DISC VER

Via E-Mail

Ms. Jennifer J. Johnson, Secretary

Board of Governors of the Federal Reserve System
20" Street and Constitution Avenue, NW
Washington, DC 20551

Re: DocketNo. R-1286
Dear Ms. Johnson:

Discover Bank submits this comment letter in response to the proposed rule published by
the Board of Governors of the Federal Reserve System ("Board") to revise those portions of
Regulation Z regulating open-end credit products ("Proposed Rule"). Discover Bank, as one of
the nation's largest issuers of consumer credit cards, is vitally interested in the requirements for
consumer disclosures pertaining to the marketing and issuance of credit cards. We are pleased
that the Board is conducting a comprehensive review of Regulation Z and appreciate the
opportunity to provide our comments on the Proposed Rule.

In General

Discover Bank believes that consumers should be provided with clear disclosures in easy-
to-understand language that describe the key provisions of their credit card accounts. Although
Regulation Z may have fostered such a result in the past, the regulation has generally not kept
pace with developments in the credit card industry. We commend the Board for its efforts in
proposing to modernize Regulation Z to reflect the existing marketplace. On the whole, we
believe the Board has taken the correct approach with respect to revising Regulation Z. In
particular, we believe the Board's focus on improving disclosures, as opposed to imposing
arbitrary price controls or similarly harmful prohibitions, should be retained. While we also
agree that consumer testing of proposed disclosures is useful, we believe that the impact on
actual credit card users is the true test of the effectivenesdisgflosure. We previously
recommended to the Board that this analysis should be conducted before new disclosures are
mandated industry-wide. In any event, the Board should monitor whether new disclosures
actually motivate consumers to change negative behaviors (e.g., whether consumers who receive
disclosures about the consequences of making only minimum payments change their payment
behavior), so that requirements that do not have the intended effect can be revised or dropped.

Although we offer a variety of additional comments below, we urge the Board to
consider the costs of any Final Rule compared to the corresponding benefits available to
consumers. For example, we believe the Board's approach to revising the application and
solicitation disclosures ("application disclosures") is a step in the right direction. Although the
proposed revisions, even if modified as we suggest below, will be costly, we believe that the
improvements in the application disclosures will generally benefit consumers. We also believe
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