United States Government Accountability Office

GAO

Report to Congressional Committees

February 2014

CREDIT CARDS

Marketing to College
Students Appears to
Have Declined

GAO-14-225



Highlights

Highlights of GAO-14-225, a report to
congressional committees

Why GAO Did This Study

Institutions of higher education, alumni
groups, and other affiliated
organizations may enter into
agreements with credit card issuers for
“college affinity cards,” in which issuers
use the institution’s name or logo in
exchange for payments. Separately,
some credit card issuers offer “college
student credit cards,” which are
expressly targeted to students. Partly
in response to concerns about card
issuer practices and rising student
credit card debt, Congress passed the
Credit Card Accountability
Responsibility and Disclosure Act of
2009. The act includes consumer
protections and requires disclosures
specifically for consumers under the
age of 21, including limits to on-
campus credit card marketing and
requirements for public disclosure of
affinity card agreements. The act
mandates that GAO review these
agreements and assess their effect on
student credit card debt.

This report examines (1) trends
associated with and characteristics of
college affinity card agreements, (2)
the extent of marketing for college
affinity cards and college student credit
cards, and (3) what is known about the
effect of use of these cards on student
credit card debt. GAO analyzed data
from the Federal Reserve and CFPB,
including a sample of 39 affinity
agreements filed by the issuers. GAO
also analyzed data on student credit
card use or indebtedness, and
interviewed officials from federal
agencies, credit card issuers, and
affiliated organizations.

What GAO Recommends

GAO makes no recommendations in
this report.

View GAO-14-225. For more information,
contact Alicia Puente Cackley at (202) 512-
8678 or cackleya@gao.gov.

CREDIT CARDS

Marketing to College Students Appears to Have
Declined

What GAO Found

Trends associated with college affinity card agreements include fewer
agreements and cardholders and declining payments, according to data GAO
analyzed from the Board of Governors of the Federal Reserve System (Federal
Reserve) and the Bureau of Consumer Financial Protection (CFPB). The number
of affinity card agreements declined from 1,045 in 2009 to 617 in 2012 (41
percent). More than 70 percent of the agreements in 2012 were with institutions
of higher education or alumni organizations, and one issuer—FIA Card Services,
a subsidiary of Bank of America—had 67 percent of all agreements. Affinity card
issuers paid $50.4 million to all organizations in 2012, 40 percent less than in
2009. In most cases, payments were based on numbers of cardholders and the
amount spent on the cards. The card agreements covered contractual obligations
related to such things as marketing practices, target populations, use of the
organization’s logo or trademark, terms of payment, and, in some cases, service
standards.

Student-focused marketing of affinity and student cards on campus appears to
have declined. Four large affinity card issuers GAO interviewed (representing 91
percent of cardholders) said that they primarily targeted alumni and no longer
marketed affinity cards directly to students. In interviews with GAO, institutions of
higher education and affiliated organizations agreed that affinity card marketing
directly to students had ceased. In addition, five of the nine largest overall credit
card issuers that also issue college student credit cards told GAO they no longer
actively marketed these cards (such as through direct mail, e-mail, or on-campus
activity), but rather relied upon websites and bank branches. Representatives of
five institutions with large affinity card agreements told GAO that they generally
noticed a decline in on-campus credit card marketing in recent years. Consistent
with these observations, available data show a decline in card solicitations to
students in recent years. For example, a survey of students in 2013 by Student
Monitor, a research firm, found that 6 percent of students reported obtaining a
credit card as a result of a direct mail solicitation, compared with 36 percent in
2000.

