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For some time, the Board of Governors of the Federal
Reserve System has souight to obtain more detailed
and timely information on the debt status, loan
payment behavior, and overall credit quality of
U.S. consumers. Such information could facilitate
the Beard’'s analysis of macroeconomic conditions,
improve its understanding of the way eredit is pro-
vided to sonsumers, and enhanee the System’s super-
visien ef banking astivities. Fer desades, infermatien
of this type has been gathered by eredit reperting
eempanies, primarily te assist erediters in svaluating
the eredit guality ef surrent and prespeetive sustem:-
grs. The infermatisn gathered by eredit reperting
eempanies is vast and seeks ie saver virually all t.s.
EBRSHMEr BOHOWING: To the extent that this informa-
tion is complete, comprehensive, and accurate, it
represents a potential new source of statistical data
for the Federal Reserve on consumer credit markets
and behavior.

To evaluate the potential usefulness of these data,
the Federal Reserve Board engaged one of the three
national credit reporting companies to supply the
records of a nationally representative sample of
individuals. The data provide a unique opportunity

1. The Fair Credit Reporting Act generally refers to a company that
regularly assembles or evaluates consumer credit information for the
purpose ofi furnishing consumer reports as a “consumer reporting
agency.” Such companies are also called “credit bureaus™ or, as in
this article, “credit reporting companies.”” Three national credit report-
ing companies—Equifax, Experian, and Trans Union Corporation—
jointly have a dominant presence in the market for credit-related
information on consumeis. Each national credit reporting company
seeks to maintain records for each individual, although, for a variety
of reasons, all companies may not have the same informatlon for a
glven individual. For mere information on industry strueture, see
Robert M. Hunt, “What’s in the File? The Economics and Law of
Consufner Credit Bureaus,” Businesss Reviswy, Federal Reserve Bank
of Philadelphia (second quaries, 2002), pp. 17-24.[endofnote.]

2. Identifying information, such as name, address, and social secu-
rity number, was omitted from the data obtained by the Federal
Reserve. The identities of the creditors, collection agencies, and other

to profile the nature and content of information con-
tained in credit reporting company records.
Assessing the usefulness of these data as a poten-
tial source of information for the Board involves
several tasks. This article is an initial step in the
process; it examines the scope and content of the
data, using a framework based on key aspects of
credit evaluation. This approach is a natural way to
begin the assessment process beeause the credit
reporting companies’ primary purpese for eollesting
these data is to facilitate eredit evaluation. Future
steps will foeus en other aspests ef this evaluatien,
ineluding eemparing measures of aggregaie berrow-
ing astivity and eredit quality derived frem the eredit
reperiing data with measures frem ether sewrsss:
The article begins with a brief description of the
way the credit reporting companies compile and
report their data and gives background on the regula-
tory structtire governing these activities. This descrip-
tion is followed by a detailed look at the information
collected in credit reports. The discussion of these
data is divided along the lines of the major com-
ponents of consumer credit report data—credit
aceeunts; public records relating to the persen’s debt
6f payment obligatiens (bankruptey filings, liens,
judgments in eivil astiens, and se en); esollestien
ageney aeeeunts; and ingquiries regarding eredit sta-
tus. The distriButien patierns ef items sueh as assount
Balanees, eredit utilizatien, and measures of payment
E@HBHHQHE@ By type of asesunt and erediier are
rpadly deseriBed. Key aspests of the data that may

i88: {Rcemplete, duplicative, of ﬁ{ﬁ’Bi%HBH% 33 theWrhe rair credit repor

apply 18 credit evaluation are Hi&ﬂl figd iR the
ahalysis: The article cencludes with 4 aiseussion of
steps that might Be taken 18 address same 6F the
IsSes ldentified:

entities that reported information to the credit reporting company were
also omitted. An index variable, unique to this dataset, allowed
records of the same individual to be linked. A similar index variable

[abtewed records of the same creditor (or other reporter) to be linked. Identifying informatic

Neither of these variables could be used to link to any publicly
available information.[endofnote.]



