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MONEY//CREDIT

PAUL MCNAMEE HAS FOUR CREDIT CARDS, WHICH HE GENERALLY PAYS OFF IN FULL EACH

month, and always on time. So the Ellicott City, Md., computer scientist was taken
aback when he recently received letters regarding three of the cards in the span
of a couple of weeks. Interest rates on two of them were going up—one by nearly
six points—and fees on a host of transactions, including balance transfers and cash

advances, were rising on the third
card. "I'm perturbed," says McNamee.

Steve Comkowycz, a software con-
sultant in Greenwich, Conn., used his
annual bonus earlier this year to shave
the balance on his credit card below
30% of the credit limit, on the advice
of a finance officer at the car dealer-
ship where Comkowycz had failed to
qualify for the lowest loan rate. Shortly
afterward, the card issuer cut Com-
kowycz's credit limit by more than
half—and he was again above the 30%
threshold tbat lenders strongly prefer.
"I try to follow the rules," says Com-
kowycz, who was told the cut was the
result of a "loss-mitigation review."

New York City real estate broker
Fran Kaback typically schedules 12
months'worth of credit-card pay-
ments through her bank's online
bill-payment program. Distracted by
her elderly mother's hospitalisation
last fall, Kaback didn't realize 12
months were up on one card until
the issuer called to tell her a payment
was one day late. Though she paid on
the spot over the phone, Kaback's
2.99% promotional balance-transfer
rate jumped to 26.3%. "I feel so ripped
off," says Kaback, who paid off the
$14,000 balance and closed the ac-
count rather than fork over hundreds

of dollars more each month in interest.
Cardholders across America are

fuming over changes in the terms of
the agreements they had—or thought
they had—with their credit-card com-
panies. Many are mystified because
they have been good Customers, pay-
ing their bills on time and sending
in more than the minimum payment
each month. Suddenly, pulling"out the
plastic at the grocery store or the gas
pump feels like navigating a minefield.

Fueled by populist anger, lawmakers
on Capitol Hill are pushing through
legislation to give cardholders more
rights, while card issuers counter
that a rising tide of delinquencies and
defaults leaves them little choice but
to toughen up. "Frankly, we're in ex-
traordinary times," says Adam Levin,
former director of the New Jersey
Division of Consumer Affairs and
founder ofCredit.com, a credit-card
information and consumer-advocacy
Web site. Even if you have a pristine
payment record, take stock now of
every card in your wallet—and that
goes for the cards stashed in your desk
drawer, too.

Fortunately, you still have options
if you discover your credit-card issuer
has done you wrong. And chances
are, it has. A survey by Credit.com last

March found that more than one-third
of cardholders surveyed had been
penalized by their credit-card com-
panies in some way. Fifteen percent of
cardholders reported higher interest
rates, 11% said issuers had raised mini-
mum payments, 8% said their credit
limits had been lowered, another 8%
reported that their rewards program
had been cut back, and 7% said their
account was simply closed.

• »̂  AWASH IN LOSSES
Times are hard, say credit-card com-
panies. Issuers will reserve $65 bil-
lion—just over 9% of total loans—to
cover losses this year, says Robert
Hammer, chief executive of RK Ham-
mer, a Los Angeles bank consultant.
In a stable economy, losses typically
run just 5% or so of total loans. So
issuers are repricing their products
accordingly, charging more to risky
borrowers. Trouble is, everyone is
a risky borrower now. "The unfortu-
nate fact is that pretty much all of
us are less creditworthy today than
we were a year ago," says Peter Garuc-
cio, a spokesman for tbe American
Bankers Association. "You may not
have done anything wrong. But in a
recession, the risks associated with
lending go up, and credit cards are the
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BANKS MAY BE HIKING INTEREST
rates, fees and penalties, but

they're also eager to show that

they aren't totally insensitive. For

some financially strapped custom-

ers, card issuers are reducing inter-

est rates, suspending late and

over-limit fees, and extending re-

payment terms. Bank of America,

for example, says it has modified

the terms for 1.8 million of its 70

million cardholders worldwide

since the beginning of 2008. ¡

One source of help is the new

Web site Help With My Credit

(www.hetpwithmycredit.org),

which is sponsored by Visa, l ,

MasterCard, Bank of America, 1 '

Capital One, Citi and Discover Card.

If you call the toll-free number,

866-941-1030, you will be con-

nected either to your credit-card

company, where you will learn

about your issuer's options, or to

a credit counselor, who will offer

you a free session. Chase and

American Express, which are not

participating, say cardholders

should call the toll-free number

on their cards for help.

