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SUMMARY OF THE STUDY 
 
 Tougher times are ahead for U.S. credit card issuers.  Five separate 
and major events are hitting home at once: 
 
 •  Combined home equity and cashout refi originations are growing.  
This cash, often used to pay off card balances, is cutting card interest income.  
 
 U.S. general purpose card receivables, measured in this study, showed 
meager growth for the second straight year in 2004.  Things look bad for 2005, 
too.  The gap between charge volume and receivables growth rates has never 
been so large. 
 
 •  Personal bankruptcies are spiking, as consumers rush to file before 
the new law kicks in this October.   
 
 •  Bankruptcies will fall dramatically after October, but then, the 
reduction in these losses may be offset fully by new federally mandated 
increases in minimum monthly payments. 
 
 •  The cost of funds is rising, and the yield curve is flat.  Card interest 
expense will increase.  The flat yield curve will make cheap cashout refis and 
closed-end home equity loans even more alluring to pay off card balances. 
 
 •  Retailers are organizing again, probably for another antitrust suit to 
fight rising merchant card fees.  This time, we think, they’ll aim for the right to 
offer their customers discounts for paying with cash or checks. 

_________________________________ 
  
 All things considered, this is more trouble than card issuers have ever 
faced before at one time.  Is there any hope?  Yes, there is.   
 
 This study is our 20th annual detailed report on the U.S. credit card industry.  
Special sections investigate the probable impact of the new bankruptcy law, the 
new minimum payment rules, and what to do about rising card balance attrition 
from the proceeds of consumer home loans. 
 
 The study also includes new and expanded coverage of U.S. card 
industry size, growth, and characteristics.  This study is the only one that 
combines data from the four major brands to look at detailed trends over time. 
 
 We rank the issuers by receivables, growth rates, net chargeoff rates, 
total credit lines extended, line draw-down rates, and other stats.  We 
include this year a bankruptcy filing quarterly forecast through year 2008, and 
other new features as well. 
 
 This Prospectus shows the full contents of the study.  An Order Form is 
enclosed.  Thanks. 
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HIGHLIGHTS 
 
Higher Minimum Payments: 3 Impacts 
 
 In its 2004 annual report, MBNA warned that new federally mandated 
increases in credit card minimum payments would reduce its future receivables.   
Citigroup said the same requirements probably would “increase delinquencies 
and credit loss.”  
 
 Unfortunately, both companies are right.  And there’s more, too.  Late 
and over-limit fees, a major industry income stream, will no longer be so 
lucrative.  Every time you charge one, you will now push strained cardholders 
closer to default, because their required monthly payment will balloon. 
 
 MBNA will implement its new formula in the Fall.  Under it, a problem 
debtor owing $10,000 at 29% with one late fee sees his minimum payment 
rise by $149.35.  
 
  The same debtor owing only $1,000 sees his minimum payment triple.  
His receivable balance also declines by 4.74% from what it would have 
been before. 
 
 Some issuers are trying to implement less aggressive new rules, but 
we suspect that federal regulators won’t accept them all.  Our study walks 
through eight detailed minimum payment change scenarios and analyzes the 
impacts. 
 
 
Bankruptcy Reform:  Done Deal 
 
 Luckily, just as rising minimum payments cut into card income, the new 
Bankruptcy Abuse Prevention Act will help out.  Whether the savings will make 
up for the minimum payment losses remains to be seen. 
 
 SMR was a primary supplier of research to the lender coalition that fought 
for this bill since 1997.  We present more than 20 pages of analysis and 
projections on what bankruptcies will be like once the new law takes effect.  We 
are certain that this law is going to reduce filings and their costs very 
significantly in 2006 and beyond.  
 
 Until then, things get worse – much worse – as consumer lawyers push 
all the clients they can into court prior to the October, 2005, effective date for 
most of the new law’s provisions. 
 
 The study includes our projections for the degree to which 
bankruptcies will spike in the “lame duck” period – and also for numbers of 
filings quarterly through 2008. 
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HIGHLIGHTS 
 
The Receivables Dilemma:  How To Cope 
 
 U.S. credit card charge volume rose neatly in 2004.  But it was another 
terrible year for card outstandings.  The gap between the two annual 
growth rates – charge volume versus receivables – is the largest yet. 
 