COMPOSITION AND SOURCES OF CREDIT
REPORTING COMPANY RECORDS.

Credit reporting companies gather information on
an individual’s experiences with credit, leases, non-
credit-related bills, money-related public records, and
inquiries and compile it in a credit record. A credit
record generally includes five types of information:

+ identifying information such as the name of the
individual, current and previous residential addresses,
and social security number

* detailed information reported by creditors (and
some other entities, such as a medical establishment)
on each current and past loan, lease, or non-credit-
related bill, each of which is referred to here as a
eredit aecount

+ information derived from money-related public
records, such as records of bankruptcy, foreclosure,
tax liens (local, state, or federal), garnishments, and
other civil judgments, referred to here as zwblic
records

3. Non-credit-related bills include items such as utility and medical
bills.[endofnote.]

« information reported by collection agencies on
actions associated with credit accounts and non-
credit-related bills, referred to here as wollaction
ageny @aeaounts

* identities of individuals or companies that
request information from an individual's credit
record, the date of the inquiry, and an indication of
whether the inquiry was by the consumer, for the
review of an existing account, or to help the inguirer
make a decision on a potential future account of
relationship.

The consumer credit report, the basic product that
the credit reporting companies provide to those seek-
ing information about the credit history of an indi-
vidual, is the organized presentation of the individu-
al's credit record at the credit reporting company.
Industry sources report that credit reporting compa-
nies issue approximately 2 million consumer credit

4. Credit reporting companies maintain credit records of individu-
als, not couples or other family units. Therefore, an individual’s credit
report is separate and distinct from his or her spouse’s report. If
individuals are jointly responsible for payment on a loan, such as a
mortgageia record of that credit account will appear in each mdividu-
al's file, along with an indicator that it is a joint account.[endofnote.]

A&inmngofbok (arBumeaRigltCanslentheRight CraditrRep drdin €4edit Reporting Act

The federal Fair Credit Reporting Act (FCRA) seeks to
promote accuracy, fairness, and privacy of an imdiividual’s
“consumer report’” maintained by a “consumer reporting
agency”(or credit reporting company). The FCRA pro-
vides the following consumer rights and protections:

* The right to be told if information in a comsmmer
report has been used to take adverse action against
a consumer. Any person who uses information from a
consumer teport obtained from a consumer reporting
agency to take adverse action against a eonsumer—such
as denying an application for credit, insurance, or
employment—amusi tell the consumer the name, address,
and phone number of the reperting agenecy that provided
the censumer repert, inform the consumer of the right to
obtain a free eepy of his or her censumer repert within
sixty days of reeeiving the netiee, and netify the con-
sumer ef the right te dispute with the reperting ageney the
eompleteness oF aseuraey of the 6onsUMer Fepert.

The right to see the contents of a consumer report.
Upon a consumer’s request, a consumer reporting agency
must provide the consumer with all information in his or
her file at the time of the request, except for credit scores,

1. For the complete text of the FCRA, see 15 US.C. §§ 1681-1qRdte; on
the Federal Trade Commission's web site (http:/fwww.ftc.gov).[endofnote.]

and identify each person who has requested it recently.
There is no charge for the report if an adverse action has
been taken against the consumer because of information
in a consumer report supplied by the reporting agency and
the consumer requests the repoft within sixty days of
receiving notice of the adverse action from the person
taking the adveise action.

The right to dispute inaccurate or incomplete imfomnma-
tion with the consumer reporting agency. If a consumer
notifies a reporting agency that his or her file contains
inaccurate or incomplete information, the agency must
investigate the items (generally within thirty days) by
presenting to the furnisher or souree of the information all
relevant evidenee submitted by the consumer, unless the
agenecy determines that the dispute is frivelous. The fuf-
fisher ef seuree must review the evidence, investigate the
disputed infermatien, and repert its findings te the reperi:
ing ageney. The ageney Must previde the eBRSUMEE With a
written netiee of the resulis of the investigatien, a éepy of
the censumer repert as revised based on the results of the
investigation, natiee of the precedures Hsed in the invest-
gatien (ineluding the furnishers eontacted), neties of the
EBRSHMEr's Fight i8 add a statement ie the file disputing
ihe aceuraey of completeness of the information, and
netiee of the constmer's Hght 18 request that the repert:
Ing ageney netify certain reeent fé&;ﬁ,ligﬁc

feparts 8f the deletian of the disputed 1

box.

