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Dear Ms. Johnson:

Citigroup, one of the largest U.S. financial services holding companies, respectfully
submits these comments in response to the Federal Reserve Board’s (the “Board’s”) proposed
amendments to the open-end credit rules of Regulation Z, 12 C.F.R. § 226 (2007), the
implementing regulation of the Truth in Lending Act (“TILA”), 15 U.S.C. §§ 1601-1666 (2000
& Supp. IV 2005), as those amendments were published in the Federal Register on June 14,
2007.

A. Introduction

Citigroup has been on record for several months now as welcoming and strongly
supporting the general sweep of the Board’s proposed amendments to Regulation Z’s open-end
credit rules. We know how difficult it can be for consumers to understand credit card
disclosures. We believe that all credit card issuers should aim to have materials that describe
their products clearly, accurately, and fairly. We believe the Board’s proposal will help issuers
achieve those goals. Its Schumer box enhancements and new account-opening disclosure table,
among other innovations, moves credit card disclosures toward the model of food labeling,
where consumers can get all the information they need in simple, easy-to-use, uniform terms.
This will better allow consumers to compare one product readily to another and more easily
understand the details of their accounts.

In fact, we at Citi have already been working diligently to improve and simplify our
disclosures in ways consistent with the Board’s proposal. In 2005, for example, we added a
“Facts About Rates and Fees” summary at the beginning of our card agreements. This year we
have begun to introduce new versions of our basic card agreement and Schumer box that
simplify their language to an 8" grade reading level. We have also begun to roll out a
substantially revised periodic statement that emphasizes the information our customers told us
was most important to them. At Citi, we are proud that our disclosures were the only real world
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examples of effective credit card disclosures cited in the Government Accountability Office’s
September 2006 report to the Congress on that subject.’

Citi also understands and appreciates the Board’s efforts to protect consumers against
surprise changes in the rates, fees, and other terms of credit card accounts through several new
notice rules and requirements. Again, we at Citi have already taken significant action in this
area. In March of this year, we announced the end of “any time for any reason” changes to our
Citi-branded consumer accounts. Now, we will not increase the rates and fees of an account or
otherwise change the terms of the account until a consumer’s card expires and a new card is
issued, typically in two years. The only exceptions are for variable APR increases, previously
disclosed increases to penalty APRs for “on-us” defaults, and changes imposed on us by law, our
regulators, or our network providers. In short, we arc going the extra mile to protect our
customers against surprise changes in the rates, fees, and other terms of their credit card
accounts. We hope others in the industry follow our example.

Citi remains a strong supporter of the Board’s proposal following our in-depth review
these past four months, but we do have comments about some aspects of the proposal. For
example:

e We support the elimination of the periodic statement’s effective APR disclosure, because
we view it as an unhelpful, confusing, and often misleading disclosure. Of the two
options the Board presents for the future of this disclosure, complete elimination is the
appropriate one. Keeping the disclosure as a slightly modified and relabeled “Fee-
Inclusive APR” disclosure simply perpetuates the problems it already presents.

e We are concerned about excessive formatting rigidity in the periodic statement and
suggest ways to modify that aspect of the Board’s proposal. We think the periodic
statement works best when it can be reasonably tailored to meet the needs of a particular
card issuer and its customers

e We support format standardization for the Schumer box and new account-opening
disclosure table because it enhances comparison shopping and consumer understanding,
but we think size standardization is not critical to achieve those ends. We are concerned
about the de facto 8" x 14" size standard that may result from the Board’s proposal.

o Although we share the Board’s aversion to surprise changes in credit card pricing, as
evidenced by our self-imposed limitations on rate and fee increases, we are concerned
about the Board’s proposed 45-day penalty APR notice. We believe the notice should be
more precisely targeted to address the issue of surprise, and we suggest ways that it can
be modified to do so. Without such modifications, we believe any benefit the notice
provides to defaulting consumers may be outweighed by unwelcome consequences for all
consumers.

I See Government Accountability Office, Credit Cards: Increased Complexity in Rates and Fees Heightens Need
Jor More Effective Disclosures, GAO 06-929, September 12, 2006, pp. 42-46.



We discuss these and other aspects of the Board’s proposal in more detail below. For the
Board’s convenience, we have organized our comments by the section order of Regulation Z.
We look forward to continued dialogue with the Board on these and other aspects of its
important and praiseworthy proposal.

B. Discussion

§ 226.2 Definitions and Rules of Construction

Citi supports the Board’s proposed changes to § 226.2, except for the proposed changes
to § 226.2(a)(20)-2 and S regarding the definition of open-end credit.

We believe proposed § 226.2(a)(20)-2, which provides that an open-end credit sub-
account must generally replenish at the sub-account level, would seriously and adversely affect
promotional and other sub-accounts that have traditionally been viewed as appropriate elements
of an open-end credit plan. For example, low APR and major purchase promotions create sub-
accounts that generally do not replenish at the sub-account level. If a card issuer were required
to replenish such promotions at the sub-account level, they would effectively become permancnt
features of the account. The result is likely to be fewer of these promotions, which provide
consumers with price, payment flexibility, and other benefits.

We belicve proposed § 226.2(a)(20)-5. which provides that verification of credit
information under an open-end credit plan “may not be done as a condition of granting a
consumer’s request for a particular advance under the plan,” would also have serious
consequences for heretofore uncontroversial open-end credit practices. For example, the
comment may preclude the review of a consumer’s creditworthiness in connection with a credit
limit override, even in emergency situations. It may also preclude the use of credit information
to approve transactions for “no pre-set spending limit” products with flexible credit lines. The
result is likely to be fewer overrides and fewer no pre-set spending limit products, both of which
benefit large numbers of consumers.