 Charge volume and receivables used to grow by near-identical rates.  As a 
15-year chart in our study shows, the two growth rates began to diverge in 1998.  
Today, the gap between them is a gulf.  
 
 A separate section of this study investigates sluggish receivables 
growth – and what might be done to change it. 
 
 As we reported a year ago, most of the receivables problem stems from 
consumers using home equity loans and cashout refinances to pay off card 
balances.  We show that the sum total of cash produced through these 
loans reached a new record high in 2004.  It’s likely to climb again in 2005. 
 
 How do you compete against an adjustable-rate cashout refi, supplying cash 
at 4.2% interest that’s tax deductible?  Maybe you don’t.   
 
 The study tells how new predictive models could enable credit card 
issuers themselves to cross-sell home equity loans effectively to 
cardholders bent on getting them anyway.  The same models, used in card 
account acquisition, could target revolvers highly unlikely to attrite.   
 
Changes In Lender Ranks  
 
 Citigroup has retained its lead in U.S. cards over the newly combined JP 
Morgan and Bank One.  Or at least, it has unless you believe Morgan’s annual 
report, which claims the top position in general purpose cards.  
 
 One thing’s for sure:  In the U.S., JP Morgan is showing the faster internal 
growth rate.  So, change is either taking place or may be in the offing. 
 
 But neither firm grew receivables in 2004 as fast as Wells Fargo or 
some other major players.  Wells is using an effective cross-sell strategy to 
its other bank customers, described in Section III. 
  
 Lots of companies have changed their competitive positions.  Conservative 
USAA Savings Bank (with a net chargeoff rate of 1.35%!) increased 
receivables by 25.9% in 2004 to become the 12th largest U.S. issuer. 
 
 We rank all issuers with $100 million or more of card receivables in Section 
III.  In Section VII, we add more company-specific data on earnings, net 
chargeoff rates, the year-over-year change in chargeoffs, total extended card 
credit lines, and draw-down rates. 
 

 Page 4 



OUTLINE OF CONTENTS 
 
I. Introduction: Industry Size & Growth; The Rough Road Ahead 
 A.  The 2005-2006 Credit Card Outlook: Life Gets Harder 
  1.  2005 Will Be A Year Of Multiple Problems 
  2.  Credit Quality: The Outlook Keeps Changing, And Now Looks Bad 
 B.  Minimum Payments Will Hurt Card Receivables, Too 
  1.  Payments And Fees 
  2.  Ecstasy, Agony, And Irony 
  3.  Toss In A Rising Cost Of Funds 
 C.  Banks Versus Merchants: When Does Round Two Begin? 
  1.  Posner’s Reports 
 D.  Still, Not All Is Grim 
 E.  Credit & Equity Issues 
  1.  Differential Growth Rates: The Gap Between Card Usage & Card Debt 
  2.  Home Equity Lending Now Exceeds Card Lending 
  3.  The Cashout Refi Phenom 
  4.  Volume And Receivables Trends Over 15 Years 
  5.  Graph: Growth Rates Diverge Between Charge Volume & Receivables 
  6.  Graph: Tapping Equity: Home Equity Loans Plus Cashout Refis 
  7.  It’s Amazing Things Aren’t Even Worse 
 F.  Meanwhile, Bifurcation Of Incomes Continues 
  1.  Not New, But Accelerated 
  2.  Table: Share of Aggregate Income By Households: 1967 to 2003 
 G.  Brand Competition:  Visa’s Catch-Up Year 
  1.  Inactive Accounts Reach A New High 
 H.  Industry Size & Characteristics: A Second View This Year 
  1.  Table: 2004 Industry Data From Bank Regulatory Reports 
 I.  General Purpose Credit Card Industry Statistics, 2000-2004 
  1.  Visa Domestic Statistics 
  2.  MasterCard Domestic Statistics 
  3.  Combined Visa/MasterCard Domestic Statistics 
  4.  American Express Key Statistics 
  5.  Discover Card (Morgan Stanley) Key Statistics 
  6.  General Purpose Card Industry Totals For The U.S. 
  7.  Share Of Market Of The Four GP Brands 
  8.  GP Card Accounts, Outstandings, Charge Volume, & Net Chargeoffs 
  9.  Market Shares By Brand: Charge Volume & Outstandings 
 