Data are not available to definitively determine the effect that affinity cards and
college student credit cards have had on student credit card debt. For affinity
cards, the effect may be limited because fewer students appear to hold such
cards. For college student credit cards, the effect is difficult to determine because
data are available for credit cards in general but not for student credit cards in
particular. However, students’ overall use of credit cards appears to have
declined in recent years. For example, Student Monitor reported 33 percent of
students owned credit cards in 2013 versus 53 percent in 2004, a trend
corroborated by several other studies that GAO identified. But Student Monitor
found that students with credit cards in their names increasingly obtained the
cards before starting college. In addition, it found that in 2013, students charged
an average of $171 monthly on their cards, 80 percent of the cards had a credit
limit of $1,000 or less, and 72 percent of students said they paid their outstanding
charges in full each month. Student Monitor also reported that one quarter of
students in 2013 paid a late payment fee at least once since they acquired the
credit card, with almost half of those paying more than once.
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Institutions of higher education and affiliated organizations, such as
alumni associations, sometimes have agreements with credit card issuers
for “college affinity cards.” These cards often bear the name or logo of the
school or organization, and, in return, the issuer pays a portion of the
proceeds of the credit card to the school or organization. In addition,
some card issuers offer “college student credit cards” that are unaffiliated
with a particular institution but designed specifically for college students.
Consumer advocates and some members of Congress have had
concerns in recent years about student credit card debt and the marketing
practices, such as on-campus solicitations, used to enroll students in
cards.’

To address some of these concerns, Congress passed the Credit Card
Accountability Responsibility and Disclosure Act of 2009 (CARD Act).2
Among other things, the act requires card issuers to file annually with
federal regulators the terms and conditions of their college affinity credit
card agreements with institutions of higher education or affiliated

'We conducted a separate review on debit and prepaid cards offered to students through
agreements between schools and financial service providers. GAO, College Debit Cards:
Actions Needed to Address ATM Access, Student Choice, and Transparency, GAO-14-91
(Washington, D.C.: Feb. 13, 2014).

2Pub. L. No. 111-24, 123 Stat. 1734.
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organizations.® The CARD Act also mandates that we report on several
issues related to college affinity and college student credit cards.* This
report examines (1) the trends associated with and characteristics of
college affinity card agreements, (2) the extent of marketing for college
affinity and college student credit cards, and (3) what is known about the
effect of the use of affinity cards and student credit cards on student
credit card debt.

To address our first objective, we reviewed annual reports submitted to
Congress by the Board of Governors of the Federal Reserve System
(Federal Reserve) and the Bureau of Consumer Financial Protection, also
known as the Consumer Financial Protection Bureau (CFPB), and
analyzed the public database of agreements that are reported by issuers
annually to them. We assessed the reliability of these databases by
interviewing Federal Reserve and CFPB officials knowledgeable about
the data and checking the data for illogical values or obvious errors. We
found the data to be sufficiently reliable for describing the general
characteristics and trends of the affinity card marketplace. For in-depth
analysis, we further selected a subset of active agreements using a
nonprobability sample of 39 college affinity card agreements between
issuers and institutions of higher education or affiliated organizations from
2011 (the most recent year for which the agreements were available).®
The sample included the agreements with the largest number of
cardholders overall, for each issuer, and for institutions of higher
education. Collectively, the agreements in our sample covered about 38
percent of all cardholders associated with affinity credit cards in 2011,
which allows us to make statements of context and describe multiple
factors relating to college credit card agreements. Findings from this
limited review cannot be generalized to the overall population of all
agreements for college affinity cards in 2011. We also interviewed
representatives of six institutions of higher education and affiliated

3§ 305(a), 123 Stat. at 1749-50 (codified at 15 U.S.C. § 1637(r)(2)).

“The CARD Act mandates that we review the annual reports submitted by card issuers as
well as their marketing practices to determine the impact that college affinity card
agreements and college student card agreements have on credit card debt. § 305(b), 123
Stat. at 1750-51.

SResults from nonprobability samples cannot be used to make inferences about a

population, because in a nonprobability sample some elements of a population being
studied have no chance or an unknown chance of being selected as part of the sample.
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organizations, including those party to three of the four largest
agreements, as determined by number of cardholders. For the second
and third objectives, we reviewed studies, such as those by Sallie Mae
and Student Monitor, on student credit card use or indebtedness.® We
assessed these data by interviewing Student Monitor and Sallie Mae
officials knowledgeable about the data and checked the data for illogical
values or obvious errors and found them to be sufficiently reliable for
providing general information on student credit card use. Furthermore, we
interviewed representatives of seven credit card issuers, which included
the five largest general credit card issuers as determined by portfolio size
in 2011. Four of these seven issuers offered affinity credit cards,
representing 91 percent of the affinity card market in 2012, as measured
by number of cardholders. Five of these seven issuers also offered
student credit cards. Finally, we interviewed academics and
representatives of federal agencies and other organizations that have
studied issues related to college affinity cards or college students’ credit
card use.

