedthebook.cony/ (last visited 19 March 2008).
¥ See “Paying Back, Not Giving Back: Student Debt's Negative Impact on Public Service Career Opportunities,” 1
April 2006, U.S. PIRG Higher Education Project, available at ttg [wWwWw. usmrg ogzhome/regons/regort-
archives/affordable-higher-education/affordable-hi

debts-negative-impact-on-public-service-career-opportunities (last visited 19 March 2008).

** The survey may, however, understate average credit card debt. It is a known fact that consumers tend to under-
report debt in personal surveys. Personal communication by the author with Steve Brobeck, Ph.D., executive
director, Consumer Federation of America.
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APPENDIX 1: Schools Where
Students Were Surveyed, By State

State

Arizona State University AZ
University of Arizona AZ
UC Davis CA
UC Berkeley CA
UC irvine CA
UC Riverside CA
UC Santa Barbara CA
UC Santa Cruz CA
UC San Diego CA
University of Southern California CA
University of Colorado at Boulder [o]e]
University of Colorado at Denver (Metro) Cco
fowa State University 1A

indiana University IN

Berkshire Community College MA
Bristol Community College MA
Fitchburg State MA
Mass School of Pharmacy MA
Mass College of Art MA
Mass Bay Community College MA
Middlesex Community College MA
Mass College of Liberal Arts MA
North Shore Community College MA
UMASS Amherst MA
UMASS Boston MA
UMASS Dartmouth MA
Waestfield State MA
Worcester State College MA
University of Maryland at College Park MD
University of Maine ME
University of Southern Maine ME
St, Louis Community College Meramec MO
Rutgers University NJ

University of New Mexico NM
Eastern Oregon University OR
Southern Oregon University OR
The Evergreen State College WA
University of Washington i WA
University of Wisconsin at Madison Wi

University of Wisconsin at Milwaukee Wi
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Appendix 2:
Demographics of Respondents
Gender
Mate 1 43%
Female ) | 57%
Age
Average Age | 21
Median Age | 20
Single or Married
Married I 5%
Single | 95%
Full or Parttime Student
Fulltime student | 92%
Parttime i 8%
Race/Ethnicity
White/Caucasian 71%
Black/African-American 7%
Latino/Hispanic 8%
Native American 2%
Asian 13%
QOther 4%

Multiple responses to Racefethnicity allowed
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APPENDIX 3
Campus Credit Card Trap

OUTSTANDING
FINANCIAL BENEFITS
FOR STUDENTS

*» Immediate savings with
no annsal fee.

497

* Even more savings with a
Iow introductory 4.9%
Annual Percentage Rase (APR)
on cash advance checks and
balance transfers until
November 2007.

* Valuable credit card informasion
at ww smartcreditips.com

* Secyre online account access and
electronic bill payment service.

* Around-the-clock fraud protection.

* Help when you need jr.
Tollfrve, 24 hours a day

REPLY BELOW TO REQUEST YOUR

CREDIT CARD TODAY OR CALL
TOLL-FREE 1.866.875.6252

YOUR PERSONAL REQUEST FORM

f )

J

A NEW OPPORTUNITY ESPECIALLY FOR STUDENTS. SIMPLY RETURN THE
FORM BELOW TO REQUEST YOUR NO-ANNUAL-FEE UNIVERSITY OF lowa
MASTERCARD® CREDIT CARD.

Dear Sample A. Sample:

Imagine the convenience of being able to purchase su Fplxes for your classes, without
worrying about carrying a lot of cash. You could pay for your books—or get qui
cash inan emergency—and put itonone casy- t0-Use account.

That’s the kind of flexibiliry every student can appreciate . . . and it can be yours
with the University of Iowa credit card. This unique financial tool can help you save
money, simplify your life, build a good credit history, and show your pride every
time you make a purchase. Simply complere the form below to apply for your card
today or call toll-free 1.866.875.6252.

Great Opportunities. Great R credit is not without risks.
We recognize that there may be challenges along the way. That's why Bank of
America is dedicated to giving you the tools you need to learn to manage credit
wisely. Check out www.smartcredittips.com for information and handy budgctmg
tools. And look for a brochure with your new Bank of America® credit card thae’lf
help you understand what you need to do to maintain and build your credir for the
furure.

Plus, this credit card program offers a customized credit line and no annual fee.
You'll also appreciate the fow Introductory 4.9% APRT for cash advance checks and
balance transfers until November 2007. This Intsoductory APR applies only to cash
advance checks and balance transfers, and may end sooner if your account is paid
late or if your balance exceeds your credit limit. For recail purchases, you'll also
enjoy a great low APR right from the start. (Please note that payments are applied
first to balances with the lowest APR and balance transfers® and cash advance
checks are subject to a 3% transaction fee, no less than $10.}

(over, please)
1Please see the reverse side and the enclosed Disclosure Summary for rate, fee,
and other cost inft ion. All terms, including the APRs and fees, are subject

to change at any time, for any reasen, in accordance with the Credit Card

Agreement and applicable law.
¥ Dt ere

Please complete and mail this application for the University of lawa

YOUR SCHOOL __ Powse g coscly in back a b ik MasterCard® credit card.
Schoot.
Campas
X Due I /
L Y SUBMITTING THIS APPLICATION LAGREE 70 THE CONDITIONS ONTHE REVERSE
sl%somus FORM,THE TERMS 0F TfE DISCLOSURE SUMMARE AND TO BE B0UND BY
Cax OFrahmas [Sopbomore [ urder  [JSenior  [JGrduate BT B Errouwmlmm BRI Rl

Indicate your preferred

OTte address sbove

YOUR FINANCES

fFfas e )
DIThe strest address at cight? 11 An ahtomate eddvess

ould ke i

+ BrbDawl [ |
Morher’s Maiden Ny purp
Your Permanen

Boxesit
Ciy Seatn 7P
Moattly Arepr: JHomeconer [ Living in campras bowing
HowingPayinetS O Renter ] Liciog with parears

Resident Staroe: U.S. Giriren o7 Permanent Residene? [¥es TINs

Source of Persanal ncomed ¥ {check ll batapplyl: {1 Parentit) Clrartiime job
Oorbee Permanest Home Phose )
£ aimony, S .
. 'mnmmmmﬁmﬁ.ﬁ'ﬁ Schoot Phone____} CellPhonel___)
B cusitAddes optiand
Enplope (i spplicble) Mo, kg meafored e cons oo I
Position Dot (P Do | | Fadert Y s int

STICON_VR48 0807
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