FHatian. [endo

[note:

3] Non-cr

I§§ﬂ§ﬁtﬁﬂ§£he TCRA, see 15 U.S.C. 88



reports each day. Access to the information and
maintenance of each credit record is governed by
conditions spelled out in the Fair Credit Reporting
Act (ECRA) (see box “A Summary of Consumer
Rights under the Fair Credit Reporting Act”).

Credit reporting companies gather the informa-
tion that is in a credit record primarily from credi-
tors, government entities, collection agencies, and
third-party intermediaries (see box ‘“Sources of
Credit Reporting Company Data’”). Reporting enti-
ties submit information to credit reporting companies
on a purely veluntary basis; no state or federal law
requires crediters or others to report data to the
eempanies. The FCRA prohibits a reporting insti-
tutien frem furnishing any infermatien te a eredit
reperting eempany if the institutien knews er een-
selsusly aveids knewing that the infermatien is inae-
eurate, and it requires Institutiens te pariieipaie in
the preeess of eorrecting srrers that are identified by
EBRSHMELS:

5. See Consumer Data Indiistty: Association (form8klgeth€ dinsomier Data 16duStry AdbenittODIAST noafhiehevétsseite- ofi the B BmaniébddttaCDIA" on the web ¢

ated Credit Bureaus), Press Release, March 12, 1998.[endofnote.]

The national credit reporting companies attempt to
collect comprehensive information on all lending to
individuals in the United States, and the information
each maintains is vast. Each of the three national
credit reporting companies has records on perhaps as
many as 1.5 billion credit accounts held by approxi-
mately 190 million individuals. Credit reporting com-
panies receive information from creditors and others
generally every month, and they update their credit
records normally within ene to seven days of receiv-
ing new information. Aceording te industry sources,
each of the three national eredit reporting companies
reeeives more than 2 billien items ef informatien
eaeh menth.

Credit reporting companies use various techniques
to process the high volume of information they
receive. When a credit reporting company receives
data from a creditor, government agency, or third-
party provider, it first assesses its accuracy. If the data
are found to contain errors, they are returned to the

Industry Association, www.cdiiaoline.org.[endofnote.]

Po&yinmngofbef(AnS um oraRyghit Ciomd emidre Figirt € vedie IRéppofr tiirgCrettit-Qeptiniied Act—Continued

* The right to have inaccurate information corrected or
deleted. A consumer reporting agency must remove or
correct inaccurate, incomplete, or unverified information
from its files, generally within thirty days after a dispute
is filed. However, the repotting agency is not required to
remove accurate data from a consumet’s file unless it is
outdated information that is required to be excluded from
CORSUMEF Feports.

* The right to dispute inaccurate items with the fur-

nisher or source of the information. If a consumer tells

a furnisher of information, such as a creditor who reports

to a consumer reporting agency, that specific information

is inaccurate or incomplete, the furnisher may not then
repoft the information to a repofting ageney without
ineluding a notiee of the dispute.

The right to have outdated information excluded from

a consumer report. In most cases, a consumer report-

ing agency may not report negative information that is

more than seven years old. However, there are certain
exceptions:

— Information about criminal convictions may be

reported without any time limitation.

— Bankruptcy information may be reported for ten years.

— Information reported in response to an application for

a job with an annual salary of more than $75,000 has
no time limit.

— Information reported because ofi an application for

more than $150,000 worth of credit or life insurance
has no time limit.

— Information about a lawsuit, an unpaid judgment
against a consumer, or record ofiarrest can be reported
for seven years or until the statute of limitations runs
out, whichever is longer.