We conducted this performance audit from December 2012 to February
2014 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

Background

Almost 537 million general-purpose credit cards were in circulation in the
United States as of the end of 2012.7 Since at least the early 1990s,
some credit card issuers have offered college affinity cards, which are
governed by contracts (agreements) between the issuer and an
organization such as a college, university, or alumni association. The
cards typically bear the organization’s logo. In return, the issuer makes
payments to the organization based on factors such as the number of
cards issued or the amount charged to the cards. College affinity cards

63allie Mae originates and services loans to and collects loans from students and families
to help them finance the cost of their education. Student Monitor is a market research firm
focused exclusively on the student marketplace.

"The Nilson Report, no. 1012 (February 2013).
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can be an effective way for issuers to market credit cards because
college alumni often have an attachment to their schools.

In addition, some credit card issuers, including banks and credit unions,
offer college student credit cards—cards that are specifically labeled and
intended for college students. As of November 2013, 6 of the 10 largest
credit card issuers offered these cards, such as Citibank’s Citi Dividend
Card for College Students and Bank of America’s BankAmericard Cash
Rewards for Students.® Issuers use these cards to help build a base of
customers who may continue using the issuers’ credit cards after
graduation. The terms and conditions of college student credit cards may
be somewhat different from those of other credit cards—for example, they
may have lower initial credit limits.®

In 2009, the CARD Act changed the marketing and terms and conditions
of credit cards for young people, requiring additional consumer
protections and disclosures for students and consumers under the age of
21.'° Among other things, the act requires that

« any new credit card application for someone under 21 contain either
(1) a co-signer over 21 who has the ability to make payments on the
debts from the account and who will be jointly liable for debts incurred
by the applicant until he or she is age 21, or (2) supporting information
showing that the applicant would have the independent ability to make
payments on any debt incurred from the use of the card (an “ability to
pay”);

e co-signers of such accounts approve increased credit lines until the
cardholder is 21;

e card issuers not obtain a credit report for someone under 21 to use to
make an unsolicited prescreened credit offer; and

8Largest credit card issuers as measured by the number of general-purpose credit cards
in circulation in 2012, the most recent year for which data were available, according to The
Nilson Report, no. 1012 (February 2013). The six issuers were Capital One Financial
Corporation, Citigroup Inc., Bank of America Corporation, Discover Financial Services,
U.S. Bancorp, Wells Fargo & Company, and Barclays Bank Delaware.

Swe previously reported on college students’ credit card use in 2001. See GAO,
Consumer Finance: College Students and Credit Cards, GAO-01-773 (Washington, D.C.:
June 20, 2001).

%Pub. L. No. 111-24, §§ 301-304, 123 Stat. 1734,1747-49.
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« card issuers and creditors not offer a student any tangible item to
induce the student to apply for or participate in a credit card on or
near the campus of the institution of higher education or at an event
sponsored by or related to an institution of higher education.

The act also requires credit card issuers to submit to CFPB each year the
terms and conditions of any college affinity credit card agreement
between the issuer and an institution of higher education or an affiliated
organization in effect at any time during the preceding calendar year."" In
addition to a copy of any college credit card agreement to which the
issuer was a party, issuers also must submit summary information for
each agreement, such as the number of cardholders covered with
accounts open at year-end (regardless of when the account was opened)
and the payments made by the issuer to the institution or organization
during the year.' CFPB must submit to Congress, and make available to
the public, an annual report that contains the information submitted by the
card issuers to CFPB."® On December 17, 2013, CFPB issued the fourth
annual report, which covered the 2012 calendar year.

11§ 305(a); 12 C.F.R. § 1026.57(d). Implementation of the CARD Act, including receipt of
the issuer submissions, was vested originally with the Federal Reserve but transferred to
CFPB on July 21, 2011, pursuant to the Dodd-Frank Wall Street Reform and Consumer
Protection Act, Pub. L. No. 111-203, 124 Stat. 1376 (2010).

12§ 305(a): 12 C.F.R. § 1026.57(d). Issuers also must provide the number of new
cardholders who opened accounts during the year, and any memorandum of
understanding between the issuer and school or affiliated organization that directly or
indirectly relates to any aspect of the agreement. /d.

