PREPARED STATEMENT OF

THE FEDERAL TRADE COMMISSION

“EXAMINING THE USES OF CONSUMER CREDIT DATA”

Beforethe

SUBCOMMITTEE ON FINANCIAL INSTITUTIONSAND CONSUMER CREDIT

COMMITTEE ON FINANCIAL SERVICES

UNITED STATESHOUSE



I ntroduction

Charman Caito and mambe's of the Sulrommittee, my naneis Robert Schoshinski,
and lam an Assistant Diotor forthe Division of Privacyand tentity Protection at theddeanl
TradeCommasion (“Commissin” or “FTC").! | appreiate theopportunityto appeabefre
you today to dscuss mnsumer reports and credit sares.

Today, data ompiled and maintained ponsumereportingagencies (“CRAS”) is used
to make ditical decisions about therailability and cost of viaous consumer pducts and
services, including cedit, insurane, employnent, and housingConsumer repts are ofen
used to evaate the isk of future nonpgment, defalt, or other advese eents. Foexample,
complete ad accirateconsumereports enlale cieditors to make infoned detsions, benefitting
both crelitors and consumer

Errors in consumer ports, howeve can causeconsumers to beéenied cedit or other
beneits or paya higher pice for them, and malead cedit issuers to makieacaratedecisions
that result in decliningredit to a potentiallyaluable astomer or issuingredit to a riskier
cusomer than intended. The Fair Credit Reporting Act? (“FCRA”) was enacted in 1970to

bdance businesses’ “dependen|ce] upon fair and accurate credit reporting” and the*need to
insure that CRAs exercise thenmageresponsibilities with fairness, impartialignd a espet

for the ®nsumer’sight to privacy.”® The FCRA (1) prevents the misuse of sensitive consume

! While theviews expressal in this setement represent the views of the Conmission, my
oral presentation and sponses to questions are own and do not nessaity reflect the vievg
of the Commission or anpdividual Conmissioner.

215 U.SC. §8 1681-1681x.

3 1d. at § 1681(p



information bylimiting recipients to those who Y& a I@itimate needdr it; (2) improves the
acairag/ and integity of consumerepots; and (3) promotes thedficiencyof the néion’s
bankingand consunrecredit systems. Since the FCRA's gsa@, Congess ha amendeé the
staute to aldress avelopmentsin the consumer reporting system and the maketplace, and to
increase onsumers’ights and protetions with respect to theoliection and use dheir data
The Commission has pleg a kg role in the implementation, emtement, and
interpretation of the FCRA since its enactment,* and has gpreciated Cangress’ ongoing efforts

to protect onsumers whileresuringthat crelitors and others ka ac

* As enated, the ERA established the Commisa as the primarfedeal enforcement
agency with wide jurisdiction over tities involved in the consunmeeporting system; the
primaryexceptions to the Comgsion’s jurisdiction are fierdly regulated financial
institutions. Seel5 U.S.C. § 1681s(ap). Pursuant to the Consumen&ncial Proteton Act
of 2010 (‘CFPA”), Title X of Pub. L 111-203, 124 Stat. 1955ufy 21, 2010) (Thé&odd-Fank
Wall Street Reform and Corsumer Protection Act), the Conmission will shere its FCRA
enforcemant role with the Consumeiiriancial Protetton Bureau (“CFPB”) in manyrespets.
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515 U.S.C. § 1681(a)(3)



°Id. at § 1681m(a) The averseaction notice lso must include astatement that the
CRA that suppkd the onsumer rport did not make the desion to take thedverseaction and
cannot gve the consumreanyspecificreasons for the dasion.





http://www.ftc.gov/os/closings/110509socialintelligenceletter.pdf

15 Pub. L No. 108-159, 117 Stat. 1952 (@, 2003). Br further discussion of the
Commssion’s implementation of the N Act, seePrepaed Statement of theTC, Keeping
Score on Credit Scose An Oervie


http://www.ftc.gov/os/2000/09/creditscoring.htm
http://www.ftc.gov/os/2010/03/P065404facta.pdf
http://edocket.access.gpo.gov/2010/pdf/E9-30678.pdf.

when, baed on theansumer’s edit rgoort, the ceditor provides iedit to the consumem
lessfavorable terms than it provides toother consumers. Rahe than conducting theandysis
necesaryto determine Wwich consumeshould recwe a isk-based pcing notice, howeer,
manycralitors maychoose to provid&ee credit scoredisclosures to all consunsgifurther
improving theavailability of credit scorenformation to consumers. Ti@mmesion notes that
authorityover these rgulations transfeed in lage pat to the CFPB inuly 2011.

