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Good morning Chairman Fuschillo, Chairwoman Pheffer, Chairman Towns and Members of the Committees.  My name is Roberta Kotkin and I am the Chief Operating Officer and General Counsel of the New York Bankers Association (NYBA).  NYBA is comprised of community, regional and money center commercial banks and thrifts in the State of New York.  In the aggregate, our members have over 300,000 employees and assets in excess of $3 trillion.  I am pleased to be joined here today by Robert E. Blackburn, General Counsel of Union State Bank, and by Oliver I. Ireland, a partner at the law firm of Morrison & Foerster LLP, in Washington, D.C. 

We appreciate the opportunity to be here today to offer our thoughts on the credit card industry, which despite some concerns that we all share, has been an amazing success story for American consumers and merchants alike.  Credit cards offer a reliable and convenient payment option for consumers and guarantee that merchants get paid for legitimate sales transactions.  Without a doubt, credit cards are responsible for a large and ever growing share of consumer spending in the United States and play an extremely critical role in keeping the country’s and our State’s economy vibrant and dynamic.  

With such a widely used product, it is not unexpected that questions arise from time to time about issuers’ pricing, marketing and disclosure policies.  In this regard, NYBA has consistently advocated - as it has in an array of other consumer areas - for accurate and appropriate disclosures and consumer financial literacy and awareness.   However, we would strongly caution against any legislative actions that would impede New York issuers’ effective credit card risk management strategies. Such legislative initiatives would undoubtedly have the unintended consequence of reducing access to this important credit vehicle for many New Yorkers.  Moreover, restrictive legislation would only apply to State-chartered institutions, thereby placing our State bank and thrift issuers at yet another competitive disadvantage to their federal counterparts.        

Credit Cards’ Role in Our Economy
Today, credit cards are responsible for more than $2.5 trillion in transactions a year and are accepted at more than 24 million locations in more than 200 countries and territories.  According to a recent report by the General Accountability Office (GAO) (which can be accessed at www.gao.gov/new.items/do6929.pdf) the number of credit cards currently in use has grown from less than 100 million in the mid-1980s to over 690 million through 2005, with 70% of families now holding at least one card.    Credit cards offer a flexible and instant means of payment, they permit access to bank accounts and cash from ATMs 24 hours a day, they are accepted in more places than checks and can be used worldwide.  Consequently, credit cards, which offer security and convenience to consumers, generate trillions of transaction dollars spent annually in the United States.  They are responsible for a large and ever growing share of this country’s consumer spending and play a vital role in keeping our economy moving forward.  

Credit cards also are an invaluable tool for small businesses.  They give such businesses access to credit to help finance their operations, and allow them to benefit from flexible terms and unrestricted use to manage monthly expenses and track purchases.  Nearly half of the small firms in the United States depend upon credit cards for their financing.  Importantly, too, credit cards offer efficiency and therefore, lower costs to merchants.  In fact, experts believe that credit cards can save up to 70% of the cost involved in processing purchase orders.  These savings for businesses translate into lower costs for consumers.  

Credit Cards Have Become More Complex with Many More Benefits and Consumer Options

When credit cards were introduced over fifty years ago, they were seen mainly as a businessman’s tool.  Today, they are held in a majority of American households, and often are the entry point into the world of credit, relied on by many to establish credit histories needed to obtain jobs, buy homes or purchase big-ticket items such as cars.  As such, credit cards have dramatically expanded access to credit by those who could not before have had such an opportunity.  Imagine the world, and your everyday existence, without them. 

Credit cards also now offer an array of popular and valuable enhancements, such as rebates and rewards programs.  The aforementioned GAO report found that card offerings such as cash-back and airline travel programs, as well as benefits such as rental insurance or lost luggage protection, have become standard.  Credit cards now also allow consumers to have increased control over their finances, with the help of customized monthly statements and account access over the Internet.   

Importantly, too, credit cards offer excellent protection against fraud and unauthorized account access, providing peace-of-mind for consumers.  Innovations in technology allow credit card issuers to notify consumers if it appears that their accounts have been violated, and can automatically suspend account access, if necessary.  Consumers also are protected against loss liability for unauthorized or unlawful use of their cards.  Under federal law, consumers’ liability is generally limited to $50 and in many cases, issuers waive this fee.  Thus, consumers can use their cards with confidence and security.