13§ 305(a). The Federal Reserve submitted the 2009 and 2010 reports, and CFPB
submitted the 2011 and 2012 reports.
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Changes in the
College Affinity Card
Market Since the
CARD Act

Number of Card Since the CARD Act was passed in 2009, the numbers of college affinity
Agreements, Cardholders, card agreements and cardholders have decreased, according to data
: : from the Federal Reserve and CFPB. From 2009 through 2012, the
and Payments Declined in number of card agreements declined from 1,045 to 617 (41 percent).
2009-2012 Similarly, the total number of cardholders for college affinity cards
declined by 40 percent (see table 1).

Table 1: College Affinity Card Agreements, Cardholders, and New Cardholders, 2009-2012

Net change, Percent change,

2009 2010 2011 2012 2009-2012 2009-2012
Number of agreements 1,045 1,005 796 617 (428) -41%
Number of cardholders as of Dec. 31 2,041,511 1,709,054 1,503,664 1,222,718 (818,793) -40%
Number of new cardholders 55,747 46,385 43,227 45,519 (10,228) -18%

Source: CFPB.

In 2012, 43 percent of the 617 college affinity card agreements were with
alumni associations and 28 percent were with a college, university, or
other institution of higher education (see fig 1).
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Figure 1: Prevalence of Affinity Card Agreements by Organization Type, 2012

Other (including multiple institutions)

Foundation

Alumni association

Institution of higher education

Source: GAO analysis of CFPB report.

Note: The percentages in the four categories do not add up to 100 percent due to rounding. “Other”
includes fraternities, sororities, and professional or trade organizations, as well as agreements with
multiple organizations, such as a university and an alumni association.

Among these organization types, the greatest decline in the number of

card agreements since 2009 was for institutions of higher education (see
fig. 2).
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Figure 2: Number of Affinity Card Agreements, by Organization Type, 2009-2012
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Source: GAO analysis of Federal Reserve and CFPB reports.

In contrast, the largest decline in the number of overall cardholders
occurred within alumni associations, while “other” organizations (a
category that includes fraternities, sororities, and professional or trade
organizations) had the largest decrease in the number of new cardholders
(see table 2).

_______________________________________________________________________________________________________________________________|
Table 2: Affinity Card Agreements, Cardholders, and New Cardholders, by Organization Type, 2009-2012

Number of agreements

Number of cardholders

Number of new cardholders

Net change % Change Net change % Change Net change % Change
Alumni association (81) -23% (290,196) -28% 3,779 13%
Foundation (36) -43% (55,238) -41% (2,137) -53%
Institution of higher education (238) -58% (230,732) -51% (4,077) -32%
Other (including multiple (73) -37% (242,627) -57% (7,793) -73%
organizations)
Total (428) -“41% (818,793) -40% (10,228) -18%

Source: GAO analysis of Federal Reserve and CFPB reports.

Note: Reported numbers include corrections filed with the Federal Reserve and CFPB after the initial
report was issued.
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In 2012, 23 credit card issuers offered college affinity cards.’ One
issuer—FIA Card Services, N.A., a subsidiary of Bank of America—had
412 of the 617 reported agreements (67 percent of the market). However,
as seen in figure 3, the company’s market share has dropped since 2009.

Figure 3: Number of Affinity Card Agreements, FIA Card Services and Other Issuers, 2009 and 2012

2009 2012
Other Other
issuers issuers
FIA Card Services, N.A. FIA Card Services, N.A.

Source: GAO analysis of Federal Reserve and CFPB reports.

Most affinity card issuers had a small number of card agreements—for
example, the majority of issuers had one or two affinity card agreements
(see table 3).