* Limits for access to a consumer report. A consumer
reporting agency may furnish a consumer report only to

a person with a permissible purpose recognized by the

FCRA—usurllly to consider an application for credit,

insurance, employment, housing rental, depository

account, or other legitimate business need, or in accor-

dance with the written instructions ofithe consumer.
* The requirement for consumer consent to furnish
reports to employers or to furnish reports containing
medical information. A consumer reporting agency may
not furnish a consumer report generally to a conswmer’s
employer or prospective employef, or a consumer report
containing medical information about the consumer in
conneetion with a credit or insurance transaction, without
the eonsumer’s written consent.
The right to choose to exclude a consumer’s mame
from consumer reporting agency lists for unsolicited
firm offers of credit and insurance. Creditors and insur-
ers may use reporting agency file information as the basis
for sending unsolicited firm offers of credit or insurance.
Such offers must include a toll-free phone number or
address established by the agency from whom the creditor
or insurer obtained the information and whom the eon-
surmer fay call oF write to have his or her name and
address remeved from future lists.[endofbox.]



Sources of Credit Reporting Company Data

Credit reporting companies receive the information that
is included in credit records from a wide variety ofi
sources. They receive information on individual credit
accounts, which makes up the bulk ofithe data that they
maintain, from virtually all commescial banks, savings
associations, and credit unions; from most flinance com-
panies; and from major retailers and many other busi-
nesses, such oll and gas companies. Seme utility and
medieal cempanies alse repert on their aceounts.

Credit reporting companies also gather information
from many agencies specializing in collections. These
collection agencies may be acting on behalfi of a claim-
ant, or they may have purchased the rights to an account
themselves. Collection agencies report information en
accounts in collection, including many mon-credit-related
bills, sueh as thoese assoeiated with medieal treatment of
services from commumication oF pewer companies, as
well as semme credit AGEOUALS.

Collection agency reporting does not represent a full
accounting ofi credit accounts that have gone to collec-
tion. Many creditors do their own collections rather than
using collection agencies. Ifi these creditors report to the
credit repotting companies, such collections will appear
as updates to credit account files. Howeves, ifithe creditor
does not repoft to the credit repoiting companies, then
these collection actions will not appear in the credit fhiles.

Credit reporting companies also gather information on
public records, obtaining the information from the court
system, government entities, or third parties. Some of
these sources have computerized, comprehensive records;
others keep only paper records that require labor-
intensive transcribing and recording. The former are
easily obtained by ecredit repofting companies whereas
the latter are net. Fimally, informatien on inguiries is
tecorded by the eredit reperting companies as the inguif=
les are made.[endofbox.]

reporting entity for resubmission with the necessary
corrections. Otherwise, the credit reporting compa-
nies compile and reconfigure the newly received data
to create or update the record of an individual’s credit
experiences. This reconfiguration can require a high
level of technical sophistication. For example, credit
reporting companies have had to develep rules for
desiding when te ignere slight variatiens in persenal
identifying infermatien and teshnigues for resegniz=
ing that data items with the same identifying inferma=
tien, sWeh as name, May astually be assesiated with
different individuals.

Although credit reporting company data are exten-
sive, they are not complete. First, information on
some credit accounts held by individuals is not
reported. Some small retail, mortgage, and fimance

[begfRAIRBNEHANG some government agencies do not
report to the credit reporting companies. Loans

extended by individuals, employers, insurance com-
panies, and foreign entities typically are not reported.
Second, complete information is not always pro-
vided for each account reported. Sometimes creditors
de not repoft or update information on the credit
accounts of boerrowers whe consistently make their
reguired payments as seheduled. Credit limits estab-
lished en revelving aseeunts are semetimes net
repoeried. Alse, srediiers may net netify the eredit
reperiing esmpany when an aeseunt is elesed of
yndergees ether material shanges.