II.  Card Industry Key Events, 2004-2005 
 A.  Legislation & Regulation 
 B.  Visa/MasterCard 
 C.  Cobranded, Affinity Programs, & Private Label Programs 
 D.  Card Marketing 
 E.  Card-Related Home Equity & Mortgage Deals 
 F.  Portfolio Acquisitions 
 G.  Business Acquisitions 
 H.  International Deals 
 I.   Capital One, American Express, & CompuCredit  
 J.  Litigation & Legal Issues 
 

Page 5 



OUTLINE OF CONTENTS (continued) 
 
III. Industry Leaders: Changed Ranks 
 A.  Slow Growth For Most – But Not All – Players 
  1.  Citigroup Holds Its Lead, We Think 
  2.  Citi’s Growth Issue 
  3.  Chase Did Better 
  4.  Wells Fargo: The Cross-Selling Machine Is Moving Up Fast 
  5.  Other Tales Of Glory & Gloom 
 B.  MBNA’s Sudden Free-Fall 
  1.  The Restructuring Charge 
  2.  The Receivables Melt-Down 
 C.  Top Player Tables, 2004 
  1.  Companies Ranked By Credit Card Outstandings, 12/31/04 
  2.  Gains & Losses In Managed Outstandings 
  3.  Ranked By Percentage Increase In 2004 Receivables 
  4.  Changes In Ranks & Shares:  2004 Vs. 2003 
 
IV.  Impact Of The New Bankruptcy Law 
 A.  Bad News For Now, Good News Later 
  1.  Ancillary Effect On Stock Prices 
  2.  The 2006 Snap-Back May Be Muted 
 B.  The New Bill: Provisions That Matter 
  1.  Summary Analysis: Key Bankruptcy Law Provisions 
 C.  The Empire Will Strike Back 
  1.  The Warren Story 
  2.  Making The Story Fit The Cause 
 D.  Bankruptcy Statistics & Forecast: Short-Term Trouble 

1.  Tables: Personal Bankruptcy Filings By Court, Last 3 Days Of March,  
        2005, And First Full 5-Day Week Of May, 2005, Versus 2004. 

  2.  The Rest Of The Panic Period 
 E.  Bankruptcies In 2006 And Beyond 
  1.  Graph: Bankruptcy Filings Annualized, 1989-2004, By Quarter.   
  2.  The Stair Pattern:  Does It Remain? 
  3.  Chart: Quarterly Filings Forecast, 2005-2008 
  4.  Spike, Drop, Trend-Line 
 F.  Bankruptcy By State 
  1.  Table: States Ranked by Worst-To-Best Bankruptcy Rates  
  2.  Table: States:  Comparison Of Bankruptcy To Unemployment Rates  
 
V.  Impact Of The New Minimum Payment Rules 
 A.  New Minimum Payment Rules: They’ll Bring Bad News 
  1.  Background 
  2.  How To Do It? 
  3.  Some Banks See The Bad News Coming 
  4.  Cream Rises, Then All Get Creamed 
  5.  Different Plans: Tiny Changes May Not Work 
 B.  MBNA’s Changes 
  1. How Minimum Payments & Balances Change Under 8 Scenarios 
 

Page 6 
 



OUTLINE OF CONTENTS (continued) 
 
