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EXAMINING THE USES OF
CONSUMER CREDIT DATA

Thursday, September 13, 2012

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FINANCIAL INSTITUTIONS
AND CONSUMER CREDIT,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2 p.m., in room
2128, Rayburn House Office Building, Hon. Shelley Moore Capito
[chairwoman of the subcommittee] presiding.

Members present: Representatives Capito, Renacci, Manzullo,
Hensarling, Luetkemeyer, Huizenga, Fincher, Guinta; Maloney,
Watt, McCarthy of New York, Baca, Scott, and Carney.

Also present: Representatives Green and Ellison.

Chairwoman CAPITO. We are right in the middle of a window of
time, so I wanted to go ahead and try to start on time. I have the
ranking member here with me, so we are ready to call this com-
mittee hearing to order.

As 1 said, we do expect some votes in the middle of this, so we
will probably have to recess and come back. But I want to defi-
nitely finish this as quickly as we can, but giving the issues their
due diligence that I think we need to do. So, we are going to focus
on the use of consumer credit data to construct a consumer credit
profile and how that profile affects folks’ ability to access different
financial products.

Just briefly, the Fair Credit Reporting Act (FCRA) governs the
collection, assembly, and use of credit—consumer credit reports—
and provides the framework for the consumer credit reporting sys-
tem. This system uses a consumer’s payment history,—I think we
are all familiar with this, painfully or not—their level of debt, and
information about their loan history to provide lenders and poten-
tial employers with the means to assess a consumer’s ability to
manage their financial responsibilities.

Today, we will learn about the current types of data used to con-
struct a consumer credit profile, as well as potential issues that
arise when data is improperly reported. The subcommittee will re-
ceive input from our witnesses on two legislative proposals.

The first is a bill by Representative Manzullo and Representative
Shuler. They have offered a bill that requires consumer reporting
agencies to remove paid or settled medical debt from credit reports
within 45 days. I believe most members of this subcommittee are
familiar with this legislation as we had it last year.
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The second bill was introduced this week by Vice Chair Renacci
and Representative Ellison. It is called the Credit Access and Inclu-
sion Act, and it makes clear that the Federal statute permits public
utility services to voluntarily report positive and negative payment
data to the consumer reporting agencies. The stated goal of this
legislation is to provide consumers with the ability to build a posi-
tive credit history by paying their utility bills on time.

I am interested to learn from our witnesses their thoughts on
this. And I want to commend Mr. Renacci for starting this discus-
sion. Again, I thank our witnesses for providing us with insight on
these issues.

And I would like to recognize the gentlelady from New York, the
ranking member of the subcommittee, Mrs. Maloney, for the pur-
pose of making an opening statement.

Mrs. MALONEY. I thank everyone for coming, and I especially
thank Chairwoman Capito for having this hearing. This is an im-
portant hearing because our credit scores have a tremendous im-
pact on our ability to take out a mortgage, get a car loan, or get
a credit card. And it also impacts the interest rates that you are
charged. One late payment can mean the difference between an af-
fordable loan at a competitive interest rate and an unaffordable
loan at a much higher rate. So, this is very important to consumers
and the overall economy.

This committee has been looking at credit scores and how they
are computed for a long time. Today, we are not only looking at the
computation, but looking at how data is used or not used to impact
the score. And we are considering two bills that will direct the
credit bureaus to, in the case of one bill, delete certain data, and
in the case of the other, report certain data that will impact what
kind of information is used to determine our credit scores.

The Medical Debt Relief Act is a bill we have looked at in the
past. It has passed the House of Representatives with bipartisan
support. In many cases, the consumer is not aware that they have
an outstanding debt because there is an entity in the middle, the
insurance company, that settles claims and payments. And there
has been some testimony before this committee and others about
situations where people have not even known that they were late
on their payment because the insurance company was taking care
of it. Yet, when they went to get a loan, it had impacted their
score.

So, that is a bill that has been around for quite some time. And
this committee has not looked at the issue of alternative data, al-
though I know that is something that advocates have been working
on for years.

Unlike the Medical Debt Relief Act, which is requiring the bu-
reau to remove information, the other bill we are looking at today
enhances the credit report with additional information like positive
payment history of utility bills, cell phone bills, and other recurring
payments.

Supporters of the bill argue that for consumers with thin credit
profiles, and those who are “unscorable,” reporting this information
will help build credit histories and enable them to be eligible for
credit cards, mortgages, and auto loans. Although that sounds like
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a worthy goal, not everyone agrees that allowing alternative data
to be reported will have that intended effect.

So, these are important issues. And I look forward to the testi-
mony and reviewing them in greater detail.

I do know that Mr. Green asked for some time, so if I could yield
to him my remaining time. Mr. Green?

Chairwoman CAPITO. Why don’t I recognize him after—I want to
make a quick announcement, and then go to Mr. Renacci, and then
go to Mr. Green.

It is with great regret that I announce to the subcommittee that
we are losing a very valued employee who has worked for the Sub-
committee on Financial Institutions and Consumer Credit and the
Financial Services Committee. Michael Borden is our counsel. He
not only provides great wisdom and intelligence, he is also a lot of
fun to work with and a good friend to know.

Michael is returning to the private sector. And we solicited com-
ments from some of his friends to see what I should really say
about him. I could make a ruling from the Chair that the Dodgers
and the Chargers are not good teams. I will not say exactly what
people said on that one.

But this is likely the last time that a committee counsel will be
wearing Dolce & Gabbana in the anteroom. And then, we could add
all kinds of other things like his low-carb diet, designer sunglasses,
driving the same car as his frenemy Brendan, et cetera.

But what the heck; I just want to wish him good luck. And thank
you from the bottom of our hearts, Michael, for all you have done
not just for me and the committee, but for your service to our coun-
try. So, let us have a little round of applause.

[applause].

With that, I will recognize Mr. Renacci for 1%2 minutes for an
opening statement.

Mr. RENAccCI. Thank you, Madam Chairwoman.

Credit is the lifeblood of our economy. Access to credit is what
allows entrepreneurs to create businesses, small businesses to fi-
nance expansions, and ordinary citizens to make everyday pur-
chases on up to their first home. Increasing access to credit is why
we are here today.

The person who will testify on our second panel has for years
been studying the impact of alternative data on access to credit.
The research shows there are an estimated 50 million credit
invisibles, those who have 3 or fewer payment histories on their
credit files and consequently are unscorable.

Furthermore, 50 million people could have higher credit scores if
nonfinancial payment data such as utility payments were reported
to credit bureaus. I believe the research is overwhelming, and this
is why I joined my colleague, Representative Ellison, in introducing
H.R. 6363, the Credit Access and Inclusion Act.

I want to be clear; we are not talking about reducing credit
standards. I strongly support strong underwriting standards and
believe poor credit standards played a significant role in the recent
financial crisis. In fact, my goal is to increase sound underwriting
by promoting greater access to data. The more accurate data an in-
stitution can access, the better they can access credit risk.
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This legislation is a win-win. Our bill will help provide more
thorough information to lenders and allow millions to climb out of
the shadows and build a credit history. It is clear that negative in-
formation can and already is being reported. Our bill simply seeks
to make sure the consumers who can be punished for missing pay-
ments can also be rewarded for making the same payments.

I want to thank all of our witnesses for being here today, and I
look forward to working with you on this important piece of legisla-
tion. Thank you. And I yield back.

Chairwoman CAPITO. Thank you. Mr. Scott for 2 minutes for an
opening statement.

Mr. Scort. Thank you very much, Madam Chairwoman. I want
to be as brief as I can. But I just want to issue one little statement
on why I am so, so supportive of these two measures, especially the
Medical Debt Responsibility Act of 2011. I represent the Centers
for Disease Control, and last year they did a study that I want to
point out to the committee and to the panelists. And in that study,
the CDC found that one out of every three Americans was part of
a family that would consider their medical bills a deep financial
burden. And in addition, one in five Americans struggled to pay
medical bills that were related to medical debt each month. And
one in 10 stated they were unable to pay these bills at all.

And now, these statistics are worsened when they are focused
solely on African Americans; among African Americans, over 40
percent of them report financial burdens of medical care and nearly
28 percent cite problems with paying their medical bills in the past
year.

Unlike other forms of debt, medical debt is nearly always un-
planned and involuntary. No one knows what day or time it will
hit, especially if it hits big. And currently, 8.1 percent of Americans
are unemployed, and they are simply unable to take on burden-
some medical debt that would further impede their access to credit.

That is exactly why these two bills are so important. I commend
the sponsors on them, and I certainly urge quick action.

Thank you, Madam Chairwoman.

Chairwoman CAPITO. Thank you.

Mr. Hensarling for 2 minutes.

Mr. HENSARLING. Thank you, Madam Chairwoman. And thank
you for holding what I believe is a very important hearing. We
know that we continue to be in a very troubled economic environ-
ment, and many of our constituents continue to suffer. That is why
it is so important that we ensure that credit scorers are serving our
constituents. I believe they are an incredibly important tool. They
have helped democratize consumer credit; made it more egali-
tarian. It is an empowering thing for consumers. And so, I think
we ought to approach this with a fair amount of care and trepi-
dation.

I have read some of the testimony; not all of the testimony. And
certainly, there are some disturbing anecdotes, and I believe some
very legitimate issues dealing with medical debt. But I still think
we should be very, very careful here in what we do. And our goal
should be to try to make credit reports more accurate, not less com-
plete.
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And so, I do want to thank Mr. Renacci for his legislation, which
I think does take us in the direction of making credit reports more
complete. I am always concerned when Congress attempts to in-
volve itself in credit allocation policy.

We did that with the mortgage finance system where financial
institutions were in effect told to ignore predictive information, be
it credit reports, debt-to-income ratios, or significant
downpayments in a financial crisis, and millions of our countrymen
have suffered.

So, the bottom line is thinner credit files can erode risk-based
pricing. Ultimately, that can make consumer credit more expensive
and less available. And now is a very poor time to move in that
direction.

Thank you, Madam Chairwoman.

Chairwoman CAPITO. Thank you.

Mr. Green for 2 minutes.

Mr. GREEN. Thank you, Madam Chairwoman. I thank you and
the ranking member for the opportunity to be a part of the hearing.
And I would like to thank Mr. Renacci and Mr. Ellison for the piece
of legislation that they are presenting.

I do understand that we have a good many people who are
invisibles, as has been said. Mr. Renacci called it to our attention,
some 30 to 50 million people.

These are people who do not have credit files at all or they have
no credit score that can be measured simply because they have
what I consider credit—they pay light bills, gas bills, water bills,
and phone bills—but they do not have these things scored.

And in my opinion, these people can make timely payments.
They have demonstrated it, but they just do not have the credit
score. So, I compliment them on what they are doing.

I would also call to the committee’s attention the alternative
credit scoring bill that we passed in this House that calls for a pilot
program with FHA. We are looking forward to moving forward on
this and having this opportunity for persons with this alternative
credit to have their credit properly scored.

When it comes to money, there are some people, if I may say it
this way, who do not believe in “First National;” they believe in
“first mattress.” And they keep their assets close to them, right
under them if I may say so. Just because they do not participate
in the process and the system to the same extent that we do, it
does not mean that they are not creditworthy. And my hope is that
we can find a way to make sure that they can complete the process,
but do it in such a way that they can pay their bills and they too
can have credit.

I yield back the balance of my time.

Chairwoman CAPITO. Mr. Manzullo for 1% minutes.

Mr. MANZULLO. Thank you. Thank you for calling this hearing,
Madam Chairwoman.

I have long supported this bill, the Medical Debt Responsibility
Act. In the past two Congresses, we have worked with colleagues
on both sides of the issue to make sure that this important issue
is addressed. In fact, last Congress the House passed a similar bill,
the Medical Debt Relief Act of 2010, with overwhelming bipartisan
support.
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A straightforward bill is good for consumers and the economy.
There is no cost to the government. Medical debt affects many
hardworking Americans who have been diagnosed with an illness
or involved in an accident, the results can be devastating. Even
small medical debts are causing large problems for consumers and
are stifling our economy.

So, Madam Chairwoman, this is a great bill. I appreciate the op-
portunity to be here to ask questions of the witnesses.

Chairwoman CAPITO. Thank you.

Mr. Ellison?

Mr. ELLIsSON. Thank you, Madam Chairwoman. I will be quick
because I know that we have a vote.

But I first of all want to thank Mr. Renacci. I know it seems like
it is somewhat rare to get a chance to come together on a bipar-
tisan basis to do something good for the American people. So, I am
very grateful that we are able to work together. Also, Mr. Jones,
Mr. Capuano, and Mr. Hinojosa who joined the bill as original co-
Sponsors.

I just want to say very briefly that millions of people have dam-
aged credit scores. Delinquencies remain in their files for years. In
addition, there are an estimated 35 to 50 million people who are
credit invisible. I think this bill can take us a long way toward
solving this problem and really helping many families in our coun-
try to have an accurate credit score.

Another concern is that there are about 50 million people whose
credit scores are lower than they would be or should be if all of
their credit information was included. Credit invisibility affects all
kinds of Americans; all Americans really in some way. But it also
affects some groups disproportionately.

For example, African Americans, Latinos, young people, immi-
grants, and women whose credit has been in their late husband’s
name often are credit invisible. People who for religious or personal
reasons do not borrow money with interest rates are affected. And
people who live mostly in the cash economy. So, it affects a whole
multitude of people in various walks of life.

The solution I think is simple. Our bill clarifies that utility and
telecom firms can report their customers’ on-time payments. It is
not a mandate.

Also, a nonpartisan research group that works on this issue, the
Policy & Economic Research Council, known as PERC, has pro-
vided impressive empirical evidence which establishes that the
value of including alternative data in credit scores. And I find the
data important and reliable and overwhelmingly to the benefit of
customers.

Borrowers who benefit from improved access to the credit main-
stream are going to be better off. And they can save money on in-
surance and debt and increase their wealth by accessing affordable
credit. Lenders benefit by being able to better assess risk because
they have more information and they can more profitably and
soundly extend credit to segments previously viewed as risky.

So, let me just wrap up by saying that I am very happy to be
working on this bill. T look forward to hearing from people who
have various points of view. I know that not everyone thinks the
bill is great as it is. I want to hear from them too. But I think that
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this is a very good step and a bipartisan attempt to improve the
lives of millions of Americans.

Chairwoman CAPITO. Thank you.

Mr. Fincher for 1 minute.

Mr. FINCHER. Thank you, Madam Chairwoman.

Credit is a necessary part of America’s financial system. A per-
son’s credit report has become as important as their resume, per-
sonal reputation or integrity. Unfortunately, our credit data may be
susceptible to mistakes by creditors, credit bureaus or simply
human error. Also, many hardworking Americans continue to have
difficulty establishing credit histories, which is a necessary compo-
nent to establishing good credit.

Too often in Congress, there are unintended consequences to the
laws we create. Laws requiring personal credit reporting and credit
history are too important to not get right the first time. Therefore,
I looking forward to hearing from our witnesses. And I yield back.
Thank you.

Chairwoman CAPITO. Thank you.

What I would like to do is give Mr. Schoshinski a chance to give
his opening statement for 5 minutes. And then, we will probably
adjourn at that point, and come back for questions.

So, I would like to welcome as our first witness Mr. Robert
Schoshinski, the Assistant Director of the Division of Privacy and
Identity Protection at the Federal Trade Commission.

Welcome. You are now recognized for 5 minutes.

STATEMENT OF ROBERT SCHOSHINSKI, ASSISTANT DIREC-
TOR, DIVISION OF PRIVACY AND IDENTITY PROTECTION,
THE FEDERAL TRADE COMMISSION (FTC)

Mr. ScHOSHINSKI. Thank you, Chairwoman Capito, Ranking
Member Maloney, and members of the subcommittee. It is my
honor to present the Federal Trade Commission’s testimony on the
important issues of consumer reports and credit scores today.

The Fair Credit Reporting Act is the law that governs the oper-
ation of our Nation’s consumer reporting system. In enacting the
FCRA in 1970, Congress recognized the vital role that consumer re-
porting agencies play in assembling and evaluating information
bearing on creditworthiness, credit standing, credit capacity, char-
acter and general reputation of individual consumers.

Today, consumer reports are used by issuers of credit, insurance
companies, employers, landlords, and others to make critical eligi-
bility decisions affecting consumers. The information contained in
an individual consumer’s report will affect the eligibility and cost
of various consumer products and services that most of us would
consider to be essential parts of the activities of modern life.

I would like to highlight three aspects of the Commission’s testi-
mony in my comments. First, as explained in the testimony, the ac-
curacy and completeness of consumer reports is a central concern
of the FCRA. In the credit context, for example, complete and accu-
rate consumer reports enable creditors to make informed decisions
benefitting both creditors and consumers.

Errors in consumer reports, however, can cause consumers to be
denied credit or other benefits, or to pay a higher price for them,
and can cause credit issuers to make inaccurate decisions that re-



8

sult in declining credit to a potentially valuable customer or issuing
credit to a riskier customer than intended.

The FCRA contains numerous requirements designed to ensure
that information contained in consumer reports is accurate and
complete. For example, consumer reporting agencies must make
reasonable efforts to assure the maximum possible accuracy of re-
ports, and must maintain procedures through which consumers can
dispute and correct inaccurate information in their files.

In addition, amendments to the FCRA in the last decade have al-
lowed consumers to access their own consumer reports and the
credit scores based on those reports. These important rights permit
consumers to know what is being reported about them and to
evaluate whether their files contain inaccurate or incomplete infor-
mation that they should dispute.

Second, the issue of thin files or consumer files with limited or
no credit histories can limit the ability of credit providers to assess
the subject consumer’s creditworthiness. In 2003, Congress asked
the Commission to study whether common financial transactions
not generally reported to the credit reporting agencies would be
useful in determining the creditworthiness of consumers.

The Commission issued a report containing its findings in 2004.
The report concluded that there was a sizable consumer population
that was difficult to evaluate for credit purposes because they have
thin files or no credit history.

The Commission found that the types of consumers with thin
files included young people living on their own for the first time,
people who established credit through their spouse, recent immi-
grants, and people who either do not use credit or who rely on al-
ternative credit sources.

The report discussed arguments for the inclusion of alternatives
to traditional data and credit files, such as rental payment infor-
mation, utility payment information, and cellular phone payment
information, and identified private efforts under way to collect and
report these types of alternative data.

Third, I would like to address the treatment of medical debt in
credit reporting and credit scoring, which continues to present
unique challenges. Medical debts can be reported as derogatory
items on consumers’ credit reports, even after such debts have been
paid, adversely affecting a consumer’s credit score.

As the Commission’s testimony describes, some have questioned
the appropriateness and value of medical debt in assessing and
predicting credit risk. In some cases, the debt may result from a
billing dispute or misunderstanding between the consumer and
their insurer. Additionally, some argue that medical debt is often
an unexpected one-time expense, and thus may not be a good indi-
cator of a consumer’s general creditworthiness.

On the other hand, some argue that because such debts can pro-
vide accurate information about consumers’ financial obligations
and payment histories, they should be included in credit reports.

