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Capital One Financial Corporation

1680 Capital One Drive
McLean, VA 22102

October 11, 2007

Ms. Jennifer J. Johnson

Secretary

Board of Governors

Federal Reserve System

20" Street and Constitution Avenue, NW
Washington, DC 20551
regs.comments(@federalreserve.gov

Re: Proposed Revisions to Regulation Z, Docket No. R-1286
Dear Ms. Johnson:

Capital One Financial Corporation (“Capital One”) is pleased to submit this
comment on the Board’s proposed revisions to Regulation Z."

Capital One Financial Corporation is a financial holding company whose
principal subsidiaries, Capital One, N.A., Capital One Bank, and Capital One Auto
Finance, Inc., offer a broad spectrum of financial products and services to consumers,
small businesses, and commercial clients. As of June 30, 2007, Capital One’s
subsidiaries collectively had $85.7 billion in deposits and $144 billion in managed loans
outstanding, and operated more than 720 retail bank branches. Among its product lines,
Capital One is one of the largest issuers of Visa and MasterCard credit cards in the world.
Capital One is a Fortune 500 company and is included in the S&P 100 Index.

The Board’s proposal is an ambitious and comprehensive revision of the
Regulation Z provisions on open-end lending, which Capital One endorses as a major
positive advance in open-end credit disclosure. The Board’s proposed revisions have
many strengths. In particular:

e They bring the regulatory disclosure regime in line with industry developments
over recent decades.

' 72 Fed. Reg. 32948 (June 14, 2007).
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» They focus on the clarity, utility, and relevance of disclosures.
» Perhaps most importantly, they are thoroughly based in actual consumer research,
as anecessary guide to determining what consumers need and will use.

Although we have severa suggestions for changing aspects of the Board's proposal, our
suggestions do not detract from our overal view that the proposed revisions are an
extremely positive advance.

1. Repricing Credit Card Accounts

a Customers should have the right to rgect unilateral increases in interest
rates, including penalty repricing.

The most significant and controversial element in the Board's proposed revisions to
Regulation Z isits proposal that credit card issuers be required to provide at least 45
days' notice to customers before implementing a"penalty repricing” - raising the
customer's interest rate because of the customer's having broken one of the rules of the
account, such asby paying late.? Under the current regulatory regime, if the credit card
issuer discloses to the customer the default-repricing triggers at the inception of the
account, it need not give notice prior to implementing the penalty interest rate.
Consequently, with some credit card issuers, the only notice that the customer receives of
penalty repricing isthat the next periodic statement they receive shows ahigher interest
rate.

We support the Board's initiative to give customers improved notice. Further, we
support the Board's proposal that the notice be sent 45 days in advance of repricing to
give customers an opportunity to shop for aternative credit. \We recognize that that
proposal islikely to be controversia with lenders who fed that the existing regulatory
regime works effectively, and that the 45-day advance notice will cost substantial lost
revenue as aresult of the delay in implementing the penalty interest rate.

However, we believe that the Board should go significantly further: The Board
should permit customers to reject the new interest rate, cease using the credit card, and
pay off the existing balance at the previously applicable rate. Thisis aright that most
credit card issuers give customers with respect to broad-based or change-in-terms
repricing subject to Regulation Z §226.9(c) (currently requiring 15 days advance
notice); we think that customers should have the same right with respect to default
repricing. The best credit card rates and terms are often directly marketed, and are not
available to consumers who request the credit card on their own initiative. Thisis

2 Proposed Regulation Z § 226.9(g), 72 Fed. Reg. at 33012.

Some credit card issuers also engage in penalty repricing if the customer has broken an account rule on
another account, or on an account with some other creditor, or if the customer's creditworthiness as
reflected in a credit bureau report has declined. This practice is sometimes referred to as "universal
default."