2L Title X of Pub. L No. 111-203, 124 Stat. 1955 (@1, 2010).
215 U.S.C. § 1681m(a).


http://www.ftc.gov/os/2009/07/R611017factafrn.pdf

requires furnishes, in most cases, to investigalisputes that consumers submit digeto them
regardingthe acuracy of information that the furnishereportal to a CRA. h addition, the
FACT Act anended the FCRA to dlow identity theft victims toaddress naccuracies inther
consumereports that reulted from the théf’ Finally, as mentionedmve, the RCT Act
greatly increased consume's’ access b their files mantained by CRAs, pemitting them to
evaludae whethethe files ontain inacarateor incomplete infanation that theghould dispute.
Ensuing theaccuracy and competeness d the underlying consumer files ypon which aedit
scores arebased should ineasethe acuracy and préictive value ofcredit scores, baefitting
both consumers skieag aedit and insunace & well as the uss of the cedit scoes.
. FTC sActivities To Implement the FCRA

As mentioned abovehe Commis®n has plagd a kg role in the implementation,
enforcemant, and interpration of the ERA for over40 yeas. The Commissn now share
many of theseresponsihili ties with the CHPB, and the agendes have been working together to
avoid duplication and levage their espetive resouces to ddress speéfic concerns. Vigrous
enforcemant of the ERA to maintain accaicyand farness in the consumegpoting system
and to protecconsumer pyacy remans a top priorityfor the Commission, as doesegffive and
timely consumer iad business edutian concening therights and obligions creged bythe

Statute.

evauators, swch as aedit soring systems, to inaccurately estimate how much available credit a
consumer is usingvhich is tyically an important fetor in assssing cedit worthiness.

*’ See, @, 15 U.S.C. § 1681c-2l{awing identity theft victims to permamely block
the reorting of information in their file that resulteddm the theft)
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28 United States v. Sped, Inc, No. CV 12-05001 (C.D. Cal. filed June 7, 2012)n(gent
decee) available athttp://www.ftc.gov/opa/2012/06/spokeo.shimshtm



http://www.ftc.gov/opa/2012/06/spokeo.shtm

permissible purpose undthe statuté? In its complaint aginst Teletrak, Inc. (‘Teletrak”), a
CRA providing @nsumer rports to businesses that maisrvefinandally-distressed
consumers, th€ommsesion allegd that the ampanycreated amarkeing daabaseof
information thet it gathered through its aedit reporting business and then old theinformaion in
this databaseto marketers. For exampe, Teletrack sold lists d consumers who previoudy
soudht payayloans to third parties that wieed to use this information to tatgpotential
cugomers with marketing for smilar products. The Commission’s compaint aleged that these
marketing lists were consumer reports and tha Teletrack violated the FCRA by sdling these
consumereports without a petissible purposeainder thestatute. The Commission’s consent
orderrequirel Teletrzk to paycivil penalties of $1.8 million and prohibits the comp#mym
violating the FERA in the future.

Further, gven the citical need ér acuracy in consumeraports, the Commission
continues toenforce the FCRA's provisions requiring CRAs tofollow reasanable procedures to
ensure maximum possble accuracy of information included in reports and to conduct reasonable
investigaions of consumer disputes. TBemmssion recetly took action aginst HireRidnt
Solutions, hc. (“HireRight Solutons”), a CRA providingemploynent backgound sceening
servics® In its capaity as a CRA, HirRight Solutions provides backaund reorts that

contain informéon about prospectivend curent emploges to h thousands of empleys

29 United States v. Teletrackic, No. 1:11- CV-2060 (ND. Ga. fled June 24, 2011)
(stipulated final judgent and ord®, available at
http://www.ftc.gov/opa/2011/06/teletrack.shtm.

%0 United States v. Hireght Solutbns, Inc, No. 1:11-cv01313 (D.D.C. filed Aig. 8,
2012) (stipulated fingudgment ad orde}, available at
http://www.ftc.gov/og casdist/1023130/index.shtm.
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http://www.ftc.gov/opa/2011/06/teletrack.shtm
http://www.ftc.gov/os/caselist/1023130/index.shtm

make hiringdecisions. The Commission’s complaint allddhat, in mangase, HireRidnt
Solutions failed to follow rasonablerocealures to preent patentlynacarateconsumereport

1w (.)Tjormatordefrom b2400 0..0000 TD (t, Inc.,57. 562000 0.0000 TD (urate)Tjovidllow reallo.920

31 1n re SétlementOne Credit CorpQocke No. C-4330 (Aug17, 2011) (deision and
order); In re ACRANE Inc.,Docke No. C-4331 (Augl7, 2011) (deision and ordg; andin re
Fajilan and Assoc.Docked No. C-4332 (Augl7, 2011) (deision and ordg, available at
http://www.ftc.gov/opa/2011/08/creditreporters.shtm.
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http://www.ftc.gov/opa/2011/08/creditreporters.shtm

32 http: //lwww.ftc.gov/multimedia/video/jobs shtm.

33 \What to KnowMhen You Look for a Jopavailable at
http://www.ftc.gov/bep/edu/pubsconsumer/aerts/dt080.shtm.