The Commission continues to monitor developments in the re-
porting of medical debt. For example, the bill discussed here today,
H.R. 2086, the Medical Debt Responsibility Act of 2011 seeks to ad-
dress this issue by requiring the removal of some fully paid medical
debt accounts from consumer reports. The Commission has not



9

taken a position with respect to the Act or any other Federal or
State legislation on this issue, but continues to monitor develop-
ments on the issue.

The FTC is committed to using all the tools at its disposal to en-
sure privacy and accuracy of consumer reports as required by the
FCRA, and we would like to thank the chairwoman and the com-
mittee for providing us an opportunity to appear today. I am happy
to answer any questions that the committee may have.

[The prepared statement of Assistant Director Schoshinski can
be found on page 76 of the appendix.]

Chairwoman CAPITO. I thank the gentleman. That was exactly 5
minutes. Very good.

The committee will now stand in recess. We have four votes, so
I predict we will be back somewhere in the 3:00 hour. Sorry for the
interruption.

[recess].

Chairwoman CAPITO. We will go ahead and reconvene the hear-
ing. Again, I apologize for the delay, but we should have clear sail-
ing hopefully for the rest of the hearing. I will start the questioning
for 5 minutes.

In terms of how credit scores are developed, are they all devel-
oped by third parties like the credit bureaus? Or do financial insti-
tutions also develop their own sort of in-house scoring models?

Mr. ScHOSHINSKI. I do not know the exact answer to that ques-
tion. I think it depends. And I know there is a representative from
the industry on the second panel who may be able to address it.

My understanding is that credit reporting agencies develop
scores, but that they are—the lenders or the others who are using
the scores may ask for specific weight to be given to different fac-
tors in the credit reports. So, the scores may differ depending on
who is receiving the score.

Chairwoman CAPITO. One of the questions I have, and this is just
a random question, but you always hear about things staying on
your credit report for 7 years. What is so magical about 7 years?

Mr. SCHOSHINSKI. Seven years is just the cutoff point that Con-
gress elected to use. It decided that things beyond 7 years are ei-
ther stale or not indicative anymore at that point. So, it is 7 years
for most derogatory items. I think for bankruptcies it is 10 years.
But that is just what Congress determined when they passed that
section of the Act.

Chairwoman CAPITO. Having been obviously a consumer who has
looked at my credit report, it really is frustrating that you cannot—
you can satisfy these negative parts of your credit score and you
really do not get credit for it for 5 years later or something like
that. I do not know if there are options that can be built in for that.

And another thing, I think—and I will also go to the other panel
on this—the communication issue in trying to talk to a credit bu-
reau, to try to work on your credit score, is not easy. It is not con-
sumer-friendly. Do you all address that at the FTC?

Mr. ScHOSHINSKI. We certainly do. There are provisions of the
FCRA that require credit reporting agencies to do certain things
when disputes are received. And they have to do a reasonable in-
vestigation. They have to do it within a certain amount of time,
usually 30 days. And they have to communicate the results of their
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investigation, whether they are going to change the item based on
what the consumer told them, or whether they are going to refuse
to change it.

So, there are provisions in the Act that require the credit report-
ing agencies to do certain things. If they develop or put up stum-
bling blocks to consumers to keep them from disputing or actually
having the credit reporting agency investigate the item, then that
could be a violation of the Fair Credit Reporting Act. And we would
investigate and take action on that.

Chairwoman CAPITO. This is another thing that has entered my
own life. And as a mother—my children are in their 20s now, and
trying to build their own credit history. You are encouraging them
as much as you can as they go through college, to not run up a
bunch of debt. You are trying to keep them clean as much as you
can financially.

And then they reach the point where they are in their first job
and they have no credit history because they basically have been
good players—I guess that is what you are calling it. What would
you recommend to the young people to be able to start building
that before they reach the turndown for the option of credit as they
are in their early adulthood moving on to their careers?

Mr. ScHOSHINSKI. I think the most important thing is to avoid
negative information on a credit report. Now, that does not nec-
essarily address the issue of—

Chairwoman CAPITO. Building positive information.

Mr. SCHOSHINSKI. Right.

Chairwoman CAPITO. Yes.

Mr. SCHOSHINSKI. Some have advised using credit cards and pay-
ing them off on time as a way to build credit. I cannot say whether
that is an appropriate or a good way to do it. But that is one way
to put one’s footprint on a credit report, again, as long as the infor-
mation is positive.

Chairwoman CAPITO. Right. Okay. I will yield to the ranking
member for questions.

Mrs. MALONEY. In your statement, that we should work to build
positive information on our credit scores. But oftentimes, there is
negative information on it. And sometimes, it is incorrect. How do
you go about correcting negative information on these credit scores?
And do you oversee the efforts to correct it? What if you get a score
and you know it is wrong? How do you approach it? Are there pro-
fessionals who work with you like attorneys or, I don’t know, advo-
cates who help? Most consumers would not know where to go.

What would you do if the information was wrong? Would you call
an attorney? Would you call a credit agency? What would you do?
I do not think most people know what to do.

Mr. SCHOSHINSKI. That is a good question. And one of the things
that the FTC has done in terms of raising consumers’ awareness
about their rights under the FCRA is to do a lot of outreach and
a lot of consumer education. And there are a number of consumer
advocate groups that do engage in that kind of assistance.

But the most important thing the consumers can do is to know
what their rights are. And the way they are going to do that is first
to receive their credit reports and make sure the information that
is on there is accurate. And once they do, they have the right to,
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if there is inaccurate information, go either to the credit reporting
agency or to what we call a furnisher, the entity that initially re-
ported it to the credit reporting agency, and say, hey, this informa-
tion is incorrect; it needs to be changed.

That starts the clock running. And that imposes an obligation on
the furnisher or the credit reporting agency to do a reasonable in-
vestigation and either take it off or say why they are not going to
take it off.

Mrs. MALONEY. Or say whether or not?

Mr. SCHOSHINSKI. Say why they are not going to take it off.

Mrs. MALONEY. Why they are not going to take it off. And they
have to give you that information?

Mr. SCHOSHINSKI. Yes.

Mrs. MALONEY. Okay. In your written testimony, you state that
errors in consumer reports often lead to credit issuers making inac-
curate decisions that result in declining credit to a potentially valu-
able customer. Can you comment on the two bills that are before
us today and how they will help alleviate this problem? Do you
support these two bills?

Mr. ScCHOSHINSKI. We have not taken a position on either of the
bills. We do not either advocate the passage of, or advocate against
the passage of, either of the bills.

From my reading of the bills, they would not have a direct im-
pact on the inaccuracy issue. The medical reporting bill would limit
some information that was put on credit reports, and the thin file
bill would increase information that is being put on reports. So, it
would affect the amount of information, either subtracting or add-
ing. But we do not have any data to indicate whether they would
increase the rate of inaccuracy or decrease the rate of inaccuracy.

Mrs. MALONEY. And in your statement, you also note that you
share jurisdiction now over credit scores issues with the Consumer
Financial Protection Bureau. Can you expand on how this will
work with two regulators? Are you responsible for some things and
they are responsible for how you delineate it? Or how does it work?

Mr. SCHOSHINSKI. Sure. In the area of enforcement, the Federal
Trade Commission and the CFPB share jurisdiction. The CFPB
now has primary responsibility for rulemaking and supervision and
oversight of some of the larger credit reporting agencies. But in en-
forcement, we share authority and jurisdiction.

The way we are dealing with it is in January of this year, the
two agencies entered into a memorandum of understanding to sort
of set the guidelines for how we will deal with enforcement issues
related to the Fair Credit Reporting Act and other issues that over-
lap between the two agencies. The goal of that is to avoid duplica-
tion.

We do not want two agencies doing the same work. And we want
to have a consistent voice in terms of what advice we are giving,
what policy statements we are making. And so the two agencies
have working groups that meet on a regular basis, and share infor-
mation about the investigations they are doing to make sure that
we are not duplicating anything.

We would be wasting resources by having two agencies do the
same thing. And in my experience, it has been working out pretty
well.
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Mrs. MALONEY. Do you believe that consumers are now more
aware of how data affects their credit scores? And how have your
enforcement actions raised awareness possibly for consumers?

Mr. ScHOSHINSKI. Yes. I think consumers are more aware of
these issues, especially with the amendments over the last 10 years
to the Fair Credit Reporting Act that enabled them to get free cred-
it reports, enabled them to dispute items on the credit report with
the credit reporting agencies and furnishers.

And I think both the enforcement that the FTC has done and the
consumer education and outreach has raised awareness and has let
consumers know that they do have these rights and can take action
when there is inaccurate information.

Mrs. MALONEY. Thank you. My time has expired.

Chairwoman CAPITO. Thank you.

Mr. Renacci for 5 minutes.

Mr. RENAccI Thank you, Madam Chairwoman.

In your testimony, you mentioned the FTC’s 2004 study on the
possible benefits of reporting more ultimate data. Your testimony
states that there is a sizable consumer population that is difficult
to evaluate for credit purposes due to a lack of credit history. Is it
the conclusion of the study that the population suffers in any way
negatively from the lack of unscorability?

Mr. SCHOSHINSKI. I do not know that the study reached a par-
ticular conclusion on that. But I think because there are a large
number of people who cannot be scored or cannot be evaluated
under the credit reporting agency, some of them are denied credit
who would have been able to get credit if the additional informa-
tion had been reported.

Now, there is a flip side to that. Additionally, some consumers,
either through late payments or failure to pay certain bills, might
be denied credit or have a worse situation if that information was
reported in the credit reports.

Mr. RENAcCI. I notice you said with the chairwoman that maybe
one of the options was getting a credit card. But how about that
person who cannot get a credit card?

Mr. SCHOSHINSKI. Yes. Some people are in a situation—it is a
Catch-22 where they cannot establish the credit that they need in
order to then get—establish a credit rating.

Mr. RENACCI. So, what options would they have?

Mr. SCHOSHINSKI. I do not have a particular answer to that. In
the current system, I do not know what options they do have.

Mr. RENAccCI. But do you think if there was attachment of their
current rent payments and some of the alternative payments that
they would have some opportunity for a credit history?

Mr. SCHOSHINSKI. Yes. For those who are timely and who pay
those currently unreported items, it will give them an opportunity
to establish credit.

Mr. RENAccI. You also mentioned in your testimony that the
Commission identified barriers to reporting alternative data, spe-
cifically laws and regulations. Can you discuss some of those bar-
riers and discuss what actions are needed for you to remove some
of them?

Mr. ScHOSHINSKI. Certainly. There are some either State or local
requirements about utility payments, that require either consumer
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consent or other preconditions before it can be reported to a credit
reporting agency. So in those cases, it is difficult for utilities and
others to report complete information. I do not know how to elimi-
nate those. It could be done legislatively or otherwise.

Mr. RENAcCI. There are proponents of alternative data reporting
in a report focused on bringing no-file and thin-file consumers into
the financial mainstream. How might alternative data reporting af-
fect those already in the credit reporting system?

Mr. ScHOSHINSKI. I do not have data or information on that. It
seems to me that generally more accurate information in the credit
reporting system is good for everyone. It enables creditors and indi-
viduals seeking credit to have better information and make better
decisions. So to the extent that any provision would provide more
accurate information, I think the general conclusion would be to
benefit consumers in the system.

Mr. RENAcCI. So you do agree that more information actually
could provide better credit opportunity?

Mr. SCHOSHINSKI. More accurate, consistently reported informa-
tion, in our opinion, is good for the credit system.

Mr. RENAcCI. I yield back.

Chairwoman CAPITO. Mr. Scott for 5 minutes.

Mr. ScoTT. Yes. Thank you, Madam Chairwoman.

I am interested in your answer to an earlier question. You said
that you did not have a position on either bill. And that struck me
as kind of strange. Why would not you have a position on either
one of these bills? Especially when you stated in your written testi-
mony that errors in consumer reports often lead to credit issuers
making inaccurate decisions.

And these two bills that we are discussing, the Medical Debt Re-
lief Act and the Credit Access Inclusion Act, are designed to allevi-
ate the very problems that you addressed in your testimony. It
would make our discussion and hearing more beneficial if you
would state how these two bills would impact, especially given the
fact that your agency, the FTC, will be largely responsible for help-
ing us work through these.

We are moving ahead with these two bills and it is so important
to get exactly what your opinions are. That would help us to maybe
move to correct, or you make some suggestions or recommenda-
tions. So, it is very important that we do get your opinion on these.

Mr. SCHOSHINSKI. Yes, Representative Scott. The Commission
has not taken a position on either of these bills and has not author-
ized me to testify—

Mr. ScoTT. I do not want—when I say position, I am not talking
about whether you are for or against. What is your commentary?
Are we moving in the right direction? What in these two bills are
we doing right? What may we be doing wrong?

Mr. ScHOSHINSKI. Those are not questions that I can answer
today. But I think the Commission will be happy to work with the
members of the subcommittee on either of the bills or any other
bills that address these issues to see if there are ways to address
those concerns about accuracy in them.

Mr. ScotrT. Okay. Let me ask you this: What challenges do con-
sumers face, in your opinion, in terms of if they have the oppor-
tunity to dispute information that may be contained in their credit
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report? What challenges do they face? And what resources does the
FTC provide to assist consumers who are looking to address these
errors in their credit reports?

Mr. SCHOSHINSKI. Certainly. So, the resource that the FTC pro-
vides is we have extensive consumer education materials both on
our Web site and in written materials to provide consumers with
the step-by-step process through which they can dispute inaccurate
data on their credit reports either with the credit reporting agency
or with the furnisher of the company that initially provided the in-
formation to the credit reporting agency.

The FTC also has engaged in extensive outreach and training to
assist consumer advocates who help people with these kinds of
issues, and train them through the law and the process through
which these issues can be disputed.

Mr. Scotrt. Let us talk about these errors. Give us some exam-
ples of some of the errors that occur in consumer reports that lead
to these credit insurers making inaccurate decisions.

Mr. SCHOSHINSKI. Errors could be anything in a credit report. It
could be an account, a credit card that you paid off being reported
as delinquent and unpaid. It could be that a credit card or another
account is being reported as one that you never opened or never
used. It could be that they are associating information from an-
other consumer with your account.

An individual could be the victim of identity theft and informa-
tion could be on their credit report as a result of that. So, there
is a broad range of inaccuracies and errors that could be on a credit
report.

Mr. ScorT. And in your opinion should we be limiting the
amount of time that settled medical debt remains on a consumer’s
credit report?

Mr. SCHOSHINSKI. I cannot express an opinion on that. It is a pol-
icy call.

Mr. ScortT. All right.

Thank you, Madam Chairwoman.

Chairwoman CAPITO. Mr. Luetkemeyer for 5 minutes.

Mr. LUETKEMEYER. Thank you, Madam Chairwoman.

I am kind of curious about some statistics with regard to credit
reporting; for instance, what percentage of the lenders use credit
reports? Do you know offthand?

Mr. ScHOSHINSKI. I do not know. I do not have that data.

Mr. LUETKEMEYER. Do you know what percentage of businesses
report to credit reporting agencies?

Mr. SCHOSHINSKI. No, I do not.

Mr. LUETKEMEYER. There is no ballpark figure out there that
most of the folks who do some sort of credit payment type stuff
or—there is no data?

Mr. ScHOSHINSKI. We do not keep those statistics. Although, the
witness from the industry in the second panel may have informa-
tion about that.

Mr. LUETKEMEYER. Okay. I will assume then probably—I was
kind of curious if you knew based on the lending—the lending
based on those credit reports how accurate are the lenders when
they make a loan? Do you know anything, whether they are—those
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things are—how accurate to be able to make a loan on? Is it worth-
while, not worthwhile? Is that up to each individual lender?

Mr. ScHOSHINSKI. We do not know about the accuracy of the
lender’s decision. But there is currently a study the FTC is doing
that the FTC was charged by Congress to do to evaluate the accu-
racy of data in credit reports. And that report is currently expected
to be issued in December of this year.

Mr. LUETKEMEYER. Okay.

Mr. SCHOSHINSKI. So, it took a random sample and—

Mr. LUETKEMEYER. Okay. In my State, over a couple of years, we
have had some devastating natural catastrophes. We had a tornado
run through Joplin, Missouri. We had a devastating flood in the
southeast corner of our State. And as a result, we have a lot of
folks who have some—obviously some bills that were not paid,
some well beyond their control. They have lost jobs as a result of
all this. They have lost homes. They lost everything.

How are those things taken into consideration? Do you re-weight
your report? Are those things noted in the report? How do you take
those things into consideration?

Mr. ScHOSHINSKI. I think it depends on the credit reporting
agency and the creditor, whether they are willing to forebear on
payments based on those circumstances or not. I do not have an
answer for how that works. But again, the witness from the credit
reporting industry—

Mr. LUETKEMEYER. Okay. So, what you are telling me is for the
folks, for instance, who had the tornado go through and they lost
a job and they lost their house. And so for the 3 months so they
could find some sort of subsistence living quarters and then find a
new job, all those bills that they accumulated will still show up on
their credit report?

Mr. SCHOSHINSKI. They could, yes.

Mr. LUETKEMEYER. And you have to look at the forbearance and
understanding of your creditor to go back and say well, this is what
we did and whenever I did get a job and my bills started getting
paid again. Is that what you are telling me?

Mr. ScHOSHINSKI. That is correct.

Mr. LUETKEMEYER. Okay. With regard to identity theft, I think
Mr. Scott mentioned it a minute ago or you mentioned it, I believe,
in your discussion with him. How quickly are those things removed
from somebody’s credit report?

Mr. SCHOSHINSKI. They can be removed pretty quickly. If some-
one reports identity theft and has gone to the police and identified
that someone has stolen their identity and used their information,
the process can be pretty quick, within weeks or a month.

Mr. LUETKEMEYER. Do you have a red flag situation or a system
by which an account is red-flagged? If you see something coming
in that is so dramatically out of the norm from what that person
in the past has been doing that you say man, this guy is off the
reservation, what happened? Which would be an indication I would
think, that there is probably a stolen identification of some kind,
a credit card or a debit card or whatever?

Mr. ScHOSHINSKI. Credit card and debit card issuers do have
processes to identify fraudulent, out-of-character purchases—
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Mr. LUETKEMEYER. So, they would catch it more quickly than
you would?

Mr. SCHOSHINSKI. Yes.

Mr. LUETKEMEYER. Yes. Okay.

That is all I have. Thank you, Madam Chairwoman. I yield back.

Chairwoman CAPITO. Thank you.

Mr. Carney for 5 minutes.

Mr. CARNEY. Thank you, Madam Chairwoman. And thank you
for holding this hearing today.

I would like to go back to some of the questions that Mr. Scott
asked. You have said a couple of times in response to the questions
that these are policy questions and you do not have a position from
the Commission. But I am wondering—I expect that your role here
today is to talk a little bit about the implications of the work that
you do for these changes that might occur, right, if Congress de-
cides to pass this legislation.

So, with respect to medical debts, is there anything within those
changes that would cause you concern with respect to your respon-
sibility? Why don’t we start with—tell me the breakdown between
your responsibility and the CFPB’s, just so that I am clear on that,
if you could do it briefly?