4We counted two entities that filed agreements separately—Capital One Bank (USA), N.A.
and Capital One, N.A.—as a single issuer because both are subsidiaries of Capital One
Financial Corporation.
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Table 3: Number of Agreements by Issuer, 2009-2012

2009 2010 2011 2012 Net Change, 2009-2012

FIA Card Services, N.A. 906 848 633 412 (494)
Capital One Bank® 1 10 32 55 54
U.S. Bank National Association ND 60 54 51 48 (12)
UMB Bank, N.A. 6 23 22 39 33
Chase Bank USA, N.A. 36 28 17 15 (21)
Pennsylvania State Employees Credit Union 13 13 13 14 1
INTRUST Bank, N.A. 8 9 10 10 2
USAA Savings Bank 1 2 2 4 3
Compass Bank 1 2 3 2 1
GE Capital Retail Bank 3 2 2 2 (1)
Michigan State University Federal Credit Union 1 2 2 2 1
Oregon Community Credit Union and OCCU Card Services, LLC - - - 2 2
Pen Air Federal Credit Union - 1 1 2 2
Banco Popular de Puerto Rico 1 1 1 1 -
Barclays Bank Delaware 1 1 1 1 -
Carolina Trust Federal Credit Union - 1 1 1 1
Elevations Credit Union 1 1 1 1 -
MIT Credit Union - - - 1 1
PNC Bank, National Association 2 2 1 1 (1)
Purdue Federal Credit Union 1 1 1 -
University of lllinois Employees Credit Union - 1 1 1 1
USC Credit Union - 1 1 1 1
Wright-Patt Credit Union, Inc. - - - 1 1
Commerce Bank, N.A. 1 - - - (1)
First National Bank of Omaha 2 2 - - (2)
Total 1,045 1,005 796 617 (428)

Source: GAO analysis of Federal Reserve and CFPB reports.

®Includes agreements filed by Capital One Bank (USA), N.A. and Capital One, N.A.

The payments that card issuers made to institutions with which they had
affinity card agreements have decreased since 2009, consistent with the
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decline in the number of agreements and cardholders.' As shown in
table 4, affinity card issuers made payments of $50.4 million to
participating institutions in 2012. The median payment in 2012 was about
$5,000, while the average (mean) was about $82,000, with alumni
associations receiving the highest average payment.

|
Table 4: Total Payments, Average Payments, and Median Payments from Affinity
Card Issuers to Organizations, by Organization Type, 2012

Total Average Median

payments payment payment Range
Alumni association $30,805,378 $115,376 $6,163 $0 - $2,742,743
Institution of higher 11,791,359 67,379 3,252 0 - 1,505,550
education
Other 4,239,222 33,645 6,413 0 - 898,924
Foundation 3,560,142 74,170 1,833 0-1,157,737
Total (overall) $50,396,102 $ 81,812 $ 5,062 $0 - $2,742,743

Source: GAO analysis of CFPB data.
Note: Numbers may not add to the shown total because of rounding.

Total payments declined by 40 percent between 2009 and 2012. The
largest decline in payments was to alumni associations, while institutions
of higher education had the largest decline in affinity card agreements
over this period. However, during that period, the average payment to
institutions of higher education increased by about $13,200, while the
average payment to alumni associations decreased by about $13,700.
The University of Southern California, through its agreement with FIA
Card Services, received about $1.5 million, the largest payment to an
institution of higher education in 2012. Among all the organizations, the
Penn State Alumni Association received the largest payment in 2012—
about $2.7 million, from FIA Card Services. In contrast, 22 percent of the
agreements did not result in any payments to organizations in 2012.

5Because some agreements include the provision of financial products (such as deposit
accounts) in addition to credit cards, payments made by issuers under these agreements
may not relate solely to credit card accounts.
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Card Agreements Can
Cover Target Customers,
Payments, and Marketing
Practices

College affinity card agreements serve as contracts between the card
issuer and the participating organization. Using a data collection
instrument, we reviewed 39 agreements filed with CFPB, which
represented about 38 percent of all cardholders covered by college
affinity card agreements in 2011."® The agreements typically covered
such things as the card’s target market, marketing practices, and
payments to the participating organization. As shown in figure 4, the
length of time that the card agreements had been in effect varied. The
oldest originally was signed in January 1991 and the most recent in
December 2011. Many of the agreements had been amended or received
addendums since they were first adopted, which in some cases extended
the existing terms of the original agreement.

____________________________________________________________________________________|]
Figure 4: Length of Time (in Years) That Organizations Had a College Affinity Card
Agreement, for 38 Agreements Reviewed

Number of agreements
14

12

10

1-5 6-10 11-15 16-21
Length (in years)
Source: GAO.