The information reported on credit accounts
reflects each account’s payment status and ouwtstand-
ing balance shortly before it is forwarded to the credit
reporting company. Thus, the report is sensitive to
the date on which the information is forwarded. For
example, a credit account reported to the eredit
reporting companies on the day after a payment is
made and posted to the aceount will shew a smaller
balanee than ene reperied to the cempanies on the
day befere the paymeiit.

Although credit reporting companies endeavor to
maintain high-quality data, the degree to which con-
sumer credit reports are accurate, complete, or consis-
tent across companies is in dispute. A recent study,
for example, found evidence of inconsistencies in the
informatien included in individual credit reporis
across the national credit reporting companies An
earlier investigation by a consumer organization sug-
gests that as many as one-third of all consumer credit
reports may contain errors that could result in the
denial of access to credit. A study by Arthur Ander-
sen & Company argues, however, that such errors
may not have material significance regarding access
to credit. The Andersen study concluded that only a
small proportion of individuals were denied credit on
the basis of inaccurate information in their credit
FEPOFLS.

Overall, research and creditor experience has con-
sistently indicated that credit reporting company
information, despite any limitations that it may have,
generally provides an effective measure of the rela-

7. See “Credit Score Accuracy and Implications for Cofmatmers,”
report by Consumer Federation of America and the National Credit
Reporting Association, December 17, 2002.[endofnote.]

8. See “Mistakes Do Happen: Credit Report Errors Meanidtmsum-
ers Lose,” March 1998, on the web site of the U.S. Public Information
Research Group, wwww.usping.org/reports.[endofnote.]

9. See Consumer Data Industry Association, Press[nRelease,
March 12, 1998; also see Robert M. Hunt, ‘“The Development
and Regulation of Consumer Credit Reporting in America,” Federal
Reserve Bank of Philadelphia, Working Paper no. 02-21, November
2002.[endofnote.]



tive credit risk posed by prospective borrowers.
Nonetheless, the industry and its critics alike recom-
mend that consumers review their credit reports peri-
odically, especially if they are in the market for new
credit, if they have been denied credit, or if their
creditor has changed the terms of an account on the
basis of credit reporting company information.

DESCRIPTION OF CREDIT REPORTING
COMPANY RECORDS!

One of the three national credit reporting companies
provided the Federal Reserve with the full credit
records (with the exception of personal and creditor
identifying information) of a nationally represen-
tative sample of individuals as of June 1999.
Approximately 248,000 individuals included in the
database of the national credit reporting company
were randomly selected (table 1). The credit report-
ing company then provided the Board with the
entire credit record of each of these individuals,
excluding any identifying information. Each con-
sumer credit record contained possibly more than
350 variables that described consumer credit usage
and performance.

The sample contains information on about
2.58 million credit accounts, a number that, by
the authors’ estimate, translates into approximately
1.43 billion credit accounts in the credit reporting
company’s full database (table 2, memo item). The
authors estimate the aggregate balances owed on
the credit accounts in the full database to have been
$6.7 trillien as of June 30, 1999. Credit aceounts
were reperted by theusands ef erganizations, inelud-
ing mere than 23,000 erediters reperiing eurrently
(these providing data at the time the sample was
drawi).

10. See Robert B. Avery, Raphael W. Bostic, Paul S. Calem, and
Glenn B. Canner, “Credit Risk, Credit Scoring, and the Performance
of Home Mortgages,” Fedéeall Reseevee Bullédnn (July 1996),
pp. 621-48.[endofnote.]

11. Most credit and other records contained in the credit reporting
company files of individuals are common to the three national compa-
nies, which have adopted common standards for the reporting and
coding of information provided by creditors and others. Nonetheless,
some differences remain across companies. Some small institutions do
not report to all three companies, and coverage of public records may
not be identical. Moteover, differences can arise because of the timing
of the receipt and processing of information at each company within a
typical reporting cycle. Finallly, rules regarding the linkage of reports
to a common individual and the treatment of items such as nencurrent
data can vary across credit reperting companies.[endofnote ]

12. This sample consists of approximately 1 file out of every 657
files from the reporting company; the sampling frame excludes non-
individual accounts, such as small business accounts, and records of
deceased persons.[endofnote.]