Mr. SCHOSHINSKI. Certainly. The Federal Trade Commission and
the CFPB share authority and jurisdiction for enforcement of the
Fair Credit Reporting Act. Under—

Mr. CARNEY. Where are those lines? What is your responsibility
and what is their responsibility?

Mr. ScHOSHINSKI. The responsibility is basically governed by co-
ordination between the two agencies to make sure we are not work-
ing on the same thing. So, we have—

Mr. CARNEY. So, you do the same things; you just work on dif-
ferent cases?

Mr. SCHOSHINSKI. There is some authority that the CFPB has
that the Federal Trade Commission does not have. For instance,
they have taken most of the rulemaking authority under the
FCRA. So, they are responsible for that portion of the FCRA pro-
gram.

Additionally, they do supervision for some of the larger credit re-
porting agencies. That means they have the ability to go in and
look at what they are doing, at the procedures to make sure they
are in compliance. We do not have that authority and we have
never had that authority.

Mr. CARNEY. So, what is the major focus of your—the accuracy
of the information or—

Mr. SCHOSHINSKI. Accuracy and enforcement of the provisions of
the FCRA such as dispute resolution.

Mr. CARNEY. Okay.

Mr. SCHOSHINSKI. Such as providing data for impermissible pur-
poses. If a credit agency is providing data for impermissible pur-
poses, we would take action on that. So, primarily what we do is
review complaints and other reports of violations of the Fair Credit
Reporting Act, and take action where we find—investigate and
take action where we find—
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Mr. CARNEY. So, is there anything in these two pieces of legisla-
tion with respect to medical debts or thin files that raises any flags
or concerns for you with respect to the charge that you have?

Mr. SCHOSHINSKI. I do not think that they would change enforce-
ment in any significant way. It is just that there would be—

Mr. CARNEY. Be more.

Mr. SCHOSHINSKI. I am sorry?

Mr. CARNEY. There would be more to look at right?

Mr. SCHOSHINSKI. That is correct. There would be additional pro-
visions to make sure that credit reporting agencies and furnishers
are complying with. But other than that, I do not think it would
change.

Mr. CARNEY. So, with respect to your enforcement authorities,
there is no real—you do not have any concerns other than the addi-
tional work that you would have to do to look at this—these pieces
as well.

Mr. SCHOSHINSKI. No. And that is not necessarily a concern.

Mr. CARNEY. Okay.

Okay. Thank you. I yield back.

Chairwoman CAPITO. The gentleman yields back. I believe Mr.
Manzullo has no questions. So, Mr. Green?

Mr. GREEN. Thank you, Madam Chairwoman.

And thank you for appearing today, sir. I am not sure whether
my questions will fall within the purview of your appearance today,
but I am interested in some things that you may know. What is
the current status of requirements with reference to utility bills?
Are they—are credit agencies—or well maybe is the debtor re-
quired in any way to report any of these?

Mr. SCHOSHINSKI. Currently, under the Fair Credit Reporting
Act, there is no limitation on this kind of data and whether it can
be reported. So, there is nothing in the Fair Credit Reporting Act
that keeps credit reporting agencies from reporting utilities and
other data.

The question is whether they find it useful and whether they ac-
tually do it. And that is a question for—I think for the witnesses
from industry to say what the current practice is. But the law does
not prevent them from reporting it currently.

Mr. GREEN. Are you finding that you have these items being re-
ported from time to time, occasionally, quite often? And if so, are
they reported on the negative side or the positive side?

Mr. SCHOSHINSKI. The information that we have is that they are
reported sometimes. Sometimes it is only the negative. Sometimes
it is both. But we do not have data on what the prevalence of that
is, whether it is—

Mr. GREEN. Sometimes only the negative.

Mr. SCHOSHINSKI. Sometimes only the negative.

Mr. GREEN. And are there times when only the positive is re-
ported?

Mr. SCHOSHINSKI. I am not aware of that circumstance, but a
witness from the industry may—

Mr. GREEN. I understand. So, you are aware that the negative
may be reported absent the positive. But you are not aware of
whether the positive is reported absent the negative?
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Mr. SCHOSHINSKI. Yes. In some circumstances, such debts are
only reported when they go to collection or delinquency. That is the
only data that gets reported. So by definition, in those situations,
there is no positive information to be reported, only the negative
delinquency going—or the fact that the debt was passed onto collec-
tion.

Mr. GREEN. Do you have a means by which consumers can com-
plain to your agency?

Mr. ScHOSHINSKI. We do, both at our Web site and we have a
toll-free number where consumers can make complaints about con-
sumer protection issues and specifically Fair Credit Reporting Act
concerns that they might have.

Mr. GREEN. Do you receive complaints about the negative being
reported absent the positive?

Mr. SCHOSHINSKI. I cannot say whether we have received specific
complaints about that practice. We do receive a lot of complaints
about credit reporting. But I do not have a breakdown for the kinds
of specific issues that are involved.

Mr. GREEN. Let us move to one other area quickly. Do you find
that you have—or have you reviewed any studies that indicate per-
sons who are not scored in the traditional credit market are credit-
worthy and can make payments on typical household items and the
typical things that we purchase, any studies?

Mr. SCHOSHINSKI. I do not have any data on that but I imagine
it is the case that there are people who do not have credit histories
or credit ratings who have positive payment histories and ability
to pay. So, I do not have a study, but I imagine that it is the case.

Mr. GREEN. Do you find that your complaints are concentrated
in a given area, the complaints about credit scoring?

Mr. ScCHOSHINSKI. I do not. I do not have a breakdown by area.
We do have breakdowns by who the entity that is being complained
about is, whether it is a credit reporting agency, whether it is a
furnisher, whether it is a user of the data.

Mr. GREEN. What is the report on the credit reporting agencies?
Do you tend to have more complaints or fewer complaints as it re-
lates to the agencies?

Mr. ScHOSHINSKI. The latest here that we have the full reporting
for is 2011. And for that, we have received approximately 30,000
complaints about credit reporting. And of those, 18,818 were about
credit reporting agencies; 11,759 were about furnishers, so those
would be the entities that was the debtor that provided the infor-
mation to the credit agency; and 1,542 were about users, so those
who were using the data to make determinations about whether to
provide credit or other—

Mr. GREEN. Thank you. My time has expired.

Thank you, Madam Chairwoman.

Chairwoman CAPITO. Thank you.

Mr. Huizenga, did you have a question?

hMr. HuizenNGA. Thank you, Madam Chairwoman. I appreciate
that.

I am curious as well, and we have had a number of discussions
about credit scores and the use of them, what they are used for.
What do you believe are some alternative credit data that could
predict sort of a borrower’s creditworthiness?
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And then specifically, how do we deal with young people or with
people who are emerging out of bruised credit situations? How do
we deal with them?

Mr. ScHOSHINSKI. The Fair Credit Reporting Act allows a broad
range of information. So, there may be whole areas of payment in-
formation and other information out there that is not currently
being used or is not widely being used by credit reporting agencies
that could provide the means that consumers who are either new
to the credit system or coming out of adverse situations could es-
tablish that.

I do not know the particular types of data and I do not know how
useful creditors will find them. But obviously, there is a lot of data
out there that creditors and credit reporting agencies can use.

Mr. HU1ZENGA. And I will yield back. Thank you.

Chairwoman CAPITO. I think that—oh. Mr. Ellison just came in.
Excuse me, I am sorry. Go ahead, 5 minutes.

Mr. ELLISON. Thank you, Madam Chairwoman.

And thank you, sir, for your testimony. I just have a few ques-
tions. I have tried to listen to what some of the critics of our bill
have had to say, and taken them seriously.

One complaint is that if people who are sort of credit invisible
now become credit visible by having their utility bills reported on
time, then they might start receiving a bunch of mail marketing
materials that they really do not want. Is credit information used
for marketing purposes?

Mr. SCHOSHINSKI. Credit reporting information is not supposed
to be used for marketing purposes; that is an impermissible pur-
pose. The only exception is for firm offers of credit.

So if a credit card company or some other entity is going to say,
based on your credit reporting, your credit report, I am willing to
offer you this credit, they can make a firm offer of credit for either
a credit card or another type of credit. But other than that, they
cannot be used for marketing purposes. And consumers have the
right to opt out of even those firm offer-of-credit offers.

Mr. ELLISON. Okay. So, let me ask you this about the Equal
Credit Reporting Opportunity Act, particularly Section 1002.6. I
hate when people do that to me, but do you know what I am talk-
ing about?

Mr. ScHOsHINSKI. That is not a statute that is within our en-
forcement authority.

Mr. ELLISON. Okay. So, do the best you can. Does the consumer
have the right to have all of their financial information included in
a loan application?

Mr. SCHOSHINSKI. I do not have an answer to that question.

Mr. ELLISON. Okay. We will skip to the next one. And finally, is
the National Consumer Telecom & Utility Exchange complying
with the Fair Credit Reporting Act, to your knowledge?

Mr. SCHOSHINSKI. I have no reason to believe they are not.

Mr. ELLISON. Okay. So when late-paying customers try to open
new accounts, are you aware as to whether or not the National
Consumer Telecom & Utility Exchange tells them that their history
of late payments results in them paying higher deposits or rates?
Do you know anything about that?

Mr. SCHOSHINSKI. I do not have any information about that.
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Mr. ErLLiSON. Okay. Equifax is a company that owns this
Telecom & Utility Exchange reporting. Do you have any back-
ground on that?

Mr. SCHOSHINSKI. I do not.

Mr. EvLLISON. Okay. Fair enough. And let me just wrap up by
asking you to talk a little bit about how many people do not yet
have a credit score or have a thin file. How does that reality for
them affect their lives? Can you just expand on that a little bit?

Mr. SCHOSHINSKI. Just generally speaking, if you do not have a
credit history, if you do not have access to credit, there are a lot
of things that you are not going to be able to do. You are unlikely
to be able to buy a house unless you pay cash or to buy a car. You
may have difficulty getting certain jobs. There may be other situa-
tions, other purchases and services that you might not be able to
get because of that.

Mr. ELLISON. So, bringing people into some sort of credit visi-
bility, generally speaking, will enhance their ability to access cred-
it.

Mr. SCHOSHINSKI. Generally speaking, with the obvious sort of
warning that some people who will come into credit visibility will
have not very good credit scores based on that, and so, it is not nec-
essarily the case that they are going to improve based on that. But
people who do pay on time, have a history of payment, may find
their situation improved.

Mr. ELLISON. But even people who may not benefit because their
credit history—not paying utility bills say—has been problematic.
They will still have an opportunity to improve their credit.

Mr. SCHOSHINSKI. Absolutely.

Mr. ELLISON. And they will at least know where they stand.

Mr. SCHOSHINSKI. Absolutely.

Mr. ELLISON. Yes. And I believe you mentioned that employ-
ment—usually when we think of credit scores, we think of bor-
rowing money to buy stuff. But some employers have looked at peo-
ple’s credit scores. Is that right?

Mr. SCHOSHINSKI. Absolutely, yes.

1}/{1‘. ELLISON. Yes. So, it would be important for that purpose as
well.

Thank you. I yield back.

Chairwoman CAPITO. Thank you. I believe that concludes the
first panel. I want to thank Mr. Schoshinski for his patience and
his testimony.

We will have the second panel assemble. And we will start as
quickly as possible.

Thank you.

Mr. SCHOSHINSKI. Thank you.

Chairwoman CAPITO. Our first witness is Mr. Rodney Anderson,
executive director, Supreme Lending, in Dallas, Texas.

Mr. Anderson, you are recognized for 5 minutes.

STATEMENT OF RODNEY ANDERSON, EXECUTIVE DIRECTOR,
SUPREME LENDING, DALLAS, TEXAS

Mr. ANDERSON. Thank you, Chairwoman Capito, Ranking Mem-
ber Maloney, and members of the subcommittee. Thank you for the
opportunity to testify on examining the uses of consumer credit
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data. My name is Rodney Anderson, and I am the executive direc-
tor of Supreme Lending, based in Texas, as well as the author of
“Credit 911.”

As a mortgage originator for more than 28 years, I have had the
opportunity to discern economic trends, consumer credit, and credit
capacity. I have witnessed many changes in my industry and in the
market over the years. But there has been nothing more disturbing
to me than creditworthy consumers trying to gain access to nec-
essary credit in this economy and being denied.

It takes 2 years to establish a good credit history, and one pay-
ment reported in error, or one late payment that a consumer may
or may not have known about, to destroy such credit. Even after
a consumer pays for such reported debt in collection, regardless of
whether or not it was actually owed by the consumer, the con-
sumer’s credit report is tainted for 7 years.

Unfortunately, errors on credit reports are rampant. According to
research by the Commonwealth Fund in 2010, an estimated 9.2
million people age 19 to 24 were contacted by a collection agency
because of a billing mistake. Another recent study conducted by the
Columbus Dispatch showed an error rate of about 30 percent.

If an item 1s in dispute, a consumer may not be able to obtain
a mortgage until the dispute is resolved. Although debts in dispute
are expected to take 30 days, I see debts in dispute for 5 to 7 years.
Where do I see the most errors? In the area of medical debt.

The New York Times recently ran a featured story about a 9-
year-old son of one of my clients who was involved in an accident.
The boy was taken to the hospital in a $200 ambulance trip, which
insurance said they would pay.

Several months and several phone calls later, when the bill re-
mained unpaid, my client finally decided it was easier to pay the
$200 himself rather than risk the negative mark on his credit re-
port. But by then, it was too late. The bill had been turned over
to a collection agency without my client’s knowledge.

It was only when my client and his wife went to refinance their
$240,000 mortgage on their home in Lewisville, Texas, nearly 6
years after the accident, that he learned that the paid bill had
shaved about 100 points from his credit score. Even with no other
debts, a healthy income, and otherwise pristine credit, the couple
had to pay an extra $4,000 to secure a market interest rate.

There are many more stories like this which not only impact
creditworthy consumers, but also the economy. Markets work well
when decisions are made on accurate information. Markets do not
work well when the information is incorrect, not known, or is oth-
erwise compromised like it was during the housing bust.

When information is inaccurate, markets make decisions on less
than perfect information. With regard to medical debt, this can
mean seriously reducing the consumer’s credit score and impeding
economic activity and consumer borrowing capacity.

This is why I support a bill which was approved last Congress
overwhelmingly in the House, and has been introduced again in
this Congress by Representative Manzullo and of this sub-
committee and others to require consumer credit reporting agencies
to permanently remove paid or settled medical debt not to exceed
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$2,500 from a consumer’s credit report within 45 days of being paid
or settled.

This legislation is supported by a diverse group of housing, lend-
ing, and consumer groups. Similar legislation has been introduced
in the Senate. I strongly believe the passage of the Medical Debt
Responsibility Act will reignite our housing market and credit-
Worth()lf borrowers will finally have the access to credit they have
earned.

Finally, I would like to add that alternative forms of data can be
very helpful, especially to those people who have suffered financial
damage in the past, or who have no access to credit. This is why
I support Representatives Renacci and Ellison’s bill to permit util-
ity and telecom companies to report on-time payments instead of
only delinquent payments to the three major credit bureaus. This
may help those consumers who suffer from thin credit files.

I believe that there is one sure place this committee can be help-
ful in the housing market recovery, and that is by improving the
quality of information being used to allocate credit to consumers.
Thank you for the opportunity to testify. And I am more than
happy to answer any questions.

[The prepared statement of Mr. Anderson can be found on page
45 of the appendix.]

Chairwoman CAPITO. Thank you, Mr. Anderson.

Our next witness is Mr. Stuart K. Pratt, president and chief ex-
ecutive officer, the Consumer Data Industry Association. Welcome.

STATEMENT OF STUART K. PRATT, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, THE CONSUMER DATA INDUSTRY ASSO-
CIATION (CDIA)

Mr. PRATT. Madam Chairwoman, Ranking Member Maloney, and
members of the subcommittee, thank you for this opportunity to
appear before you today. In my oral remarks, I will just touch on
some of the key points we make in a more fulsome way in our writ-
ten testimony.

First, the accuracy of our members’ data systems is world class.
In May of 2011, the Policy & Economic Research Council (PERC)
completed and released a CDIA-commissioned study of the quality
of data found in the databases of nationwide consumer credit re-
porting agencies. PERC used two measures of what might be a ma-
terial error in a consumer’s credit report, and in the first instance
they measured the point change, how often my score changed dra-
matically from before and after the reinvestigation. And in this
case, they found that 0.93 percent of the time, a consumer had a
material error in their file.

Dr. Turner, however, recognized that in a risk-based pricing con-
text, even a single point change in a credit score could also result
in a change in the price that a consumer received in the market-
place. So, they looked at how often a consumer moved in between
one pricing tier and another pricing tier and considered that as a
possible material error measure in credit reports.

And in this case, they found that 0.51 percent of all credit re-
ports contained in error that would give rise to that type of pricing
tier change, moving from a higher-priced product to a lower-priced
product. In our mind, the study puts to bed the debate that has
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been going on for some time about the accuracy of what data is in
credit reports and how it is used and how scores estimate risk rel-
ative to that data.

Consumers are also extremely satisfied with the reinvestigation
process. The staff and the systems used by our members to handle
consumer requests for reinvestigations of data reported to them are
first class, and this is not merely our opinion.

We also asked PERC to study how often consumers were satis-
fied with the reinvestigation process in the context of the accuracy
study they conducted. And in this case, fully 95 percent of con-
sumers indicate that they were satisfied with the results of the re-
investigation process.

There is a vibrant market of alternative data funded by the pri-
vate sector and creating opportunities for consumers across all
walks of life. In 2004, the FTC’s FACT Act report on common re-
ported transactions stated the following: “The concern prompting
this request is that many Americans may be missing out on the
benefits associated with the consumer reporting system, even
though they may have a demonstrable history of financial responsi-
bility.”

Our members did not wait for the FTC report to start the expan-
sion of data that could empower consumers, improve transparency,
and create better risk management decisions. Members of the
CDIA are building new databases, acquiring data assets, and de-
ploying new analytical technologies that solve problems now.

Consider just a quick list of some of those various data types: as-
sets that we own such as homes, autos, and investments; utility
and telecommunication services payments; rental payments; remit-
tance transactions; payments regarding traditional non-traditional
loans; demand deposit account loans; short-term loans; prepaid
card data; and demand deposit account activity including direct bill
pay transactions, income data, and models that estimate income.

With this positive context in mind, it is important for this sub-
committee to know that in the context of our voluntary system of
data furnishing, some data sources remain on the sidelines because
of concerns about regulatory as well as statutory burdens, restric-
tions, and liability risks associated with reporting information to
consumer reporting agencies.

And let me close by making one of our most important points,
which is we must preserve the integrity of the credit reporting sys-
tem as we know it today. The committee asked us to comment on
the Medical Debt Responsibility Act of 2011.

The bill imposes a duty on consumer reporting agencies to delete
medical debts that are less than or equal to $2,500 within 45 days
of the date that we have been notified. Consistent with testimony
we have offered in the past, we oppose this bill for a number of rea-
sons.