Last fall, the National Founda-

tion for Credit Counseling, which

represents nonprofit credit-coun-

seling agencies, asked credit-

card issuers to modify their debt-

management plans to allow more

consumers to benefit. The ten larg-

est card issuers agreed to lower

interest rates and minimum pay-

ments as well as to waive late and

over-limit fees for participants.

To join the program, you must be

referred by a credit counselor. Call

BOO-388-2227 or visit www.debt

advice.org to find a credit-counsel-

ing agency near you to see whether

you qualify.

riskiest form of consumer lending
out there."

In fact, many change-of-terms
notices are landing in mailboxes with-
out any credit-risk trigger. A study
by Fair Isaac, which devised the FIGO
credit score, found that more than
20 million people lost access to some
of their credit last year through no
fault of their own. For example, Capi-
tal One notified some customers in
February that their rates were going
up—not because of a change in their
credit profile, but simply based on
their current rate, how long they'd
had it and how long their account had
been open.

Bankers warn that industry reforms
that cut too far into risk-based pricing
models will raise rates for everyone
and decrease access to credit for
all but five-star borrowers, possibly
short-circuiting the economic recov-
ery. But generating sympathy for
credit-card issuers these days is about
as easy as soliciting support for bigger
bonuses at AIG.

Despite the powerful bankers lobby,
legislation could well be signed into
law as early as this summer. "I believe
that if consumers aren't late on their
payments and have otherwise been
good customers, they should not be
subject to the full range of tricks and
traps that card issuers use to increase
their fee income," says Rep. Carolyn
Maloney (D.-N.Y,), whose Credit
Cardholders' Bill of Rights was passed
by the House in April. The Senate has
its own bill, and the (}bama adminis-
tration has spoken out in support of
reform. At minimum, legislation will
incorporate new Federal Reserve reg-
ulations scheduled to take effect in
July 2010.

In the end, changes you'll see
include an end to arbitrary rate
hikes on existing balances, a more
equitable allocation of payments be-
tween high- and low-rate balances,
and perhaps a requirement that issu-
ers get your okay before approving
charges that exceed your credit limit
and trigger fees.

• • HOWTO FIGHT BACK
Even with a reform law, many of the
anticipated consumer safeguards
won't take effect until next year. That
means anyone who routinely says
"Charge it" needs to be hypervigilant.

Start by regularly monitoring
your account. Pay attention to credit
limits and annual percentage rates
and, above all, read notices that
come in the mail. Don't automatically
set your online bill-paying program
to make the minimum payment (or
just a little more) each month. A
change in a formula or a rate hike
could boost your minimum, and fail-
ing to make the minimum payment
could be devastating, sticking you
with a stratospheric interest rate.
Another scenario with unfortunate
consequences: You schedule payments
at preset intervals and the issuer
moves up the due date.

If you spot a change for the worse
in your terms, especially if you can't
remember a likely trigger, get on the
phone and work your way up the cus-
tomer-service chain. Your account
may have been swept into a computer-
run portfolio review. But humans,
sometimes, have override capability.

You have the right to reject new
terms, but think twice before you do.
If you opt out, your account may be
frozen while you pay off your balance
under the old terms. Or you may be
able to use your card until it expires.
Either ŵ ay, closing tbe account can
have repercussions for your credit
score, especially if you've had the ac-
count for a long time. That's why
McNamee, the computer scientist, has
decided to keep his cards despite the
higher rates and fees. "The issuers
have leverage because I've held the
cards for so long. I'm between a rock
and a hard place." he says.

If you do carry a balance and would
like to find friendlier terms, be aware
that balance transfers aren't what
they used to be. Credit standards are
stricter for 0% offers, A score of 720
used to suffice, but 750 now seems to
be the cutoff, says Ben Woolsey, of



CreditCards.com, a card-comparison
site. Terms that used to last 12 months
have been cut to six. Balance-transfer
fees are now rarely capped, and some
companies, including Bank of Amer-
ica, have raised fees from 3% to 4%.

Don't let cards lie dormant in your
desk drawer. In the current economic
climate, an unused credit line repre-
sents nothing but risk to the issuer,
who may close your account, shaving
points off your credit score in the pro-
cess. "I've heard that the cut can be in
the 50-point range," says Woolsey.