Tabléntivithrhilsi duidls osdtht oreatittragoctingpaoynpecgrdsecords,
by type of information

Share of sample

Type of information Numfber

(percent)

Sample size 248,027 100.0
Credit account 216,202 87.2

Open and active accounf™® 198,399 80.0

No active account 12,637 5.1

Authorized user only™® 5,166 21
Public record 30,478 12.3
Collection agency account 74,888 30.2
Inquiry™®*® 142,905 57.6
None of the above 318 1
Mo
Credit account only 63,674 25.7
Public record only 42 #MEMO:
Collection agency account only 25,905 10/EMO:
Inquiry only 55 #MEMO:
Credit account and:

Public record 28,534 15

Collection agency account 46,496 175

Inquiry 138,584 55.9

1=Active accounts are those used within ane year of the date the sample was
drawm.

2.=Individuals who are authorized to use an account but not legally
responsible for its payment. Generallly, these accounts will not be used in a
credit evaluation of the authorized user.

3.=Includes only inquiries made within two years of the date the sample was
drawm.

*Less than 0.5 percent.

Individuals have credit reporting company records
for a number of reasons: having a record of a credit
account (whether open and active or not), being
an authorized user on a credit account, having a
money-related public record, having a record of a
collection action, of having had an inquify abeut their
credit elreumstances. Approximalely 87 pereent of
individuals in the sample had a reeerd of a eredit
aceount, and 92 percent of these had an epen and
astive aseeunt as of the date the sample was drawi
(table 1). A very small share ef the individuals in the
sample had enly a publie reeerd item o an ingHiry:
Hewever, abeut 11 pereent of the sample had a eredit
f%leﬁlﬂg eempany reeerd only beeause of a solles-
t6h astion. .

The following discussion highlights the contents
and scope of the data in the sample. A close examina-

te; . . .11 t dit d oth
B%6h of the data reveals that the information is ot ot credit and other

complete in all regards and at times contains dupli-
cations and ambiguities. These omissions and limita-
tions may require users of the information to make
assumptions about how to treat certain reported items
in developing a credit profile for a consumer. The
fellowing diseussion reviews the mere impertant
of these issues and guantifies their seepe. Besatise

ithe infermatien is new semewhat dated, semelBfThis sample consists o

the patierns presented here may het feflest surent
sirsuAstanees.

. See Robert B. Avery,



ZableA2l crédit crediuints amadtbatuchdeal agcesipgdobipestabys statlisl astrd bdittdi thyteak dyunt ediaractbristoteristic