Se


http://www.ftc.gov/multimedia/video/jobs.shtm
http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cre36.shtm;
http://www.ftc.gov/bcp/menus/consumer/credit/reports.shtm
http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cre24.shtm
http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cre21.shtm.

pom

38 Available at
http:/business.ftc.ov/documents/bus07-consurmreports-wha-insurersneedknow.

3 Available at
http:/business.ftc.ov/documents/bus33-ati-repots-what-infomation-provides-ne@-know.

40 Available at
http:/business.ftc.ov/documents/bus08-usirapnsumerrepois-what-enployersnheedknow.

41 Available at
http:/business.ftc.ov/documents/altl152-disposimpnsumerepot-information-nev-rule-tells-
how



http://business.ftc.gov/documents/bus07-consumer-reports-what-insurers-need-know
http://business.ftc.gov/documents/bus33-credit-reports-what-information-providers-need-know
http://business.ftc.gov/documents/bus08-using-consumer-reports-what-employers-need-know
http://business.ftc.gov/documents/alt152-disposing-consumer-report-information-new-rule-tells-how
http://business.ftc.gov/documents/alt152-disposing-consumer-report-information-new-rule-tells-how
http://business.ftc.gov
http://business.ftc.gov/blog
http://www.ftc.gov/opa/2012/02/mobileapps.shtm.

the FCRA if theyhave eason to Heve the bakground rgorts theyprovide ae beng usel for
employment screning housing, pedit, or othesimilar puposes. The Commission udyte
companies to reew their gps and their policiesnd procelures to ensercompliane with the
staute if it applies.

1. Special Concerns: “Thin Files” and Reporting of Medical Debt

Two issues rating to ournation’s consumetepoting system continue to be of sgal
concern, especially with theincreased reliance on credit s@ring systans b m&e digibility
determinations. Thefirst relates toproblems faced by consumers with limited or no aredit
history, often dacribed a having‘thin files.” Thesecond is the impaof medicadebt on
consume reports and credit saring modkls.

A. “Thin Files”

“Thin files,” or consumefiles with limited or no oedit histories, limithe abilityof
credit providers to assess thesmsumerstradit worthiness. n 2003, Congrss aske the
Commssion to sidy whethercommon finanial transations not genelly repoted to CRAS
would beussful in determining the credit worthiness d consumers.*®

In 2004, the Commigsn issued a f@ort conduding that thee is a sizable consumer
population that is difficult to evaluaterfcredit purposes lmausetheyhave thin files ono
credit history.*® The reort discussed the éadth ofthe problem ad desdbed the tpes of

groups that havéttle or no cedit histories, suchsae@nt immigrants, youngpeople livingon

% EACT Ad, Pub. L No. 108-159, § 318J(2)(D), 117 Stat. 1952, 1998.

“ FTC,Reort to Congress Lhder Sections 318 and 319 of the Fair and Accurate Credit
Transactions Act of 2002t78 (Dec. 2004) available at
http:/Mww.ftc.gov/reports/fata/041209fataipt.pdf
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http://www.ftc.gov/reports/facta/041209factarpt.pdf

“71d. at 82-84.

8 See, @.,Policy & Economic Resaah Council A New Pathway to Financial
Inclusion: AlternativeData, Credit Building, and Responsible Lending in thak& of the Geat
Re@ssion7 (June 2012xvailable at
http://percnet/files/WEB%20file%20ADI5%20layut(1).pdf



http://perc.net/files/WEB%20file%20ADI5%20layout(1).pdf.
http://www.corelogic.com/about-us/news//fico-and-corelogic-innovative-predictive-score.aspx
http://www.corelogic.com/about-us/news//fico-and-corelogic-innovative-predictive-score.aspx

B. Medical Debt

The treatment of medical debt for credit reporting and credit soring purposes dso
presentsunique chdlenges. Although melical service providers may nat report debtsdirectly to
CRAs, third-party debt allectors will often report medical collection accounts As with al
debtsreported toa CRA, medical debtstha are reported resut in negative items a1 consume's
credit reports even dter such debtshave been paid. Sud items @n adversely affect a
consumers cralit score.

Some have qutioned the approfatenessad value ofmedical dét in assessingna
prediding aedit risk beause othe unique natarof sut debt. Foexample, in some cases, the
debt may arisebecause of abilling digpute or misunderstanding beween the consumer and thar
insurer. Aso, some ange that medidadebt is atpical and unepectal, and thus magot be a
good indicator of &onsumers geneal credit worthiness. On the othkand, othes ague that

such debts wically reflect acurde finangal obliga

°l See, @., Cal. Heidth & Safety Code § 127425(d).
2 See, @., H.R. 2086, 112 Cong. £011).
§Boned the appro@teness @38Mherhadd =G0 e hiageRjU



Commession has not taken a position with resge@nyfedeaal or stae legslation on ths issue,
it continues to mondtr devédopments in trs are.
V.  Conclusion

Thank yu for the oppdunity to provide the Commission’s views on the topic of
consumereports and redit scoes. We look forwal to continuingo work with Congess and

this Subcommittee on these important issues.

17