We urge the Board to withdraw the proposed changes to § 226.2(a)(20)-2 and 5 because
of the problems the changes would create for mainstream open-end credit products and practices.

§ 226.4 Finance Charge

Citi supports the Board’s proposed changes to § 226.4 and, in particular, the changes to
§ 226.4(d) regarding the exclusion from the finance charge definition for voluntary credit
insurance premiums, debt cancellation fees, and debt suspension fees.

Citi is concerned, however, about § 226.4(d)(4)-1. which would prohibit the use of
“leading questions or negative consent” in scripts used to sell voluntary debt cancellation and
debt suspension products over the telephone as a prerequisite for non-finance charge treatment of
their fees. We support the prohibition on negative consent because it is appropriate and easy to
follow. The prohibition on “leading questions,” however, is more difficult to follow. We
believe the distinction between a “leading question” and routine marketing and customer service




language would not be apparent in many instances and would require a case-by-case
determination. Accordingly, we urge the Board to remove the rule against leading questions
from the proposed comment and to address any underlying concerns about marketing techniques
through regulatory guidance on unfair and deceptive acts and practices.

§ 226.5 General Disclosure Requirements

Form

Citi supports the Board’s proposed changes to § 226.5(a). This includes the proposed

changes to:

§§ 226.5(a)(1)-1-5, which establish a new 10-point font or “readily noticeable™ standard
for the Schumer box, account-opening disclosure table, tabular convenience check
disclosure, change in terms summary, and penalty APR notice;

§ 226.5(a)(1)(iii), which clarify the exclusion of electronic disclosures from the general
requirement that disclosures must be in writing and in a form that must be kept. In
response to the Board’s request for comment on the matter, we also believe the Board
should expressly permit card issuers and other creditors to provide disclosures in
electronic form to a consumer at the time an online or other electronic service is used
without first obtaining the consumer’s express consent to electronic disclosures. This
would speed transactions without harming the consumer, whose use of the service is the
functional equivalent of express consent to the electronic disclosures; and

§ 226.5(a)(2)(ii), which exempt APRs and other finance charges disclosed in the account-
opening disclosure table and other tabular disclosures from the “more conspicuous”
disclosure requirement. Citi notes that these exceptions, plus the preexisting ones, would
make the non-tabular portions of consumer credit card agreements virtually the only
place where the “more conspicuous” disclosure requirement might apply. There,
however, the requirement would be of little or no remaining value due to the prominent
presentation of APRs and other finance charges in the new account-opening disclosure
table. Accordingly, we urge the Board to consider complete abolition of the rule
requiring “more conspicuous” APR and finance charge disclosure because it is now an
anachronism.

Timin

Citi supports the Board’s proposed changes to § 226.5(b). This includes the proposed

changes to:

§ 226.5(b)(1)(i1), as well as the parallel changes proposed to § 226.9(c)(2)(ii), which
provide that a charge not required to be disclosed in the account-opening disclosure table
can be disclosed to the consumer at any “relevant time” before the charge is imposed on
the consumer. We believe these timing changes would benefit both card issuers and




consumers by permitting disclosure of charges for optional copying, payment, and like
services when the consumer is actually contemplating use of the services; and

* 8§226.5(b)(1)(ii1) and accompanying comment § 226.5fb)(T)(nT)-I, which provide a
merchant with the flexibility to provide account opening disclosures "as soon as
reasonably practicable” following the first transaction under a credit plan that is opened
to finance goods purchased during an inbound consumer call, so long as the merchant
maintains a reasonable return policy and gives the consumer "sufficient time" to reject
the credit plan. For merchants to take full and appropriate advantage of this flexibility,
however, Citi urges the Board to make the following four clarifications:

(1) There should be an express acknowledgment that the credit plan can be provided
on behalf of the merchant by athird-party creditor.

(2) There should be an express acknowledgment that the consumer's right to reject
the credit plan and keep the goods can be linked to the consumer's substitution of
areasonable means other than the credit plan to pay for the goods in full.

(3) There should be a safe harbor providing that 6 or more days after the mailing of
account-opening disclosures is "sufficient time" for a consumer to rgect the credit
plan.

(4) The exception in 8§ 226.5(b)(T)fiii)-I alowing ano return policy for "consumed or
damaged goods" should be revised to cover expressly ano return policy for
installed appliances or fixtures, provided areasonable repair or replacement
policy covers defective goods or installations.

Citi is concerned, however, about § 226.5(b)(2)-3, a new comment providing that a
creditor can stop sending periodic statements due to the "institution of collection proceedings’
only after "filing a court action or initiating an adjudicatory process with athird party."
Currently, creditors have the flexibility to determine when collection proceedings have advanced
to the point that it is no longer advisable to send aperiodic statement. It is appropriate that
creditors have such flexibility because periodic statement information, such asthe minimum
amount due and the new minimum payment warning, can conflict with the creditor's collection
demand, thereby creating confusion about the consumer's obligations to the creditor. This new
comment would enhance the risk of such confusion and may have other adverse consequences as
well. First, it may serve as an incentive for the earlier filing of court actions and adjudicatory
processes, which would benefit neither consumers nor the card industry's reputation.  Second, it
may make it very difficult for card issuersto administer nationwide collection programs given
the wide range of state law rules regarding what constitutes the filing of a court action or
initiation of an adjudicatory process. For example, some state laws deem a court action to be
filed upon service of process to adefendant, while others deem it filed only when a summons or
complaint isfiled with the court. For al of these reasons, Citi urges the Board to reconsider and
withdraw this new comment.