  2.  What If They Have Multiple Accounts? 
  3.  Bottom Line Impact 
 
VI.  Solving The Receivables Dilemma 
 A.  Mortgage-Sourced Payoffs:  They Won’t Go Away 
  1.  Refis:  Each Boom Gets Bigger 
  2.  Growing Popularity Of Mortgage Financing 
  3.  Home Equity Borrower Demographics 
  4.  Tough Questions 
 B.  Radical Change:  A New Card Industry Income Model 
  1.  How To Do It? 
  2.  Spreading Costs And Revenues 
  3.  Leaving Money On The Table 
 C.  Less Radical Change:  How To Fight Home Loan Payoffs 
  1.  Modeling:  Who’s Going To Get A Home Equity Loan? 
  2.  Why Targeting Has Failed In The Past 
  3.  Picking People Who Won’t Get Real Estate Loans & Those Who Will 
  4.  Lots Of Folks Don’t Want Them; Not All Perfect For Card Solicitation 
 D.  SMR Model Results 
  1.  Using Property Data  
  2.  Geography 
  3.  Using Our Models, Or Creating Your Own 
 E.  The Creative Message:  Beating Competitors Should Be Easy 
  1.  The Standard Pitch:  We’re Just As Good As The Next Guy 
  2.  Summary 
 
VII. Earnings & Credit Quality 
 A.  Profits Advance in 2004, But 2005 Will Be Problematic 
  1.  Combined Income Statement Of 32 Credit Card Banks, 2002-2004 
 B.  The 2005 Outlook Dims 
  1.  Table:  2004 & 1Q 2005 GAAP Earnings At Selected Card Firms 
  2.  The Disaster Scenario Is Still Far Off, But Long Litigation Could Hurt 
  3.  Time Cost 
  4.  Prior Tactics May Not Work As Well 
  5.  Pricing Loses Some Flexibility 
  6.  Possibilities For Improvement 
 C.  Credit Quality:  Measuring The 2004 Improvement 
  1.  Default Rate Volatility:  It Cuts Both Ways 
  2.  Prime-Quality:  Depends On How You Judge It 
  3.  Top & Bottom Rates 
  4.  Table: Net Chargeoff Rates of Large Card Portfolios, 2004 

5.  Table: How Net Chargeoff Rates Changed In 2004 From 2003  
 D.  Extended Credit Lines: Does The Time Bomb Explode After All? 
  1.  Inactives Could Become A Majority Of GP Accounts By 2010 
  2.  Table: Inactive Visa/MasterCard Cards, 1990-2004, U.S. Only 
  3.  Total Plastic Credit Lines: Citi Approaches the $1 Trillion Mark 
  4.  Table: Total Credit Card Lines for Major Players in the Business, 12/04 
 
 

Page 7 



Distribute This Study; 10 Copies Now Free 
 
 Since we began our published market studies many years ago, we’ve 
enforced our copyright – as all publishers do.  But now, we’ve made a change.   
 
 Clients who purchase this study are now permitted to make up to 10 
photocopies at no extra charge for use within their organizations.  So now, 
most key executives can have access to the research.   
 
 Previously, SMR allowed clients to make internal copies through a copyright 
licensing agreement.  The charge was $100 per copy made.  Over the years, we 
sold thousands of these licensed copies.   
 
 But now, unless you need to make more than 10 copies, you will never 
need licensing permits again.  See the Order Form.   
 

Copy Program & The Study Price 
  
 The free copies are a $1,000 value, but we need to compensate elsewhere.  
Here comes the bad news. 
 
 SMR’s credit card industry studies have sold for about the same price 
for 20 years.  But the number of sizeable card issuers has declined.  Also, our 
base price has fallen far below what’s normal in the market research industry.   
 
 Check out a web site called MarketResearch.com.  You’ll find a study 
published by Packaged Facts on rewards cards – one of many subjects we 
cover.   Price:  $3,500.   
 
 We have adjusted our base price closer to what’s normal.  As you will see on 
the Order Form, Credit Cards, 2005, costs $2,950.   
 
 We designed the free-copy program to give value back for the study’s base-
price increase.  The base price increase was necessary.  Our only choice was to 
do it – or to end the card industry’s most comprehensive research program. 
 
 

Intranet Program Unchanged 
 
 These changes do not affect our Intranet program.  In this program,  
we supply the original study in printed form, but also supply it as a Microsoft 
Word file, which clients may put on their internal Intranet sites.   
 
 The Intranet version costs $500.  With it, literally all employees can use the 
material, search for key words, and print out pertinent parts.  There are no limits, 
except that under copyright law, you must retain the Intranet file within your firm.   
 
 Thanks very much for your understanding and support.   
 
         Stu Feldstein, President 
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