First, the bill proposes the deletion of accurate predictive data.
We do not have the banking industry’s full perspective here at the
table and what it means for their lending decisions. We would of
course encourage the committee, subsequent to this hearing, to
reach out in a more fulsome way to the lending community as a
whole to get their input on all of this.
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And of course score developers—however, it is important to note
that score developers have consistently found that presence of any
:ciype of debt reported to third-party debt collectors is extremely pre-

ictive.

There have been some assumptions that the medical debt getting
to the credit file gets there quickly, maybe too quickly. We of
course cannot speak for the medical industry, or the insurance in-
dustry that covers all of the medical coverages that are out there.
But our own members who are debt collectors have reported to us
that in 85 percent of the cases, the account they receive from the
health care service provider included contact information they
could use to successfully contact the consumer.

They also report that their medical providers only provide the
data to them only after a full 3 to 4 months has elapsed. And then
they maintain the data on their system for another 45 days before
they reported to the bureau.

So, we are talking about something in the range of 5 months be-
fore the data gets to the credit bureau file. And that is the length
of time that the attempts are being made to collect the debt.

Let me just close by saying that our members will never shy
away from a thoughtful, probative discussion of the quality of data.
But we do believe the bill is technically flawed as well as sub-
stantively flawed. We oppose it in its current form. We are happy
to have that dialogue.

And we also look forward to the success of our members in the
marketplace as they continue to roll out alternative data that will
empower consumers and allow more consumers to compete in a
market that is more fair, more transparent, and more available to
them. Thank you.

[The prepared statement of Mr. Pratt can be found on page 58
of the appendix.]

Chairwoman CAPITO. Our next witness is Ms. Mary Spector, as-
sociate professor of law, Southern Methodist University Dedman
School of Law. Welcome. Thank you.

STATEMENT OF MARY SPECTOR, ASSOCIATE PROFESSOR OF
LAW, SOUTHERN METHODIST UNIVERSITY DEDMAN SCHOOL
OF LAW

Ms. SPECTOR. Thank you. It is really an honor to be here to talk
with you today about the ways in which we might change the con-
sumer reporting, ways in which we might change it to benefit con-
sumers.

The primary method that the Fair Credit Reporting Act uses to
protect consumers’ private, sensitive financial information is to
limit or exclude certain information. And that is why certain infor-
mation like bankruptcy filings that are more than 10 years old, ar-
rest records that are more than 7 years old, and those kinds of
things are excluded from reporting.

The limitation on reporting of certain information is a method
that States use as well. Some States limit the reporting of certain
public record information like an eviction filing without the subse-
quent resolution, or the reporting of payment histories with respect
to public utilities. That approach of limiting information is what
the Medical Debt Responsibility Act does, and one which I believe
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is an important addition to the efforts to change consumer report-
ing in ways that benefit consumers.

Some estimate that outstanding medical debt accounts for about
50 percent of the negative information appearing on consumer re-
ports. One researcher says that about 30 to 40 percent of medical
bills contained errors. And when you plug those numbers into a
system in which persons other than the consumer is ultimately re-
sponsible for payment, you have a system that creates confusion,
frustration, and is very time-consuming.

That was the case with the couple that I mentioned in my writ-
ten statement, Steve and Tara Barnes. There was a disagreement
with the insurance company about who was responsible to pay, and
the providers had turned the bills over to a collection agency. Once
the bills were paid, though, the couple still suffered as a result of
those paid bills appearing on their credit report. They estimate
they paid about $1,700 more than they would have had the paid
medical bills not have been there.

The Medical Debt Responsibility Act would help them. It would
have taken those paid bills off of their credit report that were
issued more than 45 days after a payment.

Benefits that the Barnes might obtain by the Medical Debt Re-
sponsibility Act may be overshadowed in some way by a flood of in-
formation, so-called alternative data contemplated in H.R. 6363. It
is described to provide positive information. But the bill is not lim-
ited to positive information. It includes everything, and would en-
able the reporting of all payment information, including whether or
not the consumer qualifies for a payment assistance program.

Moreover, the bill does not do anything to protect against trans-
fer of billing errors from utilities, much less reduce errors on exist-
ing reports or improve the current system’s dispute resolution,
which has been called a mess that cries out for redress.

Reporting of alternative data does have the potential for thick-
ening a thin file, for creating a history for a consumer who does
not have one. But when it comes to employment, no credit history
is better than a poor credit history. Employers using credit reports
almost overwhelmingly use them as a negative factor to disqualify
a candidate for a job. Only about 14 percent of employers use them
for a positive factor.

In addition, two States and the District of Columbia prevent full
reporting of utility information. My own State, Texas, prevents the
reporting of delinquent accounts during the period that they are in
dispute until or unless they are resolved against the consumer.

For some consumers, though, alternative information might en-
hance their creditworthiness. We already have existing measures
through the Equal Credit Opportunity Act, for example, that pro-
vide for voluntary opt-in provisions for creditors to look at alter-
native data.

As a result, I think that the addition of alternative data to the
reporting system should be considered only as a portion of a larger
package to reform the system. I would like to close by identifying
just a few areas for further study, if I may.

One would be restricting or prohibiting the reporting of certain
kinds of public information like paid tax liens or public records of
filings until after there has been a full disposition.
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We might limit the weight given in credit scoring to certain
kinds of public records, certain suits and certain types of courts, or
for less than a certain amount of money. Limiting name-only re-
ports which capture information that has nothing to do with the
consumer whose report is actually sought. Or heightening duties of
reinvestigation to require consumer reporting agencies and fur-
nishers to provide meaningful substantiation in disputed cases.

Finally, I hope the subcommittee will consider ways to enhance
consumer protection, to provide information that would supplement
consumer reports with information that may be technically accu-
rate but still incomplete or misleading, as in the case of public
records resulting from unfair collection litigation practices.

Thank you for considering these issues and for allowing me to
speak today.

[The prepared statement of Professor Spector can be found on
page 94 of the appendix.]

Chairwoman CAPITO. I appreciate it. Thank you.

Our next witness is Dr. Michael A. Turner, president and chief
executive officer, Policy & Economic Research Council. Welcome.

STATEMENT OF MICHAEL A. TURNER, PH.D., PRESIDENT AND
CHIEF EXECUTIVE OFFICER, POLICY & ECONOMIC RE-
SEARCH COUNCIL (PERC)

Mr. TURNER. Thank you, Madam Chairwoman, for inviting me.
And I would like to also start by thanking Congressmen Renacci
and Ellison for showing the type of bipartisan leadership that
Americans so desperately want and need, especially on an issue
that pertains to tens of millions of Americans every day in terms
of their ability to build a credit history or rebuild and repair their
credit history given the macro economy. This is of crucial impor-
tance.

Lenders today overwhelmingly use sophisticated value-added
services to assess credit risk, creditworthiness, and credit capacity.
These services are generally the use of credit reports and credit
scores. It is automated underwriting.

The default assumption—for better or worse—of most lenders if
there is insufficient information to score a person is that they are
high-risk and they are automatically rejected. Consequently, 54
million Americans remain frozen outside of the mainstream finan-
cial system, and they have real credit needs. And those real credit
needs are being met by pawn shops, payday lenders, check cashing
services, and other predatory lenders.

There is a solution to this credit Catch-22, and it is a Catch-22.
In an automated underwriting system, it is like when you apply for
your first job and they look at your resume and they tell you your
resume looks terrific, but they would like someone with more expe-
rience. Lenders lend credit to people who already have credit expe-
rience. How do I get that credit experience?

We fully support H.R. 6363 as an elegant solution. It is a means
whereby the onus is not put on the consumer. It is not opt-in. It
is not burdening the consumer. Their good payment history is com-
ing in and populating their credit report, and thickening it trade
line by trade line, enabling lenders to have a more comprehensive
view of their credit risk and to make a more informed decision.
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We are the only organization at this table which has looked at
this empirically and not theoretically, which has looked at this in
terms of the actual outcome on people’s lives; which has looked at
it in the actual outcomes in credit markets. And we see that
when—in a report we issued in 2006 with the Brookings Institu-
tion, we saw that adding a single utility payment data increases
credit access for all Americans by 10 percent. It increases access for
Latinos and African Americans by 22 percent; for younger Ameri-
cans below 25 and for elderly Americans by 14 percent; and for the
lowest income tier, those earning $20,000 or less, by 21 percent.

When we put this report out, we had an overwhelmingly favor-
able response, and we had some skeptics. We pay attention to what
skeptics say. And the initial response was, this is easy credit. This
is big credit trying to con people into more credit than they can af-
ford.

So, we looked at this over a 3-year period, people who were new
to credit from alternative data. First we proved the data was pre-
dictive. Then, we proved that the data is being used by lenders
when available. And what we saw was people who had a utility
trade were able to access credit at 4 times the rate of thin file peo-
ple without a utility trade.

And after two—or actually after just 1 year, they were per-
forming the same as the general population in terms of every
meaningful metric: overextension; credit availability; age of credit;
and depth of credit. And by the second and third years, they were
outperforming the general population. So, there is no empirical
basis to support any assertions that this is overextension.

The target moved again. And it was that the data is stale now.
We had the Great Recession. We had the global financial crisis.
The data from 2005 and 2006 does not matter. So, we have data
from 2009, 2010, the peak of the recession with high unemploy-
ment, people’s savings burned through.

If this did not matter, we should see it. And we have in places
like Detroit and Chicago and Milwaukee that have been economi-
cally ravaged. And the results were remarkably consistent. The big-
gest lift goes to the people who need help the most.

We also see, interestingly, that over time people’s credit scores
go up. African-American scores with utility data go up by 60 points
on average over 3 years; 55 points for Latinos. This is important
because again, if this were about overextension, if the macro econ-
omy mattered, then we would see more delinquencies, more bank-
ruﬁtcies. But we do not. So, again, this has been evaluated empiri-
cally.

Finally, the notion came that moderately late utility payment
data will affect, disproportionately harm. And we have heard the
quote even today that a single late payment will tear down my
credit score by 60 to 110 points.

We have just released a report showing that the frequency of a
low-income person having a single 30, a single 60, or even unlim-
ited 30s and 60s is minimal. And in fact what we see is that peo-
ple’s scores improve dramatically from having this reported and
their access to credit does as well.

The harm or potential harm from moderate late payment is
greatly overstated simply because utilities do not report that. Even
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for utilities that are reporting fully today, unfortunately it is only
on less than 6 million Americans. The vast majority report over 60
days late and not 30 days. There is flexibility in the system and
we would encourage finding a common ground. We support not
having the account information of those who are on energy assist-
ance programs reported.

We think there is a workaround and we do not want to deny the
benefits—the ratio is 27 low-income people gain access to credit for
every one person whose score goes down. That is a huge ratio. And
I urge this committee to consider the facts and not the conjecture.
Thank you.

[The prepared statement of Dr. Turner can be found on page 101
of the appendix.]

Chairwoman CAPITO. Thank you, Dr. Turner.

And our final witness is Ms. Chi Chi Wu, staff attorney, National
Consumer Law Center. Welcome.

STATEMENT OF CHI CHI WU, STAFF ATTORNEY, THE
NATIONAL CONSUMER LAW CENTER (NCLC)

Ms. Wu. Madam Chairwoman, Ranking Member Maloney, and
members of the subcommittee, thank you very much for inviting
me here today. I am testifying on behalf of our low-income clients
who would be greatly impacted by both of the issues and the bills
being discussed here today.

The first bill, H.R. 2086, would remove paid or settled medical
debt under $2,500 from credit reports. This approach will tremen-
dously benefit consumers, and it is probably the simplest and easi-
est quick fix out there to improve the credit records of millions of
Americans, enabling them to qualify for low interest rates and spur
economic growth.

The second bill, H.R. 6363, encourages utility companies to re-
port payment information to credit bureaus on a monthly or reg-
ular basis. We have serious concerns about this practice. We fear
that it will add millions of negative marks to credit reports from
low-income and financially strapped consumers. We are not op-
posed to consumers voluntarily providing this information. We are
concerned about it being mandatorily reported.

Proponents claim that utility payments will help tens of millions
of consumers. However, the data is based on the very few electric
and gas utilities that do report on a regular basis. The vast major-
ity of utilities only provide information to a credit bureau when
there is a seriously delinquent account that has been referred to
collections or written off as uncollectable. That is a far lower num-
ber than those consumers who may pay late on their bill occasion-
ally but then eventually catch up.

The data cited by proponents is only based on this handful of
utilities and might not be representative. For example, proponents
claim that reporting utility payments will not harm consumers be-
cause fewer than 5 percent earning less than $50,000 or less have
a 60-day late utility payment. Yet, the data we have from utility
regulators shows much higher percentages than 5 percent.

Columbus Gas in Ohio reported that about 21 percent of their
customers were 60 days late in December 2011. That figure was 16
percent for East Ohio Gas. San Diego Gas reported that 11 percent



29

of general residential customers and 34 percent of energy assist-
ance customers were 60 days late in June of 2012. And 17 percent
of National Grid’s New York customers were over 60 days late in
the spring of 2010.

I urge the Members here today to go back to your own utility
regulators and ask them, how many consumers in your State are
60 days or more late on their gas or electric bills?

So, to the extent that utility reporting creates new scores for the
credit invisible, we are concerned that these consumers will end up
with a bad credit score. In fact, in the June 2012 study, proponents
say that for all those who become scorable, about one third scored
in the “F” category, and 22 percent scored in the “D” category; so
over half of formerly unscorable consumers ended up with a “D” or
an “F.” That hardly qualifies them for low-rate mortgages or prime
credit cards. I do not know about you, but I do not want a “D” or
an “F.”

Proponents responded that a low score is better than no score.
We disagree. A bad score can harm consumers by making them a
target of fee harvester credit card, those credit cards with high fees
and limited real credit.

And do not forget, credit reports are not just used for lending
anymore. A lot of employers use credit reports, not scores appar-
ently, reports in hiring. And that is a situation where it is far bet-
ter for a worker if the employer sees no report than one with nega-
tive information.

Insurers also use credit scores. And that is another situation
where not having a credit history is less harmful than having a bad
history because the absence of a score is treated as a neutral in
many States.

Utility credit reporting can also conflict with consumer protec-
tions like the winter moratorium in many States that prohibit utili-
ties from disconnecting services from certain consumers during the
winter months. Utility credit reporting would give these consumers
black marks on their credit reports when the moratorium was de-
signed to give them some breathing room.

We have concerns also about the scope of H.R. 6363 because it
actually goes far beyond utility credit reporting. It eliminates any
regulation under the Fair Credit Reporting Act restricting fur-
nishing of information to the credit bureaus, such as limits on iden-
tifying information, public records or tenancy information. It would
prevent the Consumer Financial Protection Bureau from estab-
lishing regulations that would prohibit the furnishing of outdated,
irrelevant or sensitive personal information.

Finally, turning to medical debt, this is an issue with enormous
implications for current credit reports. Medical debt makes up over
half of the items on credit reports for debt collection. Furthermore,
as we have heard, it is for services that are often involuntary, un-
planned, and unpredictable. Plus, a lot of these medical collection
items are the fault of our convoluted health care payment system.

A collection item could result either from a dispute between the
insurer and the provider or a mistake in billing. The American
Medical Association estimated that one in five claims is processed
inaccurately. When mistakes occur, delays happen, and bills can be
sent to a collection agency in the meantime.
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Now, even worse, when the insurer or the consumer finally pays
off the bill, the collection item still remains on the consumer’s cred-
it report and still drops the score. FICO has said anywhere from
45 up to 125 points. Now, tell me how does the fact that a con-
sumer got caught between an insurer and a hospital in a billing
dispute make him or her a bad credit risk?

I thank you for the opportunity to testify and look forward to
your questions.

[The prepared statement of Ms. Wu can be found on page 110 of
the appendix.]

Chairwoman CAPITO. Thank you very much, all of you. And I will
commence with the questions because we are on another time con-
straint here.

Let me just—point of clarification between Mr. Anderson and Mr.
Pratt. Mr. Anderson, you testify that there are 9 million inaccura-
cies on credit reports for folks between 19 and 26, is that correct?

Mr. ANDERSON. For people between 19 and 64. It was according
to The Commonwealth Fund, Madam Chairwoman, in 2010.

Chairwoman CapriTo. Okay. But Mr. Pratt, your figures do not
sync with that. Did I hear that right?

Mr. PrRATT. I think it is two different sets of data. One is a subset
of the other. One discussion we are having here today is the accu-
racy of the medical debt billing process which gives rise to the col-
lection agency activity, which gives rise to the reporting.

And the other is just the macro question; are credit reports accu-
rate? Do they operate as an effective risk management tool in the
marketplace? And I think that is what Dr. Turner’s study has laid
to rest, is the question of whether or not the overall credit report-
ing system was accurate. At a macro level, 3 data elements being
uploaded every month, 200 million plus consumers out there. The
numbers look great.

I would say this about The Commonwealth Fund as well. The
Commonwealth Fund also said 30 million consumers have received
contact from a debt collector. And they said 9.7 million of them
then were wrongfully contacted.

Of course, that means the other 20.3 million consumers were cor-
rectly corrected. And I think that is one of the challenges we have
is understanding what part of the medical debt billing process is
accurate versus not accurate. And then what part of that is making
its way into the credit bureau record?

Chairwoman CAPITO. Okay. So, let us just say that we are hav-
ing errors here and misunderstandings. Ms. Wu talked about that
as well. And the debate between the hospital and the insurer
where really the patient is kind of caught in the middle and not
really trying to get it figured out for the patient.

Is there any way that this could—what would be the best way
to sort of preempt those issues rather than have them already
placed on your report where we have already discussed it is dif-
ficult to get resolution? Has anybody thought about that, like a
moratorium or anything like that? And I am not sure if it is con-
tained in the bills that we have before us. I am just throwing that
out to anybody who might have a thought on that.

Ms. Wu. There are actually a number of States that restrict or
put a limit on how long a hospital has to wait before they can refer
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a bill to a debt collection agency or send them to a consumer re-
porting agency. California has such a law. I think Illinois might
have such a law. And we have advocated for some sort of breathing
room like that.

If you think about it, medical debt is something you have no con-
trol over. Mr. Anderson’s client’s son was hit by a bicycle. That is
not like going and opening up a credit card account. The idea that
it is somehow predictive of how creditworthy you are, I think really
needs to be examined thoroughly.

By the way, one option consumers unfortunately do not have
under the Fair Credit Reporting Act is to get the paid collection
item off their credit report using the dispute system because there
is a bad 9th Circuit case—it is called Carvalho—where in the exact
same situation, the consumer was caught between the hospital and
the insurer. And she tried to use the Fair Credit Reporting Act to
get it off and the 9th Circuit said no, it stays on.

Mr. ANDERSON. Yes. And the dispute process—if I may, the dis-
pute process is so convoluted. When somebody goes to dispute that,
it is supposed to be removed in 30 days. But more consumers are
turning to the creditors themselves rather than the credit bureaus
because they find the credit bureaus are inaccurate.

They are not helpful and they are—when they find out about
these items most of the time they are in lenders offices and it is
way too late. A lot of these are already paid medical collections
that should have never been on their credit report in the first
place.