Credit cards have evolved over the past fifty years – as technology has advanced and customers have come to expect more from the product.  Today, a credit card is a complicated instrument, and so too are the disclosures, terms and pricing.  Nevertheless, despite some perceptions to the contrary, the GAO report found that over the years, interest rates have actually declined.  In fact, between 1990 and 2004, the average interest rate declined by 6 percent.  Moreover, credit card annual fees have largely disappeared.     The GAO reports that until about 1990, annual fees ranged between $20 and $50, whereas by 2005, approximately 75% of cards carried no annual fee whatsoever.  This is particularly noteworthy, given the fact that credit card loans – which are unsecured - are the riskiest form of consumer lending for banks.  

It is, of course, true that credit cards today often come with the potential for higher and complex fees, for things such as late and returned payments, and exceeding credit limits.  It is also true that terms may vary from card to card, due to the development of technology which has enabled issuers to use risk based pricing.  This has allowed many consumers, previously deemed un-creditworthy to access a credit line, while allowing the most credit worthy individuals to get the benefit of the best rates and fee schedules.

 Despite these complexities and the concerns that they may trigger, the GAO report states that the vast majority of card issuers’ revenue stems from interest income and not fees.  Moreover, many customers pay no fees at all for the benefits they enjoy from their credit cards.  The GAO report found that nearly half of all cardholders pay their balance in full each month, while others take advantage of low-interest, or even zero interest introductory periods.   

As Complexity Has Increased, Clear Disclosures Are More Important Than Ever

Despite the many benefits that credit cards afford the consumer today, it is clear that the complexities of the features and options now available make it increasingly more challenging for consumers to understand all the terms of their credit card agreements.

Yet, when utilizing a credit card, the card holder is undertaking a significant legal obligation to re-pay borrowed funds – an obligation governed by contractual terms which should be understood by the borrower, prior to his utilizing his card.  For their part, card issuers have an obligation, and a legal responsibility, to help with this process by providing appropriate disclosures of the terms and conditions of the credit card agreement.  

NYBA believes and has consistently supported, in an array of areas, the use of consumer disclosures, as we believe that informed consumers are far less likely to take on financial obligations which they cannot repay or which contain onerous terms.

In this regard, NYBA has worked with the New York State Banking Department and others to develop the fee disclosures which now appear on New York ATMs, as well as to develop, along with regulators, disclosures pertaining to overdraft checking and NSF fees.  Most recently, NYBA worked with the Banking Department on a separate disclosure requirement for State-chartered financial institutions offering overdraft protection programs.  

NYBA is also a strong supporter of financial education initiatives which, we believe, may be the best tool that consumers have to ensure that they do not become overburdened by unwieldy financial obligations.  For example, NYBA has endorsed Best Practices Guidelines for On-Campus Credit Card Solicitations (attached), which guidelines focus on student education and financial literacy.  We have also partnered with government officials including Senator Charles Schumer, the New York State Banking Department and New York Attorney General’s Office to develop financial awareness on high cost home lending, and have worked with the Mortgage Coalition and other groups dedicated to enhancing the financial literacy of those seeking to purchase homes.   We also partner with a number of financial literacy programs, including Operation Hope and the Coalition for Debtor Education, which are dedicated to improving basic financial skills in our communities.      

Given our belief in the importance of disclosures as a consumer protection and education tool, NYBA agrees with the GAO’s recent conclusion – in fact the sole recommendation it made in its recent report – that better and clearer disclosure standards are necessary to provide consumers with a truly effective tool for evaluating credit card terms. 

The GAO report found that many existing disclosure requirements for issuers, such as those found in the Truth in Lending Act and Regulation Z – and which will be outlined in more detail in Mr. Ireland’s testimony - often result in disclosures which are difficult to read and understand.  It also found that some existing disclosure requirements are less useful for the more complicated structures of today’s credit cards.  Thus we support a comprehensive review of current credit card disclosures – to be undertaken at the federal level.  

We do not, however, believe that such a review – or any other legislative or regulatory action - should be taken at the State level.  The majority of issuers with customers in New York are not subject to New York law and thus any requirements or changes made at the State level, while possibly inadvertently interfering with effective risk management strategies of State issuers , will have no impact on most of the issuers offering card products to New York residents.  This will not only result in a patchwork of conflicting laws and regulations – which may, in fact, conflict with existing federal requirements - but will also put State-chartered financial institutions at a competitive disadvantage to their federal counterparts.  This is an outcome in direct conflict with what we believe is our common goal –  to strengthen the State banking charter.      

Thank you for the opportunity to testify here today.  I would be happy to take any questions.  
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