Nor should you depend on just one
or two cards. It's true that a flurry of
card applications will reflect negatively
on your credit score. But if you rely on
just a couple of cards, you risk losing
access to credit completely if an ac-
count is suddenly closed or if the terms
become too onerous. "In this day and
age, don't have all your credit eggs in
one basket," urges Gail Cunningham,
spokeswoman for the National Foun-
dation for Credit Counseling.

SMARTCARDS
t:retlit users can still assemble a hard-
working portfolio of credit cards—
especially by applying for cards from
community banks and credit unions,
which often have lower rates and
better terms than money-center
banks. One of Kiplir\'^er's favorites is
the PENTAGON FEDERAL CREDIT UNION VISA
PLATINUM REWARDS card (800-247-5626).
It has no annual fee, and you get a
5% rebate on gas , 2% on grocer ies and
1.25% on everything else. The card,
with an interest rate of 13.99%, is usu-
ally best if you pay off your balance
each month. But it also has a balance-
transfer offer with a 2.99% rate good
for the life of the balance and a maxi-
mum transfer fee of $100.

Another balance-transfer offer
that's worth considering comes
with the VISA CLASSIC card from IBERIA-
BANK («00-217-7715). The 0% balance-
transfer offer is good for six billing
cycles, and there is no transfer fee.
If you qualify, this card is also tough
to beat for its low rate—the variable

OUR TOP PICKS
BEST CARDS FOR THE WAY YOU SPEND

Bank of America
Upromise World MasterCard
www.bankofamerica.com
800-932-2775

BPVisa
www.chase.com

Farm Bureau Bank
Platinum MasterCard
www.farinbureaubank.com
800-307-0341

Ffdelity Retirement
Rewards American Express
www.fidelity.com
866-598-4971

Schwab Bank
Invest First Visa
www.schwab.com
866-724-9223

Simmons First Visa
Platinum Travel Rewards
www.simmonsfirst.com

Wells Fargo Home Rebate
www.wellsfargo.com/
homerebate
866-412-5958

Deposits a 1% rebate in your Upromise account.
Earn up to 10% on eligible grocery, drugstore, gas
and restaurant spending.

Earn a 5% gas rebate. 2% for travel and dining,
and !% on everything else (double rebates for
the first 60 days).

If you qualify, your interest rate can be as low as
5.24% for this no-fee card.

Fidelity account holders earn a 2% rebate that can
be deposited in any Fidelity IRA.

Schwab account holders earn a 2% rebate that can
be deposited in a Schwab IRA or brokerage account.

It takes 23.000 points (you earn 1 point per $1 spent)
for a ticket anywhere in the 48 contiguous states.

For every $2,500 you charge. Wells Fargo applies t%
to the principal of your Wells Fargo mortgage.

purchase rate can be as low as 6.25%,
compared with a national average
of about l.i%. FARM BUREAU BANK'S no-
fee PLATINUM MASTERCARD currently car-
ries a low, 5.24% variable rate (see
the table above).

It's nice to get a little something
back from your credit card, especially
these days. The BP VISA gas card earns
a 5% rebate on gas, 2% on travel and
dining, and 1% on everything else.
Plus, you get double rebates for the
first 60 days. We also like the SIMMONS
FIRST VISA PLATINUM TRAVEL REWARDS card
because you earn a plane ticket after
just $22,000 in charges . W i t h the
AMERICAN EXPRESS BLUE CASH card (800-
223-2670), you'll earn a 1% rebate on
grocery, drugstore and gasoline pur-
chases, and 0.5% on all other purchases
until you spend $6,500. After that,
you'll earn 5% on groceries, gas and
drugstore items, and 1.25% on the rest.

A raft of new cards is tapping into

the newly frugal Zeitgeist by helping
you pay off your mortgage, rebuild
your retirement fund or save for col-
lege. For every $2,500 you charge on
your WELLS FARGO HOME REBATE card, the
bank applies 1% of the amount to the
principal of your Wells Fargo mort-
gage. FIDELITY RETIREMENT REWARDS AMERI-
CAN EXPRESS card gives Fidelity account
holders a 2% rebate t h a t can be depos-
ited in any Fidel i ty-managed individ-
ual rut irenicnt account . T h e SCHWAB
BANK INVEST FIRST VISA card sweeps a
2'in rebate into your Schwab IRA or
brokerage account .

T h e new UPROMISE WORLD MASTERCARD
from BANK OF AMERICA deposi ts a 1%
rebate on all purchases into your
Upromise col lege-savings account ,
then adds another 10% rebate on
spending at drugstores and grocers.
Depending on the card, you can also
add to your Upromise account witb
rebates on gas purchases and dining. •
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