I have an example of a borrower just the other day or just a
week ago, who wanted to buy a $240,000 house, put 20 percent
down, has pristine, excellent credit, and a $10 medical collection
showed up on his credit report. It has dropped one of his scores 110
points and another one 128 points. That is the scope of the prob-
lem.

And lastly on this, Aetna was recently interviewed on CNBC,
and they were asked how many medical claims they pay a year.
And they said, 440 million claims. And they asked them, how many
of them have errors? And they said, 3 percent. So, if you take that
down, that is over a million claims a day at 3 percent.

That is a staggering number on just Aetna alone. And the AMA
says 20 percent of them have errors. So, the scope of the problem
with medical is overwhelming for consumers. And that is why we
have this problem today.

Chairwoman CAPITO. Okay. I am going to yield to Mrs. Maloney.

But I would make a statement too, and I do not know that any-
body has talked about this. But there has to be an uncalculable
statistic here for people who just simply say, I cannot deal with the
credit bureau, I cannot deal with trying to make the adjustments.
I cannot deal with paying the bill.

So, I don’t think they are even in these statistics. And I don’t
know what that would be. But I am sure it is pretty sizable but
people just feel like they have—their alternatives are so slim that
they just kind of throw up their hands and just keep trying to move
forward.

Mrs. Maloney?
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Mrs. MALONEY. Following up on the chairwoman’s statement, to
show there is a little bipartisan support up here, I would like to
follow up on her statement and ask the panelists, starting with Chi
Chi Wu and anyone else who wants to comment, what challenges
do consumers face in terms of disputing information contained in
a credit report?

What can they do? What resources does the FTC give them? How
do they address errors in their credit reports, assuming it comes
back incorrect like Mr. Anderson said? And if Ms. Wu would com-
ment,1 and then Mr. Anderson and then Ms. Spector, and then any-
one else.

Ms. Wu. Thank you, Congresswoman Maloney. We have repeat-
edly documented the problems consumers face in disputing errors
on their credit report. We were here before the full committee in
2007. We issued a report in 2009 entitled, “Automated Injustice”
which talks about how difficult it is for consumers to get errors
taken off their credit reports, corrected.

The credit bureau systems are just entirely perfunctory and auto-
mated—people spend hours putting together disputes, sending
them, and then the credit bureaus turn them into a two-digit code,
do not forward the documentation to the original supplier, the fur-
nisher of the information. Just send that two-digit code with maybe
a line of text. And then whatever the furnisher comes back with,
they accept. And if the furnisher says verified, even if they are a
debt collector with a really bad record, the bureaus take their word
for it. It is very hard for consumers to get their errors fixed.

And in speaking of the study that showed—supposedly only 1
percent of credit reports have errors, they did not count any errors
where people did not file a dispute. And some people simply just
do not have the literacy or educational backgrounds to file the dis-
pute by themselves.

We do hope that with the Consumer Financial Protection Bureau
up and running and taking complaints—and they are going to start
taking complaints in that field, we do hope that the situation im-
proves for consumers. We have great hopes for the CFPB.

Mr. ANDERSON. Congresswoman Maloney, one of the things is
within Fannie Mae and Freddie Mac, for example, in the housing
market, the GSEs have come out with an underwriting policy
which states that a consumer cannot have one dispute on their
credit report. That dispute has to be pulled out of the report, other-
wise they do not get a home loan.

And so what basically happens during that period of time, if a
person goes under contract on a house to close in 30 days, they can-
not even knowingly dispute that process because the GSEs, Fannie
Mae and Freddie Mac, state that you cannot get a home loan.

Also, FHA during their underwriting standards state that if the
dispute was in an item in the last 2 years, then you are not eligi-
ble. But if the dispute is over 2 years old and is paid, then they
do not have to count it. So, there are a lot of variables here. And
that is why we see the problems in the housing market and the
trouble with the dispute process.

And lastly, all these items, you should see it. Item in dispute,
item in dispute, item in dispute, and they are all always on medical
parts. And those disputes—even though they are more than 30
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days old; they are from 2006—are still on that report where the
Fair Credit Reporting Act states that item should be out of dispute.
Then why is it still on their credit report, I would ask Mr. Pratt,
6 years later?

Mrs. MALONEY. And why is it 6 years? I would question if some-
body has a medical problem that happened because of the insur-
ance company, as many of you pointed out, they do not even know
about it. Then why keep that on your credit score for 7 years?

Can you address that, Ms. Spector? Do you know why?

Ms. SPECTOR. I can address that particular question because I
agree that the paid medical debt should come off the report.

Mrs. MALONEY. Let me ask you to respond to some of the con-
cerns that have been expressed by the credit bureaus about a po-
tential slippery slope. And they say that if you remove settled med-
ical debt from a credit report, you risk sliding down a slope where-
by other data could be the next to go. And then the data is not
there to make the determination. Can you respond to that concern
that has been put out there, Ms. Spector, Ms. Wu, Mr. Pratt, any-
body?

Ms. SPECTOR. I would be happy to try. I think that there are
some things that should come off the report. You talked about er-
rors, and that errors are a problem. But there is also information,
accurate information like a paid medical debt that can be mis-
leading or it does not give a complete picture of the consumer’s
path.

That is why the paid—when we know about what happens with
the insurance system and how that payment system works, we
begin to get a better picture. And so, removing that kind of even
accurate information can be very helpful to consumers.

There are other kinds of information that may be accurate tech-
nically, but incomplete, like the filing of the lawsuit that has not
been fully resolved or an unpaid tax lien that may be uncollectable
because of the passage of time, but still appears on someone’s cred-
it report. So, I think that there are good reasons to further limit—
I am not going to say which ones now should be limited. I think
it deserves further study.

Mrs. MALONEY. My time has expired.

Chairwoman CAPITO. Mr. Renacci for 5 minutes.

Mr. RENAccI Thank you, Madam Chairwoman.

Mr. Turner, I want to thank you for your testimony and all the
hard work you have done in this area. Some of the testimony today
seems to imply that there is currently little negative impact on the
consumers who miss payments. Do you agree with this assertion?

Mr. TURNER. The status quo, just to be clear, most utility compa-
nies that report—we studied this. We surveyed the Edison Electric
Institute and the American Gas Association members. And the two
most common reporting periods were 60 and 90 days. So, your de-
linquencies are getting reported to credit bureaus today.

Your serious derogatories, and I could be wrong but I do not be-
lieve anybody at this table would suggest that serious derogatories
that suggest that are correct should be excluded. And really what
is happening is if your—Ilife happens to you. The macro economy
turns south. You have sudden unexpected medical expenses and
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you cannot make ends meet. You are getting those stains in your
credit report.

Now, your circumstances change. You get a job, maybe even a
better job. You are making ends meet. You are paying your bills.
That is what is not getting in there. There is no countervailing
data that is going in to help you.

So, again, we have proven this. This debate has moved beyond
the theoretical. We do not see any evidence that low-income Ameri-
cans are being disproportionately harmed or harmed at all. We dis-
agree on the definition of harm.

We think the harm is when you are discriminated against, you
are not able to get credit, not because of anything you have done
but because the information is not there. And so we think that this
bill, H.R. 6363, represents a massive step in the right direction in
terms of helping those people who have scratches in credit, who
have been harmed by this macro economy and those who are credit
invisible.

Mr. RENAccI. Don’t many utilities already report late payments?

Mr. TURNER. Indeed. In fact, first, most utilities, the vast major-
ity of utility companies that report, report only negative payment
information.

And again, they begin reporting primarily at 60 and 90 days.
Some report later because of the very policies that Ms. Wu rep-
resented. There is a moratorium during hot weather months in
some southern States and during cold weather months in some
northern States.

Our sample, our analysis, if this were an issue, if those compa-
nies that fully reported were going to harm people on these plans
or were going to harm people during this moratorium, we would
have found it, because our States look at cold weather States like
Michigan, like Illinois, and like Ohio, and we do not see it. So, in-
deed that data, negative data is already getting reported.

Mr. RENAcCCI. Thank you.

Ms. Wu, I want to thank you also for testifying today. I want to
start by saying I hope we can find some common ground on many
of the concerns you raised on this testimony. On several issues be-
fore this committee, the competing interests were so far apart it is
really hard to find common ground. But I do not believe that is the
case in this instance.

I believe we are all trying to help the same group of people. So,
my soul purpose in sponsoring this legislation is to help those cur-
rently unable to access credit climb out of the shadows. I am will-
inglto listen to any and every idea on how to accomplish these
goals.

You mentioned the drastic changes this bill would have to the
FCRA. I want to assure you that it is not like there really is a
straightforward clarification that timely payments can be reported.
And after reading your testimony, we have checked the language
with legislative counsel who drafted the bill and they do not believe
it makes the sweeping changes you allege. Do you believe that we
can work together on language that will ensure we do not change
any of the existing protections under FCRA?

Ms. Wu. Thank you, Congressman Renacci. Yes, I certainly
would want to work with you and your staff on the language of the
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bill. One of the things that concerned us about the bill was the lan-
guage itself and how it went beyond utility reporting to talk about
things like public records, identifying information, real property
leases, and performance on subscription agreements. These are all
things that have nothing to do with utility service. And so certainly
when we saw the language there, we were a bit concerned, and we
certainly want to work with your staff on that.

The irony is that currently nothing in the FCRA prohibits the
furnishing of utility information. But what the bill says is that
there shall be nothing to prohibit furnishing of this other informa-
tion, some of which could be sensitive.

Mr. RENACCI. One last question, Mr. Turner, is there any evi-
dence that some low-income Americans could be harmed by fully
reporting utility payment data to credit bureaus, especially as a re-
sult of moderately late payments being reported that are currently
excluded?

Mr. TURNER. No, sir. Again, we did studies on this, both pre- and
post-financial crisis and recession. And the largest net beneficiaries
in both instances are the low-income Americans. Ms. Wu men-
tioned the report card schematic that was in our most recent re-
port, and talked about the distribution for old data.

Let me compare that to the traditional data that is in a file. Both
come in at 33 percent for an “F,” both. If you have one traditional
trade line or one alternative trade line, 33 percent are for an “F.”
“Ds” 22 percent alternative data, traditional trade 31 percent. “As,”
“Bs,” and “Cs,” which are all prime variants by the way, 45 percent
for alternative data, 37 percent for traditional data.

The reason why with one trade line people have low scores is be-
cause it is one trade line, not because it is alternative data. We do
not want a situation where there is one trade line. We want a situ-
ation where there are many trade lines.

Alternative date moves people up from the “Fs” and the “Ds” into
the “As,” “Bs,” and “Cs.” There is nothing empirical to substantiate
any of the assertions Ms. Wu presented today. In fact, everything
suggests just the opposite.

Chairwoman CAPITO. The gentleman’s time has expired.

Mr. RENAccI. Thank you, Mr. Turner.

Chairwoman CAPITO. Mr. Scott?

Mr. Scort. Thank you, Madam Chairwoman.

Mr. Pratt, I want you and Mr. Anderson to help me with some-
thing here. I am having difficulty understanding why, Mr. Pratt,
you would be opposed. Why are the credit bureaus opposed to the
requirement to remove within 45 days these medical bills up to
$2,500 that have been paid, that have been settled? I do not under-
stand why you are—what the problem is here. Maybe you and Mr.
Anderson can help me sort through that.

Mr. PrRATT. From our perspective, there are two parts to that,
Congressman, so thanks for the question. The first part of that is
a credit history on the broad scale, if we begin to go down this road
of saying let us delete data when paid then candidly consumers
would change their behavior on a large-scale basis and decide to
only bring bills current when they know they have to apply for the
next loan with Mr. Anderson. And then, they have a high credit
score. And then, they can revert back to not paying bills.
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In the broad picture, a credit history is a history of bills paid. It
is a history of debts owed. It is a history of missed payments, but
also on-time payments. But you lose history if you begin to elimi-
nate something at the point of payment or eliminate something at
the point that the account has been brought current again. That is
why it is a credit history, not just the immediate snapshot of who
you are right now. So, that is one concern.

The other concern is there is no science yet that tells us why we
should delete an accurate paid medical debt that has been reported
to the credit bureau file. There is no science that shows that it is
not predictive. In fact, the score developers that have testified on
this subject in different panels at different times have said that the
presence of debt collection trade lines is predictive.

So, if nothing else, we should hit the pause button and have a
thorough and empirical discussion. I applaud Professor Spector
who has said several times the study we should have is, dot, dot,
dot. We have no study. We have no empiricism. This is a ready,
fire, aim kind of approach saying just intuitively this must be okay.

Mr. ScoTrT. Mr. Anderson, how do you respond to that?

Mr. ANDERSON. I would say that this is a scalpel approach that
could help Americans today where we need help. We do not need
time for more studies. Basically what happens is there is no slip-
pery slope. There is no—there is a big difference because medical
debt is unique. And where it is unique is if you go take out a mort-
gage, an auto loan, or a student loan, you get a monthly bill. It is
very descriptive of how much you owe and when the due date is.

There are no monthly payments on medical bills. You do not get
a monthly statement. When the consumer finds out about it is
when it goes to the collection agency. Before that, it is not a bill.
This is a bill. The insurance is supposed to cover it. So, there is
no slippery slope when it comes to this.

Mr. ScorT. And with the fact, Mr. Pratt, that this bill clearly
keeps this narrowly focused on medical bills at the $2,500 level.
Doesn’t that address your concerns? There is no slippery slope if we
have that criterion in the bill.

Mr. PRATT. The precedent we have to address first is whether or
not the data is predictive. And if that data is predictive, it should
stay in the credit report as part of the underwriting decision. And
that is the science we do not have today, but which I believe is
readily available and easily obtainable. But it is not the science we
have today.

We should not be making an intuitive decision about what should
or should not be deleted, whether it is this particular item that
may be more unpopular than others because it is associated with
debt collectors, or whether it is the 30-, 60- or 90-day missed pay-
ment on a traditional credit card. We must have the science first
in order to make the logical decision. We do not have it yet.

Mr. ANDERSON. And Congressman, it is my understanding—and
there was a detailed study done by the Federal Reserve in 2003
where they said that medical debt was atypical and was not pre-
dictive of the way you pay your bills. And also, they stated that 85
percent of medical debts were under $500. We are not talking
about big debts.
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Mr. PRATT. They made no conclusion about—they drew no con-
clusion about the predictive nature of the medical debt, although
they did do a data quality study and they did point out that they
highlighted that medical debts were one of the areas where per-
haps more study was necessary. But they made no conclusions as
described by Mr. Anderson.

Mr. Scott. Thank you.

Ms. Wu—I see my time is about to expire—okay.

Mr. RENAccI [presiding]. Thank you, Mr. Scott.

I recognize Mr. Manzullo for 5 minutes.

Mr. MaNZULLO. Thank you.

You do not have to do the studies. When I practiced law, I prob-
ably put 1,000 people through bankruptcy. And I can tell you, peo-
ple do not plan to have their kids hit by cars and end up with med-
ical bills.

And people like my wife, who was hospitalized because of cancer
6 years ago, do not plan to have a letter sent to her while she is
still in the hospital threatening to turn her over to the credit re-
porting agency unless she paid the bill in advance. There is nothing
predictive about the fact that people have accidents or people get
sick and they have to go to a hospital or doctor and the medical
bills get put on there.

The other problem is this: There are people who have professions
where they sit down with people who have had major hospitaliza-
tions such as my wife and go through the medical bills finding all
the errors. I have a degree in law, an undergraduate degree. My
wife is a microbiologist, and she has an advanced degree in that.
We could not figure out her bills. It was absolutely outrageous.

And then, one of the credit reporting agencies a few months ago
arbitrarily started charging $19 a month that showed up on our
Visa bill. We have no idea where that thing came from. And so, the
consumers in this country are fighting an unknown enemy.

I had a situation where we went to a store and the guy said,
would you like to take out a credit card? Fine; it was a major store.
And 10 minutes later, he said it was rejected. So, I went back and
I talked to the manager. He said, we cannot tell you why it was
rejected. I said, I will sue you under the Federal Credit Reporting
Act. Guess what happened? They had turned in the wrong Social
Security Number.

So, it is time after time after time after time again things turn
up on the credit report that people have no idea are on there. And
I just think saying that in your statement on Page 13 it is wrong
to conclude that because some debts are not chosen that the debt
is not relevant and predictive, that is correct. It is not predictive.

The other part of the report talks about elective surgeries. Elec-
tive surgeries are not considered medical debt either by the Amer-
ican Society of Plastic Surgeons or by the IRS. And so, that is not
even part of this.

If someone wants to have liposuction and does not pay for it, that
does not go in as a medical debt itself.

Mr. PrRATT. Under the FCRA, it does though, by definition
amended in 2003, yes, sir.

Mr. MANZULLO. It does not go on there?
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Mr. PrRATT. It does. It doesn’t matter what the IRS does, but
under the FCRA, “medical information furnishers” was a term es-
tablished in 2003, and it does. So, those are another subpart of all
the types of debts reported that could potentially end up on a credit
report.

Mr. MANZULLO. But in any case, you have a valid point. If some-
body gets elective surgery and they do not pay the bill, that should
go onto the report.

Where you do have a valid point is on Page 15 talking about—
and I can see your big picture here and that is the cost of the ad-
ministration. It makes sense, but I think that in the drafting of the
language and perhaps the regulations whenever somebody pays off
a bill that is less than $2,500 there would have to be a form that
would be sent into the credit reporting agency to have that re-
moved anyway.

So that form should state something on there that makes it very
definitive that it is indeed the medical bill and that the credit re-
porting agencies could rely on that. That would allay your fears on
Page 15 about that. And I thank you for bringing that up because
that is something always to take into consideration.

But I just—as somebody who has been involved in filing bank-
ruptcies—I have friends back home with $160,000 worth of medical
bills. That was it. And they filed bankruptcy because they had no
idea what to do. That is not predictive. His son had cancer.

Mr. PRATT. The only question I have, and it is for others who
may not be sitting at this table, what I was trying to say earlier
in the testimony is that if there is a lawful and accurate out-
standing debt, a banker probably wants to know that because it is
part of the total debts that consumer owes, regardless of how dif-
ficult the underlying circumstances were that arose.

And so a banker may very purely say it is still a safety and
soundness question. What other debts does the consumer have? Not
whether or not the debt was a result of buying a big screen TV or
the debt was the result of a medical procedure. That is the chal-
lenge we have. And one of the voices we do not have full and com-
pletely here at the table is the lending industry to help us under-
stand—

Mr. MANZULLO. I do not think that is necessary—okay. My time
has expired. Thank you.

Mr. RENAccI. Thank you, Mr. Manzullo.

Mr. Carney for 5 minutes.

Mr. CARNEY. Mr. Chairman, Mr. Ellison has asked if he could go
next, and I would like to defer to him and then pick up after that
if that is okay with you?

Mr. RENAccI. Mr. Ellison?

Mr. ELLISON. Thank you, Mr. Chairman, and thank you, Mr.
Carney.

Dr. Turner and Ms. Wu, we are all here together because we care
about making sure that low-income people have a chance too. The
question is, how do we do it? Does adding more data to the file help
or does it hurt? That is the big question.