Percent except as noted

Account status: Currently reported: Account status:
Not Currently reported:
Accol e ZRIGMAIARER]y reported:
Currently Not current
All accounts: - X
N o shere Aclgount stattus. Not cufrently repcv_'ﬁg%own
ccount characteristic having Open Closed: orman _(positive or
characteristic (zero balance) (zero talantiﬁ).known balance)
Share Share Share Share Share Share Share Share
having of having of having of having of
characteristic |characteristic | characteristic | characteristic | characteristic | characteristic | characteristic | characteristic
Type of areaditt
Revolving 62.7 71.2 36.1 44.3 29.9 95.4 27.6 51.5 6.4
Check credit 1.8 1.9 35.2 Typeoftr8dit: Checld0edlit 2.6 27.3 15 6.7
Banking institution 30.5 38.0 39.6 Typed®Orkdit:Banki@idstitution 25.1 14.9 20.8 5.3
Finance company Typeofcredit:Financecompany
or credit union 4.7 44 29.3 217. 9.6 36.7 3.9 6.4
Retailer 23.8 24.8 33.2 Typel0.1 17.9 of 53.8 41.1  credit:RBtdiler 77
Other! 19 2.1 28.5 Type 1.9 344 of 1.8 13.8 cred:@ther  23.3
Nonrevolving 4.7 4.1 279 Type 4.0 3604 4.6 credit:MNodrevolving 10.7 17.8
Installment 26.6 19.0 22.7 Type 437 69.6 of 0 cred@t: Installme®6.3 7.7
Mortgage 6.1 5.7 29.9 Type 79 55.4 of .0 cxedit:Mortgddes 14.7
All accounts 100.0 100.0 31.8 100.0 42.3 100.0 18.2 100.0 7.8
Mio:
Percent of revolving accounts
missing credit limit 349 32.3 49.3 .0 .0 39.2 45.8 28.6 4.8
Holder:
Single 78.9 80.0 32.3 74.8 40.2 85.3 19.6 81.0 8.0
Joint 21.1 20.0 30.1  Holder: 2®iht 50.4 14.7 12.6 19.0 7.0
Creditor:
Banking institution 44.7 48.2 34.3 51.4 48.6 27.2 11.0 35.3 6.1
Finance company or credit union 19.8 14.9 24.0  Creditor26.9 57.7 10.2 9.4 FikhBe company9d¥ credit
Retailer 24.8 25.0 321 CreditorlRetailer  20.7 54.1 39.7 24.2 76
Other! 10.7 11.9 35.1 Creditor:9.6 37.8 8.6 14.4 hert 12.7
Datte appeareat]
Less than 1 year 8.1 19.6 77.0 19 10.0 3.2 72 6.1 5.8
1 to 2 years 9.3 16.0 547 Date 55 24.8 dpdhed: 11.3 11.0 1 to@years
2 to 4 years 19.3 21.9 36.2 Date 183 40.2 bpehed: 13.9 24.2 2 toHHears
More than 4 years 63.4 425 213 Date 743 49.7 operiA@:3 21.9 58Nore than 47.2
Datte lastt had! iatbneee
Current 31.0 67.1 68.7 4.6 6.3 .0 .0 100.0 250
Less than 1 year 13.8 17.3 39.8 Date 13.6 last 41.6 had14.2 baRutee: .OLess than 1.0ear
1 to 2 years 10.4 6.1 18.7 Date 149 la$0.8 had7 20.5balance: .0 1 to 20years
2 to 4 years 16.7 5.9 11.2 Date 248 las63.1 R8d6 25.balance: .0 2 to 4Oyears
More than 4 years 28.1 3.6 41 Date 42.0 last 63.3 had 50.5 baBRde: More than 4 .0
Datte lastregartea!
Less than 2 months 39.8 100.0 800 18.8 20.0 .0 .0 .0 .0
2 months to 1 year 15.5 0 0 Date 148 40.8ast 25.9 re[@0t8d: 59.1 2 r28nfhs to 1 year
1 to 2 years 8.9 0 0 Date 129 61.%ast 121 refR(@d: 15.9 1 td8years
2 to 4 years 13.8 0 0 Date 20.6 62.%ast 22.4 reftfitdd: 13.7 2 toAyears
More than 4 years 22.0 0 0 Date 329 688 39.7 reported32.7 11More than 44.0
Paymeatt stattiss 2
Worst recendkedt
Major derogatory 7.8 31 12.8 .80.0 14 3, 341 34.0
Minor derogatory 7.0 8.0 36.7 mﬁegi ‘gﬁeggmr 49 uférggatoryt 10.2 11.4
No derogatory 85.3 338 331 42 €0 93.8 20,0 Uerogalongs g 5.1
At most-recent rempantt
Balance remaining/
balance umkmmwm
Major derogatory 4.3 2.1 15.1 2.7 26.3 .0 .0 325 58.5
Minor derogatory 1.0 1.6 50.7 3 12.9 .0 .0 4.8 36.4
No derogatory 25.7 63.5 784 1.6 2.7 ® ® 62.7 18.9
No balance 68.9 32.8 151 At 95mhost-recent 58.5 report:No 100.0 26.3 balancé .0
Mmam3
Number of accounts (millions) 1428 454 | 604 - 259 - 111, .
MEMO:Percent of dollafsdollars 100.0 718 12 .0 27.0
NOTE. Here and in subsequent tables, data are a statistically representative payment plan, repossession, charge-off, collection action, bankruptcy, fore-
sample of a national credit reporting company’s credit record data as of June 30, closure, or adverse judgment by a court.
1999; items may not sum to 100 because of rounding. 3.=National estimates based on the sample.
1.=Includes national oil and gas companies, travel and entertainment com- . . ANt aqyplicdite.
panies, utility companies, real estate firms, government entities, and smaller *Jess than 0.05 percent.
retailers. SOURCE. Here and in subsequent tables, author calculations using statisti-
2.=A minor derogatory status is a payment delinquency of 30 days to cally representative sample provided to the Federal Reserve Board by one of the

