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apartment application process, to set insurance rates, or as a gateway to other financial products,
options for credit rehabilitation are vitally important.

We have heard from South Dakotans who have concerns about how some of the proposed
regulations could affect non-prime consumers and the South Dakota economy. For example,
Premier Bankcard, a South Dakota-based credit card issuer, is the leading provider of low-limit
credit cards and the tenth largest issuer of Visa and MasterCard credit cards to individuals with a
FICO score below 660. These cards often have upfront fees to offset the risk and expense
associated with offering low limit credit cards to this group of consumers.

We understand that each year Premier receives approximately five million applications for this
type of credit card, two million of which are Internet-based applications, and half of which are
from consumers who are affirmatively seeking this type of product. In addition, Premier has
informed our offices that, of these five million applicants, ultimately only 35% are approved for
aline of credit. We further understand that in a 2008 study of 508 Premier customers, 91% of
respondents believed that the disclosure is adequate and that they are willing to pay fees fora
product that they would not be able to get otherwise.

On the subject of credit rehabilitation, we found the attached survey to be a useful illustration of
the positive impact these products can have on the lives of non-prime consumers. The survey
found that out of a sample of 365,000 cardholders from four different subprime card issuers,
37% of these cardholders increased their credit scores over a 24-month period and 20% to 25%
were able to obtain credit from non-subprime issuers, and nearly twice as many of these
cardholders received offers for prime cards. The study was conducted by TransUnion and then
independently validated by the Political and Economic Research Council (PERC), an economic
consulting firm that works with many federal agencies.

We are concerned that the proposed Federal Reserve regulation to change how subprime credit
cards are priced could have unintended consequences. Pricing according to risk is an important
tool for financial institutions. The ability to price risk for credit is no different than an insurer
pricing an insurance policy according to the risk of the insured. These card issuers use fees and
deposits to price the risk of the non-prime borrowers. Availing credit to this group can be risky,
and credit should be priced accordingly.

In addition, without access to these forms of credit to rehabilitate credit scores, millions of
people could lose access to mainstream financial products. At a time when consumer protection
and good regulation of consumer credit products is increasingly important, we would not want to
see consumers pushed into unregulated products in order to meet their credit needs. In addition,
in an economic environment where access to credit is being tightened for millions of consumers,
eliminating additional credit may only further harm those who are impacted most by the
struggling economy.

We have concerns not only about consumers across the nation not having access to credit and the
potential negative effect on the national economy, but in particular about the potential economic
impact on South Dakota. While the nation has experienced high unemployment rates over the
past year, the state of South Dakota so far has enjoyed one of the lowest rates in the United
States. However, the effects of the proposed regulations could heavily impact many jobs in



South Dakota. Forexample, Premier Bankcard, which is 6ne of many issuers in South Dakota
that.could be affected by these regulations, employs almost 3,000 people in our state and at least
26% of these individuals have some post-secondary education. If a company like Premier
Bankeard isno: longer able to offer their current services, many individuals and communities in
South Dakota could suffer. We are not asking you to put the needs of the state of South Dakota
ahead of any opportunity to provide additional consumer protections for credit card users,
However, we are offering this insight to demonstrate how the overall effects of the proposed -
regulations extend beyond the credit card market.

We do not believe that the posting to a eredit card aceount of a security deposit and/ or fees for
the issuance or availability of credit is an unfair act or practice within the meaning of Section 5
of the Federal Trade Commission Acti(FTC Act). Sound practices would include: the card

issuer is fully disclosing on or through applications or s0 ’ﬂatlcns thetotal of the accounts
opening fees, the total credit limit for the account, and the ren
posting the account—opmmg fees; the consumer is gwen the
cpemng iees up from or post these E‘ees to the accmmt the ds 1

is reperted to ali ﬁ}ree major credxi repc)rimg age ,and if there is no ré;ﬁamng, 12‘ the -
consumer changes his or her mind and opts. for a refund

economic 1nstab111ty, itis essam: I,to > ﬁs' l ',er potena , mpaci of further limmng access to
credit for consumers and potennaily 3eapardlzmg thousards of jobs in South Dakota.

’“Fhan‘k you in advance for your consideration. Welook forward to your prompt response.

Sincerely,

i!‘ééhn_ji”fhune" Ste _hamc Hersah Sandlm |
U.S. s&ator U.S..Benator Member of Congress




High level summary of results

* 10% of all consumers opened a new
bankcard in the last 12 months with a high
credit/credit limit of $1,000-$2,499

* 9% of all consumers opened a new bankcard
in the last 12 months with a high credit/credit
limit of $2,500+ ‘

* 16% of all consumers opened a new
bankcard in the last 12 months with a high
credit/credit limit of $1,000+

* 50% of all consumers received a promotional
offer of credit from a non-subprime lender in
the last 12 months

» 11,258 consumers unscoreable in December
2005 received a valid VantageScore as of
January 2008

TransUnion.

« 37% of input consumers experienced an
increase in their VantageScore

* 17% of input consumers experienced an
increase in their VantageScore of 40 points or
greater

» Of those with score increases:

-19.9% of consumers with a sub-prime
VantageScore in December 2005,
increased their score to either near-prime,
prime, or super-prime in January 2008

—14% of consumers opened a new
bankcard in the last 12 months with a high
credit/credit limit of $1,000-$2,499

—14% of consumers opened a new
bankcard in the last 12 months with a high
credit/credit limit of $2,500+

—-24% of consumers opened a new
bankcard in the last 12 months with a high
credit/credit limit of $1,000+

—58% of consumers received a promotional
offer of credit from a non-subprime lender
in the last 12 months