So, Dr. Turner, you have brought forth a lot of empirical evidence
that I find persuasive. But then, Ms. Wu came forth and showed,
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I think, three different utilities that show that late payments were
more frequent than your data might suggest.

I want to give you both a chance to square these numbers and
maybe explain them a little bit. Who wants to go first?

Ms. Wu. Thank you, Congressman Ellison. I certainly appreciate
the sentiment behind the bill and the sentiment that we want to
improve access to credit for low-income consumers, affordably
priced, responsible credit of course. I think there are ways of doing
so.

One of the things I would like to emphasize both in my testimony
and my—written and oral testimony is that we do not oppose vol-
untary opt-in methods for supplying utility data.

If a consumer knows they have been paying on time and wants
to show a lender, look, I am a good risk because I know I have been
paying on time, we certainly are not opposed to that. We would
support that.

What we are concerned about is the one third of energy assist-
ance consumers in States like Massachusetts and Ohio, probably
all over the country who have trouble with their utilities because
utilities are uneven.

You are from Minnesota. You know in the cold weather months,
those bills go sky high—$300, $400 a month. People have trouble
paying that for a few months, but then they catch up. And we are
concerned that those spikes of late payments are what is going to
hurt low-income consumers if we have regular monthly utility re-
porting. And that is why we are concerned, and we want more
data.

We would like to see more data based on FICO. The studies that
have been done so far have been based on VantageScore. FICO and
VantageScore are two different systems. And FICO is the score
that the CFPB itself says 90 percent of lenders use. So, let us see
the data from FICO.

The data we have is not from us. It is from utility regulators. It
is public. You can go to the Web site of the entire utility commis-
sion—

Mr. ELLISON. Ms. Wu?

Ms. WuU. Yes?

Mr. ELLISON. Let us let Dr. Turner get in.

Mr. TURNER. Let me respond. First of all, I will address the ques-
tion that was actually asked, as opposed to what was answered.

The reason why there is variance is that there is a sleight of
hand here in the representations. First of all, we look at low-in-
come households, not energy assistance recipients.

There is high school logic for the SAT. Joe wears a hat. All base-
ball players wear hats. Is Joe a baseball player necessarily? Energy
assistance people are a subset of low-income people. Not all low-in-
come people are energy assistance.

The other bit is the actual—the statistics she is citing are 61
days and up. They are above 60; they are not 60 and below. Thirty
and below is 2 percent in ours; 60 and below is 2.2 percent. There
are a lot more. We have 13.8 percent at 90 and above, right? So,
actually our numbers are very consistent with the statistics. So,
there is that.
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Second of all, the study we released with the Brookings Institu-
tion in fact looks at four FICO models. It is not VantageScore. We
looked at 10 commercial grade scorecards from two bureaus, from
SAS, from a major lender and from FICO. So, let me put that myth
to rest once and for all.

Let me give you an opportunity to ask other questions.

Mr. ELLISON. I want to be quick because I actually have to run,
unfortunately. So many things scheduled at the same time. But I
do want to ask about the National Consumer Telecom & Ultilities
Exchange (NCTUE). Are you all familiar with that? Are you famil-
iar with that, Ms. Wu?

Ms. Wu. I have a passing familiarity.

Mr. TURNER. I am very familiar with it.

Mr. ELLISON. Okay. It gets late utility and telecom information
on 80 percent of consumers. Does the—my staff loves acronyms; I
apologize. Does NCLC have concerns about NCTUE’s practices?

Ms. Wu. I have a passing familiarity with the database that you
are talking about. It is a database that utilities do report to. From
what I understand, it is not in the mainstream credit bureau re-
ports that you might get—especially for a job or for insurance. It
is a specialty database.

Mr. ELLISON. I am over? Okay. Can he finish his answer? Okay.

Mr. TURNER. The NCTUE is a comprehensive database of fully
reported utility and telco payment data. It is used in combination
with credit reports when people apply for utility and telco services.
And in a competitive deregulated environment, it is actually used
in the eligibility determination.

The questions that we have raised for this floor and others is in
fact if it is used for eligibility determination, it should be an FCRA-
regulated database. There are proclamations that it is such, but I
know from firsthand accounts from discussions with contributors to
that, that they are told that it is not an FCRA-regulated database.

And when a decision is made about pricing or requiring a secu-
rity deposit or the amount of the deposit and eligibility to the plan,
if there is inaccurate data in there that results in what is known
as an adverse action, the consumer is not notified. So, we have ex-
pressed ongoing concerns about that.

Now, having said that, if that information can get reported we
would actually really like that to be in a consumer’s credit profile
to help build credit access.

Mr. RENAccI. Thank you, Mr. Ellison.

Mr. Carney for 5 minutes.

Mr. CARNEY. Thank you, Mr. Chairman. I am not really com-
fortable unless I am going last anyway, since it is where I usually
am.

I would like to go back to this last conversation about your dif-
ferences of opinion on the data and what they say in terms of how
it would affect low-income consumers. Obviously, the objective of
the bill, as Mr. Ellison stated, is to increase access to credit for
these folks. And clearly, Dr. Turner, you and Ms. Wu disagree with
this.

I think Ms. Wu'’s point is that providing access to utility payment
information is going to create problems—more problems for people
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than it will be a positive thing. Is that an accurate description of
your view?

Ms. Wu. Yes. We are concerned that reporting utility data on a
monthly or regular basis will create more records of late payments,
especially—

Mr. CARNEY. Okay.

Ms. Wu. —for low-income consumers.

Mr. CARNEY. So, it would have the opposite effect of the intention
of the bill.

And Dr. Turner, you have a—your view is different than that.
Could you restate it again and mention the information or your
study that you have done? I did not follow the last part where you
compared your 30-day, 60-day, to what Ms. Wu was saying. It
sounded like the same thing, in which case it would be a net wash.

Mr. TURNER. Let me clarify. Again—

Mr. CARNEY. It could be that I just do not understand the data.
And maybe, you will have to give us the study so we can look at
it and—

Mr. TURNER. Sure. All of our studies are freely available online
at perc.net.

Mr. CARNEY. Perfect.

Mr. TURNER. And we would be happy to come in at any point and
discuss this in more detail with you or your staff. The reality is we
have a very large sample of over 5 million individuals who have
fully reported utility trade lines for 1 year or more. And this is
compared to an analytic sample of over 8 million. So, we are talk-
ing big numbers here.

Mr. CARNEY. Right.

Mr. TURNER. And we are talking about actual experiences, not
hypothetical: what may happen; what could happen; what has hap-
pened. This is retrospective analysis. And again, the largest net
beneficiaries are low-income Americans, members of minority com-
munities, younger and elderly Americans. The ratios—

Mr. CARNEY. So in some ways, it is counterintuitive. But the
study is what the study is, right?

Mr. TURNER. The numbers are what the numbers are.

Mr. CARNEY. Right. Okay.

Mr. TURNER. The ratio for those of the lowest income tier who
increase credit access versus those who decrease is 27-1. That is
in the lowest income tier.

Mr. CARNEY. Okay.

Mr. TURNER. So, [—again, this is empirical—

Mr. CARNEY. Thank you. Yes, I have to move on because my time
is running out.

On the medical debts thing, I have a similar experience to Mr.
Manzullo on medical debts, which I will not get into. So I agree
with the notion that this is a nonpredictive and—does everybody
support that piece of legislation other than Mr. Pratt? Everybody
does.

Mr. Pratt, again, hone in on the reason that you do not for me,
please?

Mr. PrRATT. I think it starts with a broader question, which is
when we look at the section of the Fair Credit Reporting Act it says
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data will stay on the file for a period of time—Professor Spector
referenced it, Section 605.

Any time somebody is going to ask a new question and say most
data that is adverse to me is going to stay on the file for 7 years.
And then Congress periodically will ask a question, and this is
good. And Congress will say maybe this piece of data should be
treated differently.

So, in this case, that is what we have. We have this piece of data;
a paid medical account reported by a third party debt collector
should be dropped off the credit report 45 days from the data of
payment and notification to the bureau.

Our first question is, is there science around that to show that
that is a good result for a product, a—if you go to the preamble,
if you go to the findings of Congress when the FCRA was enacted,
it spoke to this central premise of having enough data to make sure
that safe and sound lending decisions could be made.

So, my first question is not this absolutely must be wrong, we
can resist this forever; there is no way to get to a better answer.
My answer is—my point is we better have some good science
around this before we start unpacking—

Mr. CARNEY. So, you would like to take a look at the issue first?

Mr. PRATT. I think the issue has to be explored.

Mr. CARNEY. Fair enough. Okay.

Mr. Anderson, you are jumping out of your chair.

Mr. ANDERSON. I am jumping out of my chair. Out of this, I did
a personal study of 5,100 people; 2,200 of them had at least one
medical collection. Mind you, my average conventional FICO score
is 763. My average FHA FICO scores is 706.

What is more important about my study is that it mirrors the
Federal Reserve study that 11.5 percent of medical collections were
paid and 88.5 percent were not paid. If we had an 88.5 percent de-
fault rate in the housing market, what would we have?

Mr. CARNEY. I think it is a function of our health care payments
system more than anything else.

Mr. ANDERSON. Yes. And so basically, creditworthy borrowers are
got going to hurt their credit because of a small item of $100 or

200.

Mr. CARNEY. My time is up. But I want to thank everybody for
being candid and for disagreeing with one another. This has been
a very lively and interesting panel. Thanks very much.

Mr. RENAccI. Thank you, Mr. Carney. And I also want to thank
all of the witnesses for your insight, and your testimony. It was
very informative.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 30 days
for Members to submit written questions to these witnesses and to
place their responses in the record.

This hearing is now adjourned. Thank you.

[Whereupon, at 5:00 p.m., the hearing was adjourned.]
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Statement of Representative Lynn Westmoreland
Hearing Entitled: “Examining the Uses of Consumer Credit Data”
September 13, 2012

During the recent hearing, “Examining the Uses of Consumer Credit Data,” I was concerned by
comments made alleging what can only be characterized as Fair Credit Reporting Act (FCRA)
violations by National Consumer Telecom & Utilities Exchange (NCTUE) and Equifax.

After reaching out to Equifax, I have learned that, contrary to assertions made at the hearing,
NCTUE is organized as a consumer reporting agency that fully complies with the all of the
FCRAs requirements. NCTUE also requires its members to comply with the FCRA as data
furnishers and as users of consumer reports, including requiring members to provide consumers
with adverse action notifications as appropriate under the FCRA. Equifax is not a member of
NCTUE, but does manage and house the database on behalf of the NCTUE in accordance with
all FCRA and other applicable laws.

I have also been informed that the NCTUE limits the use of its database to those uses fulfilling
the needs of its customers and that would be permissible uses under FCRA, such as setting
deposit amounts and activation charges. NCTUE specifically prohibits accessing the database
for non-FCRA purposes, such as direct marketing of products that are not firm offers of credit or
insurance.

As a Member of Congress it is important that witnesses are held to honest statements; therefore, I
wanted to provide clarity that NCTUE makes utility payment information available to other
utilities in full compliance with the FCRA and does so in a way that has a positive effect on the
availability of credit to consumers with little or no credit history.

1 understand NCTUE, Equifax and the entire industry are committed to ensuring consumers have
quick and easy access to accurate information about their utility and telecommunications
payments, both positive and negative, so those with limited credit history may build a credit
profile.
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Prepared Statement of Rodney Anderson, Supreme Lending of Dallas, TX
Committee on Financial Services
Subcommittee on Financial Institutions
“Examining the Uses of Consumer Credit Data”
September 13, 2012

Chairwoman Capito, Ranking Member Maloney and Members of the Subcommittee. Thank you for the
opportunity to testify on “Examining the Uses of Consumer Credit Data.” My name is Rodney
Anderson. I am an author, consumer advocate, and commentator. [ am also one of the nation’s top
originators of FHA/VA loans and serve as the Executive Director of Supreme Lending, located in Plano,

Texas.

As a mortgage originator for more than 28 years, I have had the opportunity to discern economic trends,
consumer credit, and credit capacity as well as the impact real-life issues, such as spending habits,
marriage, divorce, bankruptcy, health care costs and foreclosure. That knowledge helped me devise
strategies and formulas for lasting financial health as outlined in my book, Credit 911: Secrets and
Strategies for Saving Yowr Financial Life.

1 appreciate the opportunity to testify regarding issues I feel strongly about and have had the opportuﬂity
to experience first-hand in my line of business. My testimony will cover my experience in issues relating
to the types of data used to build a consumer’s credit history; the relationship between a consumer’s credit
history and their ability to obtain financial products; and the unfortunate negative impact of

incorrect/incompiete data on consumer credit reports.

It is through my experience that I am here today to talk about these issues and a bill, which I strongly
believe in and have advocated for, H.R. 2086, the Medical Debt Responsibility Act.

Medical Debt Respousibility Act

1 have been fortunate to have been able to sustain my business during the ups and downs of these
economic times. | have witnessed many changes in my industry and the market over the years, but there
has been nothing more disturbing to me than creditworthy consumers trying to gain access to necessary

credit in this economy and being denied.



46

Several years ago, the 9-year-old son of one of my clients was involved in an accident on his bicycle. He
was taken to the hospital by ambulance where he received medical treatment, and thankfully had no life
threatening injuries. My client was told by the insurance company that the $200 trip in the ambulance
was going to be covered by his insurance policy. Several months and phone calls later, when the bill
remained unpaid, my client finally decided it was easier to pay the $200 himself, but, by then, it was too

late. The bill had been turned over to a collection agency.

The debt had been reported to the credit agencies, but it was only when my client and his wife went to
refinance the $240,000 mortgage on their home in Lewisville, TX, nearly six years after the accident, that
he learned the bill had shaved about 100 points from his credit score. Even with no other debts, a healthy
income and otherwise pristine credit, the couple had to pay an extra $4,000 to secure a market interest
rate. He did not ignore the debt, but was simply unaware of it. This story was covered recently in the

New York Times, and is certainly not unique. There are plenty of stories just like it."

Even people with good insurance coverage know how hard it can be to figure out how much they owe
after a visit to the doctor or, even worse, the emergency room, which can generate multiple bills from
multiple providers. As patients become responsible for a growing share of costs — not just co-payments,
but also deductibles and coinsurance — bill paying is becoming ever more compiex. Who among us has

never been confused by the statement, “This is not a bill?”

On top of that, more medical providers are using collection agencies and turning to them more quickly
than they have in the past. For these reasons, | have been advocating for the passage of the Medical Debt
Responsibility Act, which was introduced this Congress by Rep. Manzullo of this Subcommittee and Rep.
Shuler and Rep. Hall. The Medical Debt Responsibility Act would require consumer credit reporting
agencies to permanently remove paid or settled medical debt not to exceed $2500 from a consumer’s
credit report within 45 days of being paid or settled by the consumer. I believe strongly in this common

sehse, bipartisan legislation which goes a long way in helping the economy and consumers.

Similar legislation passed the House of Representatives last Congress with overwhelming support from
both Republicans and Democrats by a margin of 336-82, including the support of 13 Committee chairs.
Legislation has also been introduced in the Senate this Congress, S 2149.

Soegel Bernard T. {2012, May 4). Discrepancies on Meducal Bills Can Leave a Cred|t Stain, websnte

scores. html?gagewanted—l& r=18&pagewanted=print.
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Medical Debt Reporting and Its Impact on Credit Scores and Economic Activity

This year, a New York City hospital made international news for improperly billing a patient nearly $45
million for an outpatient service that amounted to only $300. The error was the fault of the billing

company, which incorrectly listed the invoice number in the “amount due” field.

While this incident is extraordinary, errors in medical billing are not uncommon, and the consequences
are cause for serious concern. Over 20 percent of all medical claims every year are processed
inaccurately. When those inaccuracies are sent to collection and reported to the credit bureaus, these
mistakes become huge problems for the individual consumer. The problem is compounded by the way in
which credit agencies treat medical debt. Because health care providers rarely report medical bills paid on
time, most consumers are penalized when medical bills, either appropriately or due to inaccuracies, are

assigned to collections, which can lead to plummeting credit scores.

Even though medical debt is not a reliable indicator of credit risk, small medical bills are often the
difference between being creditworthy and not creditworthy for millions of Americans. Unpaid medical
debt sent to collections - whether for $100 or $10,000 - can shave up to 100 points from an average credit

score, even if the collection is made in error.

In other circumstances, the billing may be correct, but the insurance claim submissions and the supporting
documentation are incomplete — and, therefore, denied. Resubmitting claims takes time and runs the
clock on bills that may ultimately be sent to collections. Unlike mortgage or credit card payments,
medical payment history is incomplete and error prone since timely payments are not reported but

accounts that have been sent to collections are.

The Medical Debt Responsibility Act would ensure that minor medical bills no longer play a major role in
credit score calculations. Consumers with a zero balance would have the collection removed from their
credit report in a timely basis instead of suffering the consequences of a bureaucratic mistake for seven
years. If this straightforward legislation became law, millions of Americans would have the good credit

standing necessary to qualify for mortgages, credit cards, and other types of loans.
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The Medical Debt Responsibility Act also has the support of a diverse group including housing, consumer
and mortgage lending groups as illustrated by a letter they sent to Congress in support of passage of the
bill which is included as part of this statement.

Addressing this issue could markedly increase the ability of many consumers to refinance or purchase a
home in this historically low-rate interest environment. There is strong anecdotal evidence to show hidden
medical debt has cost homeowners. For instance, in December 2010, the Wall Street Journal cited a
consumer who received two erroneous $11 doctor bills, dropping their credit score by 77 points, making

the cost of refinancing prohibitive.

The theory of perfect competition and the assumption of perfect information is a longstanding central

component of microeconomic theory. Market efficiency and competitive equilibrium are dependent on
the assumption of perfect information. However, markets do not work well and are inefficient when the
information is incorrect, not known, or is otherwise compromised (i.e. housing bust, mortgage defaults,

subprime MBS, etc).

Indeed, when information is inaccurate, markets make decisions on less than perfect information. With
regard to medical debt — this can mean significantly and affirmatively reducing a consumer’s credit score

and subsequently, artificially impeding economic activity and consumer borrowing capacity.

Medical Debt Reporting is Different; the Information is Biased, and Incomplete

Medical debt is-unique in that it is NOT typically reported to the credit bureaus by health care providers.
According to Experian, health care providers account for only 7/100® of one percent of their data.” Most
of the time, medical bills are reported to the credit bureaus only after they have been assigned to
collections.” This means, the credit bureau is receiving incomplete and biased information, because it

does not receive data reflecting positive payment history — only the negative.

This is very different from a mortgage or a credit card, where payment history is reported to the bureaus
on a monthly basis — positive and negative. Since this is not the case with medical debt, a consumer
checking his/her monthly credit report cannot even see if a medical debt is outstanding, unless and until it

goes to collections.

2C.Prater, 15 Tips For Paying High Medical Bills, Negotiate Before Using Credit Cards To Finance Medical Expenses,
CreditCards.com.
®ld.
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Mistakes and Errors in Medical Claims Processing

The unfortunate fact is that the consumer is the only party who pays for the errors, mistakes and
confusion of the process. Those making the errors or causing the confusion - whether health insurers,
collection agencies or providers - bear NO responsibility.