Note: One of the 39 agreements we reviewed did not include dates and is not included in this
analysis.

16Many of the agreements we reviewed contained multiple amendments or addendums.
We focused our review on the most recent full agreement or amendment and those items
that were still in effect. See appendix | for a list of the agreements we reviewed.
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Target Customers and
Marketing Practices

In addition to credit cards, 30 of the 39 agreements included other
financial products, such as deposit and checking accounts, automobile
and home loans, and investment accounts. Some agreements included
exclusivity provisions that restricted the organization from offering its
members these products except in conjunction with the current affinity
card issuer.

The agreements identified which potential cardholders the issuer could
solicit and how. Thirty-seven of the 39 reviewed agreements identified
specific target customers for the college affinity card. Most often, issuers
targeted alumni for the cards, but two-thirds of the agreements also
allowed the issuers to solicit undergraduate students (see table 5)."” Most
of the agreements identified multiple target populations for card
solicitations.

_______________________________________________________________________________________|]
Table 5: Prevalence of Target Markets/Members in 39 Reviewed Agreements

Number of agreements

Target market identifying this target market
Alumni 35
Students (undergraduate) 26
Employees 22
Season ticket holders/fans 22
Donors or friends 22
Parents 10
Ottht)ar (graduate students, organization members, 23
etc.

Source: GAO.
Note: Agreements often cited more than one target market.

All but two of the 39 reviewed agreements included provisions requiring
the organization to provide a list of its members to the issuer for
marketing purposes. However, two-thirds of the agreements included
mechanisms allowing the organizations to exclude members who
requested that they not receive third-party solicitations. Nine of the

"as discussed later, while many agreements allow students to be a target market for the
affinity cards, all of the issuers and affiliated organizations with which we spoke told us
that, in practice, no issuers actively market to students at the present time.
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Payments to Organizations
under the Agreements

reviewed agreements also included restrictions on soliciting student
members, generally by restricting their inclusion on the provided lists.

The agreements allowed card issuers to solicit potential cardholders
through a variety of methods (see table 6). More than 80 percent of the
reviewed agreements allowed issuers to use telemarketing, website links
(such as from the alumni association’s website), direct mail, and print
advertisements (such as in sport programs or member magazines). All of
the reviewed agreements allowed the issuers to use more than one of the
different methods that we tracked.

_______________________________________________________________________________________|]
Table 6: Prevalence of Marketing Approaches in 39 Reviewed Agreements

Number of agreements including

Marketing method this marketing method
Use of trademark/logo/mascot 39
Print advertisements 37
Direct mail 37
Links on website 34
Telemarketing 32
Access to campus 30
E-mail or Internet solicitations 30

Source: GAO.
Note: Agreements included more than one marketing method.

All of the reviewed agreements included provisions allowing the card
issuers to use the trademark or logo of the institution of higher education
or organization. In some instances, the issuer could put these trademarks
on gifts for individuals who completed applications or on other items. All
but two of the agreements included provisions for obtaining prior approval
of marketing materials from the organization or institution (to help ensure
that the card issuer used the trademark or logo appropriately).

All but one of the 39 reviewed agreements contained information about
the payment arrangement between the issuer and the affiliated
organization or institution of higher education. As shown in table 7,
issuers most frequently provided payments to the organization or
institution based on the number of new and open cards and the amount of
money charged to the cards. Many included bonus payments for
accounts that the organization or institution originated (as opposed to
ones originated through the issuer), and three included bonus payments if
the number of cardholders exceeded a threshold. Many of the
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Consumer Protections and
Service Standards

agreements also included a guaranteed payment to the organization or
institution that was not based on the number of cardholders or amount
charged.

|
Table 7: Prevalence of Payment Types in 39 Reviewed Agreements

Number of agreements including

Type of payment this payment type
Payment per new card 31
Payment based on number of open cards 31
Payment based on spending volume 31
Guaranteed payment 27
Payment for funded savings or checking account 16

Source: GAO.
Note: Agreements often included more than one type of payment.

The reviewed agreements sometimes contained payments based on
other related products or included broader financial support to the
organization or institution. For example, some payments under the
agreements were based on balances of certificates of deposit or loans
p