One study found nearly 40 percent of Americans currently do not understand their medical bills or
explanation of benefits statements well enough to know what services they are paying for, why they owe
such amount, and if the amount is accurate.* Another study found that 14 million Americans had a

medical bill sent to collection because of a billing mistake.®

In addition, since doctors do not have internal controls on billings, nor do they specialize in collections,

such bills are sent to a collection agency more quickly than a voluntarily initiated credit bill:

e In 2010, 30 million American adults under the age of 65 were contacted by collection agencies

for unpaid medical bills.®

¢ More than one-half (52 percent) of collection accounts reported to the credit bureaus are
associated with medical bills, according to a study published in the Federal Reserve Bulletin.”

Given the breadth of consumers impacted by this issue and the current system that punishes consumers
regardless of the underlying facts (e.g., mistakes, errors, or otherwise), Congress could dramatically
increase economic activity and growth by amending the Fair Credit Reporting Act to require the removal
of medical collection accounts that are paid in full or settled. I strongly believe that passage of the
Medical Debt Responsibility Act will accelerate growth in the economy and creditworthy borrowers will

finally have the access to credit that they have earned.

.

“http://about.intuit.com/about_intuit/press_room/press_release/articles/2010/AmericansConfusedAboutMedicalSt ts.h
tmi.
® Commonwealth Fund, 2007 Biennial survey dataset.
§ Commonwealth Fund Biennial Health Insurance Survey 2010.
7 Rair Credit Reporting Act (FCRA), 15 U.5.C. § 1681 et seq.
§ 605. Requirements relating to information contained in consumer reports.
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Types of Data/Establishing Credit

A consumer’s credit history is their financial DNA. Establishing good credit is essential for just about
every financial decision a consumer makes - from purchasing a home to applying for employment. It is
an integral part of our everyday life and business. Credit is a valuable commodity and a necessary

financial tool.

Based on my experience in the housing and mortgage industry, in order to have access to a home loan, a
consumer must have at least three pieces of credit, and one of the pieces must have been in existence for
at least 24 months. At this point, a consumer has sufficient crédit history to produce a credit score and

credit report. The data included in such credit scores and reports can include data relating to credit cards,

mortgage loans, student loans, and auto Joans - basically unsecured and secured debt.

Although the credit reporting agencies style of reporting may vary, the class of information reported is
similar. For example, all credit reporting agencies include identifying information about consumers such
as their social security number, date of birth, address and employment information. Such factors are not
used in credit scoring, but are used in identifying consumers. Additionally the credit report will include
data on credit accounts such as the date the account was opened, the account balance, payment history
and the credit limit. This is the area where I believe positive payment history including utilities and other
services should be reported such as articulated in H.R. 6363, the Credit Access and Inclusion Act.

The credit report will also include credit inquiries made over a two year period both voluntary (made by
the consumer) and involuntary (pre-approved offers of credit). The credit reporting agencies will report
information that is of public record such as judgments by the state or local government, bankruptcies,
liens and items in collection. This is the area where medical collections can wreak havoc on an

individual’s credit score and profile.

It takes two years to establish good credit history and one late payment that a consumer may or may not
have known about OR was reported in error to destroy such credit. Even after a consumer pays for such
reported debt in collection, regardless of whether or not it was actually owed by the consumer, the

consumer’s credit report is tainted for seven years.
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Establishing good credit is essential for credit to be affordable. For example, if a consumer would like to
purchase a $300,000 home by putting 20 percent down on a 30 year fixed rate mortgage, a FICO score of
740 or above is required to qualify for the lowest rates and fees. Every 20 points that a consumer’s FICO
score drops, there is a risk-based-pricing add on fee assessed by Fannie Mae and Freddie Mac. A person
with a 725 FICO score will have a risk-based-pricing add on fee of a half point, which on a $240,000
home is $1200. A person with 705 credit score would have a risk-based-pricing add on fee of 1 point,
totaling $2400. A person with a 685 FICO score would have risk-based-pricing fee of 1.75 point, totaling
$4200.

Good credit is also critical in other aspects of business including in employment hiring. Employers in
government contracting or financial areas often require credit checks of their potential employees and
now, more and more employers in other industries are beginning to assess the financial means and

creditworthiness of potential émployees prior to their offer of employment.

A survey of a random sample of Society for Human Resource Management members found that 60
percent used credit background checks for job candidates. When asked what type of negative financial
information would be most likely to affect a decision to NOT extend a job offer, only 1 percent of
respondents cited medical debt. The problem — the consumer reporting agencies categorize medical debt
in collection as a collection account without any other identifying factors. As such, potential employers
see a collections account and often do not know what it relates to or the details relating to such collection
(e.g. medical collection reported in error) and a potential employee misses out on an employment
opportunity. ‘A consumer’s credit can be the difference between getting a job and not getting a job. It
takes a few years to build up good credit history and it can be wiped out by one missed payment,

unknown debt or reporting error.

Billing Errors

An example of such errors can be illustrated through examining health insurance claims. Health
insurance claims are frequently denied because of billing errors, such as duplicate claims or missing

information on the claim.®

% private Health insurance: Data on Application and Coverage Denials, US Government Accountability Office, March 2011.

7
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A June 2011 American Medical Association survey found that one out of five medical claims is processed
inaccurately by health insurers (19.3 percent or over 30 million claims processing errors annually). This is

an increase from 17 percent, or almost 27 million, from the prior year.’

In 2010, an estimated 9.2 million people aged 19 to 64 were contacted by a collection agency because of a
billing mistake, according to research by the Commonwealth Fund. There have been a number of other
independent studies conducted regarding errors on consumer credit reports. One study includes the
Columbus Dispatch investigation of which research shows an error rate of around 30 percent.”” A U.S
PIRG study found errors in 25 percent of credit reports. An FTC study of a pilot program found errors in
53 percent of credit reports.”’ Regardless of how or who conducts the study, this fact remains — errors on
credit reports are rampant. I see it in my business on a daily basis. I cannot tell you the number of times I
am about to go to a closing table with my clients and they learn of a billing error which significantly
decreases their credit worthiness and substantially increases their cost to a home loan. A consumer’s

options are also limited in this situation.

More often than not, a consumer will be willing to pay the debt, even if reported in error, just to remove it
from their credit report. However, it takes a good two years before a consumer will see the positive
impact such payment will have on their credit report. The other option is to dispute the error under the
Fair Credit Reporting Act. Pursuant to the dispute process, both the credit reporting agency and the
furnisher of information are responsible for correcting inaccurate information to a consumer’s credit
report. Unfortunately, the process by which this occurs is not that simple. First, a consumer is to tell the
credit reporting agency in writing regarding the error. The credit reporting agency should investigate the
item in question “usually” within 30 days unless they consider the dispute frivolous which is subjective.

The agency must also send the furnisher of information the relevant data the consumer sent.

According to the Federal Trade Commission, after the “information provider receives notice of a dispute
from the credit reporting company, it must investigate, review the relevant information, and report the

results back to the credit reporting company. If the information provider finds the disputed information is

® Mills, R. J. {2011, June 20}, New AMA Health Insurer Report Card Finds Increasing Inaccuracy in Claims Payment. website:

bhttp://www.ama-assn.org/a ws/news/ama-health-insurer-report-card.page#l.
0 giepenhoff, 1., & Wagner, M. {2012, May 6). Dispatch investigation | credit scars. website:
http://www.dispatch.com, nt/stories/local/201. 06/credit-scars. html.

! White, M. C. (2012, May 8). Why are credit report errors so hard to fix? website:

http://moneyland time.com/2012/05/08/why-are-credit-report-errors-so-hard-to-fix/.
8
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inaccurate, it must notify all three nationwide credit reporting companies so they can correct the

information in your file.”?

This is where things do not quite go as consumers anticipate.

‘When an item is in dispute, a consumer is often unable to obtain access to credit at least in the mortgage
capacity until the dispute is resolved. Ihave often seen a debt in dispute [although expected to be 30 days
pursuant to law] for five to seven years. In the past, there were concerns with some “gaming the system”
when applying for credit. A debt could be in dispute, such debt would be removed from a consumer’s

credit report and a consumer’s credit score would therefore be reflected without such debt.

Fannje Mae, Freddie Mac and the Federal Housing Administration closed the dispute loophole. In fact,
consumers may not have access to a home loan if in fact they have a debt in dispute. This means a
consumer may lose their lock rate and not be able to close on time. Because of this, and the lack of
recourse, timeliness and efficiency in our dispute system, I believe the dispute process is very broken and
should be fixed. What seems like a very small problem can have long term effects on a consumer’s ability

to obtain credit.
Differences in Data Reported

Tens of thousands of credit grantors including retailers, credit card issuers, banks, finance companies,
credit unions, etc. send updates to each of the credit reporting agencies, usually once a month. These

updates include information about how their customers use and pay their accounts. "

However, there are several differences among the types of data reported, how it is reported and its impact
on a consumer’s credit worthiness. Some companies do not report to all three credit bureaus and only
select one with whom they have a relationship in which they furnish information.

As amortgage lender, I have to take the middle credit score out of the three credit bureaus - Experian,
Equifax and TransUnion. If a consumer has one good credit score listed by one of the three bureaus and
two bad, the consumer suffers the consequences. This is general practice among mortgage lenders.

The data reported is calculated differently based on each of the bureaus own algorithms. A debtin
collection can vary by a number of points. For example, if a person had a paid medical collection, it could

fluctuate on a consumer’s credit report among the bureaus anywhere from 20-40 points.

2(2011, October). How to dispute credit report errors, website:

http://www ftc gov/bepfedu/pubs/consumer/credit/cre21 shtm.
B about credit reports. website: hitp://www.mvfico.com/crediteducation/creditreports.aspx.

9
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Alternative Forms of Data/The Credit Accuracy and Inclusion Act

Alternative forms of data can be very helpful especially to those people who have suffered financial
damage in the past or who have had no access to credit. Many people who choose not to use credit, even
though they can gain access to credit will fall into an inactive status which will negatively impact their
credit score and create “thin files” for consumers. 1 believe there is a benefit in including additional

sources of data in credit files such as utility, rental, and cellular phone payment information.

Utilities and telecommunications are used on a daily basis which will guarantee reporting of positive
items each and every month which will provide for consumers to build credit for doing the right thing and
paying their monthly bills on time. Young adults want to build a good credit history but who may not
want to incur credit card debt should not be penalized for trying to be responsible adults and abstaining
from accessing credit until it is absolutely necessary. This is why I support Rep. Renacci and Rep.
Ellison’s bill to permit utility and telecom companies -- like cell phone providers — to report on-time

payments instead of only delinquent payments to the three major credit bureaus.

People who do not have credit scores or have “thin” credit reports face significant economic hardship as
creditors usually only extend credit to those who already have it. When a consumer does not have a credit
history, they are considered risky to lend to and their access to credit is either denied or cost-prohibitive.
The Credit Accuracy and Inclusion Act helps to rectify this situation to eliminate an inequity in the credit
system by adding utility and telecom data to consumer credit reports so a consumer’s creditworthiness

will be accurately reflected.

Conclusion

Tt is an injustice that small medical bills—incomplete and often inaccurate due to an error-prone billing
system—<an prevent an otherwise creditworthy consumer from qualifying for a mortgage or refinancing
their home. The Medical Debt Responsibility Act provides a quick, simple and cost-free solution to a
problem that has a long-term negative impact on consumer credit scores, and thus the housing market and

economy.

10
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1 believe if there is one sure place the government can be helpful in the housing market recovery, it is in
improving the quality of information being used to allocate credit to consumers. Thank you for the

opportunity to testify on this important issue.

11
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April 16, 2012

The Honorable Tim Johnson The Honorable Richard Shelby
Chairman Ranking Member

Committee on Banking, Housing Committee on Banking, Housing
and Urban Affairs and Urban Affairs

United States Senate United States Senate
Washington, DC 20510 Washington, DC 20510

The Honorable Spencer Bachus The Honorable Barney Frank
Chairman Ranking Member

Committee on Financial Services Committee on Financial Services
U.S. House of Representatives U.S. House of Representatives
Washington, DC 20515 Washington, DC 20515

The undersigned organizations strongly support H.R. 2086 and S. 2149, the Medical
Debt Responsibility Act, introduced in the U.S. House of Representatives and the U.S. Senate.
The bills require credit agencies to remove FULLY paid or settled medical debt from credit
reports within 45 days.

Annually, approximately 73 million Americans experience medical billing problems or
have accrued medical debt. Medical debt is unique in that it is not typically reported to the credit
bureaus by healthcare providers, but instead by collection agencies. Typically, medical bills are
reported to the credit bureaus only after they have been assigned to collections. HItis frequently
the case that medical bilis are sent to collection due to uncertainty over who should pay. The
medical billing system is fraught with errors and confusion, further compounding the situation for
consumers.

indeed, when information is inaccurate, markets make decisions on less than perfect
information. With regard to medical debt, this can mean significantly reducing a consumer's
credit score and subsequently impeding economic activity and consumer borrowing capacity.
According to the Fair Isaac Corp., any unpaid debt sent to collections, whether for $100 or
$10,000, can shave up to 100 points off a person's credit score’ — even if this collection is a
mistake, made in error, or is in dispute. This can have a dramatic impact on an individual's
ability to obtain a mortgage, a car loan, or any other form of credit, thereby limiting economic
activity.

Many consumers in states throughout America are adversely impacted by this issue.
The current system punishes consumers regardless of the underlying facts (e.g., mistakes,
errors, or otherwise). Congress can create equity in the current system and dramatically
increase economic activity and growth by amending the Fair Credit Reporting Act to require the
removal of medical collection accounts that are paid in full or settled.

The Medical Debt Responsibility Act will prevent the credit records of millions of
consumers from being unfairly tarnished. Credit records will show that these hard working
consumers, who successfully paid off or settled their medical bills, are more creditworthy than
their credit report would otherwise indicate to a prospective lender.
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We urge Congress to pass this common sense legislation. H.R. 2086 and S. 2149 will
help responsible consumers and at the same time reignite the economy.

Sincerely,
Americans for Financial Reform
American Financial Services Association
American Medical Association
The Asset Building Program, New America Foundation
California Association of Mortgage Professionals
Consumer Federation of America
Consumers Union
Cormporation for Enterprise Development
Demos
Leading Builders of America
Mortgage Bankers Association
NAACP
Nationat Association of Home Builders
National Association of Independent Housing Professionals
National Association of Mortgage Brokers
National Consumer Law Center
The National Consumer Reinvestment Coalition
National Credit Reporting Association

U.S. PIRG

i Jessica Silver-Greenberg, How to Fight a Bogus Bill: Many Medical Bills Contain Errors That Could End Up Wrecking
Your Credit Score. Here's What You Need to Know, Wall Street Journal, February 19, 2011,
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Chairman Capito, Ranking Member Maloney and members of the Subcommittee, thank
you for this opportunity to appear before you. For the record my name is Stuart Pratt,

president and CEO of the Consumer Data Industry Association (CDIA).

CDIA is an international trade association of more than 180 corporate members. Its
mission is to enable consumers, media, legislators and regulators to understand the
benefits of the responsible use of consumer data which creates opportunities for
consumers and the economy. CDIA members provide businesses with the data and
analytical tools necessary to manage risk. They help ensure fair and safe transactions for
consumers, facilitate competition and expand consumers’ access to a market which is
innovative and focused on their needs. Their products are used in more than nine billion

transactions each year.

We commend you for holding this hearing, and welcome the opportunity to share our

views.

My comments will focus on the following points:
* An overview of the types of data used to build a consumer’s credit history.
» The importance of establishing a history of good credit for consumers.
s The quality of data in our members’ databases and dispute resolution procedures.
e The vibrant market of data sources available for risk decisions.

¢ The importance of preserving the integrity of the credit reporting system.
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An overview of the types of data used to build a consumer’s credit history.
The term “credit report” is not defined by the Fair Credit Reporting Act (15 U.S.C. §1681
et. seq.) The FCRA defines the term “consumer report” and the traditional credit reports
produced by nationwide consumer reporting agencies meets this definition. Credit

reports include:

+ Identifying Information — Name (first, last, middle), current and previous
addresses, social security number, date of birth.

e Credit History —~ History of managing various loans issued by retailers, banks,
finance companies, mortgage companies and other types of lenders.

¢ Public Records — Judgments, bankruptcies, tax liens.

¢ Accounts Placed with a Collection Agency — these accounts are reported by third-

party debt collectors who attempt to collect delinquent debts owed to a service
provider or lender.
¢ Inquiries — A record of all who have a permissible purpose under law and have

access to a consumer’s report.

‘Note that credit reports do not contain information on an individual’s medical condition,
race, color, religion, or national origin. It is important to note that our US credit reporting
systems are full-file and thus they include both positive and negative payment history on
a consumer. Full-file credit reporting is inherently fairer for consumers because it

ensures that there is a clear record of not just missed payments but all on-time payments.
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The importance of establishing a history of good credit.

A consumer’s credit history starts with the very first relationship a consumer has with a
lender. It may be when a parent adds a son or daughter as an authorized signatory on a
credit card or when a young adult makes an application for his or her very first loan.
Ensuring that consumers understand how lenders consider their management of credit is

critical and certain fundamental principles remain:

» Pay your bills on time.

* Don’t run up your credit cards to their limits.

Never before in the history of our country has there been a greater degree of transparency
when it comes to the information available to enable consumers to understand consumer
credit reports and their rights under the FCRA. In particular CDIA applauds its members
for their market solutions which make available to consumers unlimited access to credit
reports, credit scores, as well as providing additional information about the credit,
reporting industries. These market solutions push alerts to consumer’s smart phones when
data has changed on their report and also warn consumers when there’s a risk of identity

theft.

Under the Fair Credit Reporting Act consumers also have a right to an annual free credit
file disclosure from each of the nationwide consumer credit reporting agencies: Equifax,
Experian and TransUnion. We estimate that more than 15 million consumers view at

least one of the reports each year and an average of more than 30 million disclosures are
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issued annually. Since December of 2004 hundreds of millions of disclosure have been

issued to consumers.

For some years consumer advocates have been measuring the knowledge consumers have
regarding their credit reports and how credit scores used by lenders analyze data. In
particular VantageScore and the Consumer Federation of America have partnered on a
project to reach consumers and measure their knowledge. The trends identified through
this effort are very encouraging. Consider the following excerpts drawn from the CFA

News Release issued on May 14, 2012:

“d large majority of consumers now know many of the most important facts about credit scores, for
example:

s Mortgage lenders.and credit card issuers use credit scores (94% and 90% correct respectively).

©  Many other service providers also use these scores — landlords, home insurers, and cell phone
ccmpénies (73%, 71%, and 66% correct respeétively).

®  Missed payments, personal bankruptcy, and high credit card balances influence scores (94%,
90%, and 89% correct respectively).

e The three main credit bureaus -- Experian, Equifax, and TransUnion -- collect the information
on which credit scores are frequently based (75% correct).

«  Consumers have more than one generic score (78% correct).

*  Making all loan p Is on time, keeping credit card balances under 25% of credit limits,
and not opening several credit card accounts at the same time help raise a low score or
maintain a high one (97%, 85%, and 83% correct respectively).

& It is very important for consumers to check the accuracy of their credit reports at the three

main credit bureaus (82% correct).

Somewhat surprising was the fact that most consumers understand new, and fairly complicated, consumer
protections regarding credit score disclosures. When asked when lenders who use generic credit scores
are required to inform borrowers of these scores, large majorities correctly identified three key conditions
-~ afler a consumer applies for a morigage (80% correct), whenever a consumer is turned down for a loan
(79% correct), and on all consumer loans when a consumer does not receive the best terms including the
lowest interest rate available (70% correct).
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"Increases in consumer knowledge probably reflect in part the increased public attention given to credit
scores because of the new protections,"” noted CFA's Brobeck. "The improvements may also be related to
increased efforts of financial educators, including our creditscorequiz.org, to inform consumers about
credit reports and scores,” he added.”

It is good news that consumers” knowledge of credit reports and how scores analyze
credit report data is improving. However it is critical that consimers remain vigilant and
do not fall prey to fraudulent credit repair schemes. Fraudulent credit repair agmﬁes
have a business model built around the premise of seeking to have accurate, predictive
data deleted from a consumer’s credit report. The quote from an October 13, 2011 FTC
press release regarding a public investigation of a credit repair operator is illustrative of

the problem and challenge our members face:

“The FTC alleges that the defendants made false statements to credit
bureaus disputing the accuracy of negative information in consumers’
credit reports. In letters to credit bureaus, which RMCN did not show to
consumers, the firm typically disputed all negative information in credit
reports, regardless of the information’s accuracy. RMCN continued to
send these deceptive dispute letters to credit bureaus, even after receiving
detailed billing histories verifying the accuracy of the information, or
signed contracts from creditors proving the validity of the accounts.

The complaint alleges that RMCN misrepresented to consumers that
federal law allows the company to dispute accurate credit report

information, and that credit bureaus must remove information from credit
reports unless they can prove it is accurate. In the company’s words,
credit bureaus must “prove it or remove it.” RMCN charged a retainer fee
of up to 82,000 before providing any service, and falsely told consumers
that Texas law allows credit repair organizations that are registered and
bonded to charge an advance fee.”

CDIA applauds the actions of the Federal Trade Commission and state attorneys general
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to protect consumers through their enforcement of the Credit Repair Organizations Act.
These enforcement efforts must continﬁe. But the CFA survey of consumers speaks
clearly to the need to also continue to educate consumers. Consider the following
finding:

“Over half (51%) [of consumers] incorrectly believe that credit repair companies are "always" or
“usually” helpful in correcting credit report errors and improving scores. Experts agree that credit repair

companies often overpromise, charge high prices, and perform services that consumers could do
themselves.”

Ultimately credit reports are an advocate for all of us as consumers. Credit reports
contain an accounting of the good choices and hard work of Americans. They speak for
consumers when they are applying for loans and the lenders simply don’t know who they
are or how they’ve paid their bills in the past. These reports replace bias and assumptions

with a foundation of facts that tell our story and ensure that we are treated fairly.
The quality of data in our members’ databases and dispute resolution procedures.

In May of 2011 the PERC completed and released a CDIA-commissioned study of the
quality of data found in the databases of nationwide consumer credit reporting agencies.
Since Dr. Turner, the president and CEO of PERC, is sitting at the witness table today I

will defer to him to provide a more fulsome report on his organization’s findings.

But what’s important about this work is that it was truly an arms-length, let-the-chips-
fall-where-they-may project which was the only condition under which Dr. Turner would

agree to conduct the study. Our members had no reservations about this requirement.
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PERC used two measures of what might be a material error in a consumer’s credit report.
First they used VantageScore to measure the point change between credit reports before
and after a dispute and reinvestigation process. In this instance they found that only
0.93% of all credit reports examined had one or more disputes which resulted in a credit
score increase of 25 points. However, Dr. Turner recognized that in a risk-based-pricing
context even a single point change could make a difference for a consumer who is on the
edge of qualifying for a better rate. Because of this, the PERC team also measured
material errors by considering how often a consumer moved from a higher priced pricing
tier to a lower one. Only one haif of one percent (0.51%) of all credit reports examined
by participants had credit scores that move to a higher credit risk tier (lower price). This
study puts to rest the debate about the accuracy of our members’ data. We have attached
with our testimony the Key Findings put together by PERC as well as a link to the full

study are in Appendix I of this testimony.

As a further statement of our members’ confidence in their systems and the quality of
their data, they also chose to voluntarily cooperate with the Federal Trade Commission
study of the accuracy of credit reports. They provided the agency with free-of-charge
data extracts as dictated by the agency’s researchers in the Bureau of Economics and we

expect to see the results of the FTC’s findings later this fall.

CDIA applauds its members for facing the hard questions about data quality. The results

of our members’ decisions are impressive and expected.
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As for the question of dispute resolution procedures, consumers” rights are very clear
under the FCRA. Below is an explanation of these rights prepared by the Federal Trade
Commission:

You have the right to know what is in your file. You may request and obtain all the
information about you in the files of a consumer reporting agency (your “file

disclosure ). You will be required to provide proper identification, which may include
your Social Security number. In many cases, the disclosure will be free. You are entitled
to a free file disclosure if:

* a person has taken adverse action against you because of information in your
credit report;

s you are the victim of identity theft and place a fraud alert in your file;

s your file contains inaccurate information as a result of fraud;

® you are on public assistance;

o you are unemployed but expect to apply for employment within 60 days.
In addition, [since] September 2005 all consumers [have been] entitled to one free
disclosure every 12 months upon request from each nationwide credit bureau and from
nationwide specialty consumer reporting agencies. See www. fic.gov/credit for additional
information.
You have the right to dispute incomplete or inaccurate information. If you identify
information in your file that is incomplete or inaccurate, and report it to the consumer
reporting agency, the agency must investigate unless your dispute is frivolous. See
www fie.gov/credit for an explanation of dispute procedures.
Consumer reporting agencies must correct or delete inaccurate, incomplete, or
unverifiable information. Inaccurate, incomplete or unverifiable information must be

removed or corrected, usually within 30 days. However, a consumer reporting agency
may continue to report information it has verified as accurate.

The staff and systems used by our members to handle consumer requests for

reinvestigations of data reported to them are first-class and this is not merely an opinion.
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The PERC data quality study discussed above measured consumer satisfaction with the

reinvestigation process and fully 95% of consumers were satisfied with the results.

Further indication of our members’ success in meeting consumers’ needs can be found in
a 2008 report to congress regarding complaints submitted to the Federal Trade
Commission. Note in the excerpt below that consumers appeared to be complaining to
the FTC concurrent with the submission of a dispute directly to a consumer credit
reporting agency. More than 90% of the disputes were resolved when submitted directly

to the CRA, a percentage that is very consistent with the findings of PERC

The data indicate that a significant number of disputes were resolved in the consumer’s

Javor (i.e., the disputed information was either removed from the file or modified as

requested). The data further indicate, however, that in most cases, the favorable resolutions

took  place as part of the normal dtspute process, and not as a result of the referral program
ecific aily the CRAS reporls Show thar over 90 percent of dispures thar were resolved o

ed by the consumer! were resolved before the CRA processed the referral Jrom rfn

Con mtuwm !

It is also important to note that in 2003 consumers were given the right to dispute
information furnished to a consumer reporting agency directly with the furnisher of the
data (e.g., lender, etc.). A March 2012 FTC report on a survey of consumers indicated
that 46% chose to dispute an item of information directly with the data furnisher rather
than with a consumer credit reporting agency. It is our view that consumers will continue
to grow in their understanding of this right and will more often dispute with the data

furnisher.

! See page 5 of the FTC Report to Congress Submitted on December 29, 2003:
http:/fwww.fic.gov/0s/2008/12/P044807feracmpt.pdf

10
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There is a vibrant market of alternative data sources available today.

In 2004 the FTC’s FACT Act report on “Common Urireported Transactions” stated the

following:

The concern prompting this request is that many Americans may be missing out on

the benefits associated with the consumer reporting system even though they may have a
demonstrable history of financial responsibility.

Our members didn’t wait for this FTC report to start work on the expansion of data that
could empower consumers, improve transparency and create better risk management
decisions. Members of the CDIA are building new data bases, acquiring data assets and
deploying new analytical technologies that solve problems now. Consider the following

limited set of examples of data that may or can contribute to risk decisions now and in the

future:

o Asset data such as home ownership, auto or investments.

o Utility and telecommunication services payments

¢ Rental payments .

e Remittance transactions

¢ Payments regarding non-traditional loans, demand deposit account loans and
short-term-loan

¢ Pre-paid card data

+ Demand deposit account activity including direct bill-pay transactions

11
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¢ Income data and models for income estimation

Competition is driving the heavy private-sector investment in a better future for our
country and CDIA is proud of its members’ ambitious efforts to meet the needs of
consumers, to give them credit for their careful management of other types of payments
and ensure that the market place is accessible to all consumers. With this positive context
in mind, it is important for this Subcommittee to know that in the context of our
voluntary system of data furnishing some data sources remain on the sidelines because of
concerns about the regulatory as well as statutory burdens, restrictions and liability risks

associated with reporting information to a consumer reporting agency.

In closing this discussion, the Subcommittee asked CDIA to comment on HR. 6363, The
Credit Access and Inclusion Act. Since this bill has only been available in final form for
a few days CDIA cannot comment on it until we have had an opportunity to discuss it
with all sectors of our memberéhip. | We thank the committee for asking for our views,

however.
The importance of preserving the integrity of the credit reporting system.

The Committee has also asked us to comment on H.R. 2086, The Medical Debt
Responsibility Act of 2011. The bill imposes a duty on consumer reporting agencies to
delete medical debts which are less than or equal to $2,500 within 45 days of the date that

such debts have been paid or settled. Consistent with testimony we have offered in other

12
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congresses, we oppose this bill for a number of reasons which we discuss below.

Finding number one in Section 2 of the bill states that “medical debt is unique, and

Americans do not choose when accidents happen or when illness strikes.”

An accurate accounting of debts owed and debts paid is always a combination of debts a
consumer chooses to incur and some which are the result of events that may well be
beyond his or her control, but which are nonetheless events that have an effect on that
consumer’s ability to pay in the future. Lenders and score developers can and do make
differing decisions about how such data should be considered, but it is wrong to conclude
that because some debts are not “chosen” that the debt is not relevant and predictive.
Further, the finding ignores at least one population of consumers who are making choices
for elective procedures and surgeries. For example, according to the American Society of
Aesthetic Plastic Surgery 2.4 million consumers underwent botox injections in 2010. The
ASPS also estimated that 750,000 men underwent surgical and nonsurgical procedures in
this same year. Examples of elective surgeries and procedures include liposuction,
cosmetic eyelid surgery, facelifts, forehead lifts, lip augmentation, nose surgery, tummy
tucks, dermabrasion, laser hair removal, laser skin resurfacing, cherhical peels, and tooth
whiteners. There is nothing wrong with any of these procedures and consumers enjoy the
results. But for the consumer who is interested in looking better, &ese choices are no
different than making a purchase in a retail store and the debts should not be deleted.
Finally the finding assumes that there is no population of consumers who have the ability

to pay but simply choose not to do so. This may not be the largest population, but to

13
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allow them to ignore a debt and then only pay it in order to have it deleted rewards the

wrong value and is a poor policy outcome.

Finding number three states that “[ajccording to credit evaluators, medical debt
collections are more likely to be in dispute, inconsistently reported, and of questionable
value in predicting future payment performance because it is atypical and nonpredictive
[sic].” The challenge for this hearing in responding to this assertion is that we do not
have a credit score developer who can respond to the assertions in finding number two
and we also do not have a lender who owns or services loans or secondary market
investors who depend on primary market lending decisions to comment on what data is
important to them for a lending decision. We would urge the committee to consult with

both communities to learn more about how such data is predictive.

The precedent of allowing for the deletion of a delinquent account when paid poses a
great risk to the credit reporting system. A credit history ceases to be a full and complete
history if the door is opened to exceptions for the deletion of valid debts that are
delinquent but then paid. The Great Recession drove home a lesson time and time again
and that is that sloppy underwriting practices which ignored predictive dat:i contributed to
the extent of the crisis we faced then and the recovery on which we are now focused.

The principle of delete-when-paid allows a consumer to not pay bills until such time as it
is important for him or her to apply for a loan. Broadly applied a delete-when-paid
principle would lead to the white washing of credit histories and seriously impair the

primary market’s ability to underwrite risk. This result likely also leads to a loss of

14



72

confidence by secondary market investors in the safety and soundness of the debts
underlying securities. Since we do not have asa part of this record empirical evidence of
the consequences of deleting paid medical debts that are equal to or below $2,500, were
congress to enact this amendment into law, it would be doing so based on a hypothesis
and not evidence. Since risk-management concerns have not been accounted for and we
urge the committee to consult with other industry sectors such as financial services,

insurance, and telecommunications. Their views are vital to this inquiry.

There are also serious technical drafting issues with this bill as written. The bill states
that its purpose is “to exclude from consumer credit reports medical debt that had been
characterized as delinquent, charged off, or debt in collection for credit reporting
purposes and has been fully paid or settled.” This means that nationwide consumer credit
reporting agencies would have to “know” when a portion of a credit card balance is
associated with medical debt and to know when this portion of the outstanding balance is
paid. Further we would have to know when a third-party debt collector is reporting a
medically related debt, even when it is ignoring its duties under FCRA Section 623(a)(9)
where it must identify itself as a medical information furnisher. A lender, who provides a
range of loan products for different markets, could provide a specialized program of
financing for an orthodontist. Nothing in the lender’s name or actions would suggest that
the debt being reported is associated with a medical procedure but the nationwide
consumer credit reporting agency is nonetheless required to comply with this new duty.
In reality it is not possibie to comply with the duty as proposed and further, since this bill

amends Section 605 of the FCRA, it creates a duty that is tied to private rights of action,

15
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including significant class action risks.

In closing, CDIA’s members will never shy away from a thoughtful, probative discussion
of the quality of data that is being reported to it, but this bill is technically flawed, it sets a
precedent that challenges the historical riature of data and it is based on allegations, not
on empirical evidence. Equally important, this discussion cannot happen without the
lending community’s views as well as those of other users of consumer reports which are
underwriting risks. It is for these reasons 'we cannot support this bill, though we are very

~

grateful to the Subcommittee for seeking our testimony.

Thank you for this opportunity to testify. I am happy to answer any questions.

16



Appendix I

Key Findings

This report reviews the accuracy of data in consumer

credit reports from the three major nationwide
consumer reporting agencies (CRAs).

Tt also measures the credit market impact upon
consumers with modifications to their credit
reports.

Key findings from this research include:

74

Impact of Modifications on

Credit Scores: Of all credit reports examined:
0.93 percent had one or more dispures that
resulted in a credit score increase of 25
points or greater;

1.16 percent had one or more disputes that
resulted in a credit score increase of 20 points
ot greater; and

1.78 percent had one or more disputes that
resulted in a credit score increase of 10 points
or gl' eater.

Material Impact of Credit

Report Modifications:

As noted above, less than one percent (0.93 percent)
of all credit reports examined by participants
prompted a dispute that resulted in a credit

score adjustment and an increase of a credit score
of 25 points or greater. More significantly, onehalf
of one percent (0.51 percent) of all credit reports
examined by participants had credit scores

that moved to a higher “credit risk tier” as a result
of a modification. This metric is the best gauge

of the materiality of credit report modifications,
and suggests that consequential inaccuracies are
rare. Credit teport modifications that result in
material impacts are exclusively modifications of
tradelines, that is, of credit, collection and public
record account dara.

Disputants Satisfied with Process:

95 percent of disputing participants were satisfied
with the outcomes of their disputes, suggesting
widespread satisfaction among participants with
the FCRA dispute resolution process.

Tradeline Dispute Rate:

Of the 81,238 credit, collections, and public
record tradelines examined, 433, or less than 1
percent (0.54 percent), contained information
that was disputed.

Tt should be mentioned that 19.2 percent of the
credit reports examined by consumers were set
aside as containing one or more pieces of header
or tradeline data that a consumer believed could
be inaccurate. Of note, 37% of these potential
disputes only related to header, or “above the
line,” information that could have no bearing on
a credit score (e.g., the spelling of a former street
address or maiden name). ’




Source: hitp://perc.net/files/DQreport.pdf
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I Introduction

Chairman Capito and members of the Subcommittee, my name is Robert Schéshinski,
and I am an Assistant Director for the Division of Privacy and Identity Protection at the Federal
Trade Commission (“Commission” or “FTC”).! 1 appreciate the opportunity to appear before
you today to discuss consumer reports and credit scores.

Today, data compiled and maintained by consumer reporting agencies (“CRAs”) is used
to make critical decisions about the availability and cost of various consumer products and
services, including credit, insurance, employment, and housing. Consumer reports are often
used to evaluate the risk of future nonpayment, default, or other adverse events. For example,
complete and accurate consumer reports enable creditors to make informed decisions, benefitting
both creditors and consumers.

Errors in consumer reports, however, can cause consumers to be denied credit or other
benefits or pay a higher price for them, and may lead credit issuers to make inaccurate decisions
that result in declining credit to a potentially valuable customer or issuing credit to a riskier
customer than intended. The Fair Credit Reporting Act’ (“FCRA”) was enacted in 1970 to
balance businesses’ “dependen[ce] upon fair and accurate credit reporting” and the “need to
insure that CRAs exercise their grave responsibilities with fairness, impartiality, and a respect

3

for the consumer’s right to privacy.” The FCRA (1) prevents the misuse of sensitive consumer

! While the views expressed in this statement represent the views of the Commission, my
oral presentation and responses to questions are my own and do not necessarily reflect the views
of the Commission or any individual Commissioner.

215U.S.C. §§ 1681-1681x.

3 Id. at § 1681(a).
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information by limiting recipients to those who have a legitimate need for it; (2) improves the
accuracy and integrity of consumer reports; and (3) promotes the efficiency of the nation’s
banking and consumer credit systems. Since the FCRA’s passage, Congress has amended the
statute to address developments in the consumer reporting system and the marketplace, and to
increase consumers’ rights and protections with respect to the collection and use of their data.

The Commission has played a key role in the implementation, enforcement, and
interpretation of the FCRA since its enactment,* and has appreciated Congress’ ongoing efforts
to protect consumers while ensuring that creditors and others have access to information that
they truly need. In the last decade, the Commission has brought over thirty actions to enforce
the FCRA against CRAs, users of consumer reports, and furnishers of information to consumer
reporting agencies. As the consumer reporting system evolves and new technologies and
business practices emerge, vigorous enforcement of the FCRA continues to be a top priority for
the Commission, as does consumer and4 business education concerning applicable rights and
responsibilities under the statute.

This testimony first provides background on the FCRA and its treatment of conﬁumer
reports and credit scores. It then discusses the Commission’s recent work to enforce the FCRA
and educate consumers and busi