119 days. A major derogatory status is a delinquency of 120 days or more, a three national credit reporting companies.



Pevsonal/ Tdentiffing: | Mfnmation.

All credit reporting company files include personal
identifying information that allows the companies
to distinguish among individuals and construct a
full record of each consumer’s credit-related activi-
ties. Files always include the consumer's name (and
known aliases), current and previous addresses, and
soclal security number. Other identifying inferma=
tlen semetimes found in eredit files ineludes date of
birth, telephene number(s), speuse’s name, number
of dependents, ineeme, and empleyment iAferma=
tion. These data are most often supplied by credi-
tors; they are taken from credit application files.
Information about an individual’s lifestyle (for exam-
ple, sexual orientation) or personal characteristics
(for example, race or national origin) are excluded
from credit reporting company files,

One of the challenges that credit reporting compa-
nies face is constructing a unified credit record for
a consumer. This challenge arises for a number of
reasons. An individual’s social security numbex, for
example, may be recorded incorrectly on a loan appli-
cation, or it may be transmitted incorrectly to the
credit reporting companies. Problems also arise
beeause the identifying infermatien may net be etif-
fent of because a consumer Mmay have accounts under
different names of addresses. Fer instance, a €6n-
stimer may be ineensistent in using a full name in all
applieatiens for eredit of May ehange names, perhaps
after a marriage e diveree. Furthermere, assounts
fmay Be difficult te link 6 a given eensumer if the
eensumer's address Ras ehanged. Credit reperting
cempanies have established a series of protecels i8
address eaeh of these challengss:

Credit Mccount: | irifonmation.

Credit accounts constitute the bulk of the information
in the typical individual’s credit record, and thus the
information on credit accounts represents the major-
ity of the information maintained by credit report-
ing companies. Credit account records contain many
details about each account (see box ““Credit Account
Records™).

Account Staiuss

A basic element of credit reporting company data
is information on the status of each account with

13. For further details, see “Consumer Information” on the web

respect to whether the credit relationship is ongoing
(an “open account™) or whether the account is closed
and cannot be added to by the consumer. Determin-
ing whether an account is open or closed is not
always straightforward, in part because some credi-
tors do not report all account closures to the credit
feporling companies. lnstead, in many sitwations,
creditors simply stop reporting any informatien abeut
an aeeeunt, ereating uneertainty abeut the eurrent
status of the aseeunt. These “Aet currently reperied”
aceounts eonstitute a signifisant pertien ef all
aeeeunts in the eredit reperting eempany data.

For the discussion that follows, credit accounts are
grouped according to their status and whether or not
they are currently reported. An account is currently
reported if either (1) its status had been reported to
the credit reporting company within two months of
the date that the sample of credit records was drawn
of (2) it was last reported (at any time) to be closed
and had a zero balanee at the date of last report. All
installment and mertgage aeeounts paid down i6 a
zero balanee are ireaied as eurrently reperied and
elesed. With these definitiens, asesunts fall inte ene
of four mutually exelusive greups, twe of whieh are
eurrently reperied and twe net eurrently reperted.

» Open credit accounts are currently reported and
are not reported as closed. These include accounts
that a consumer can use to incur additional debt, such
as an open-end revolving account, and closed-end
accounts that the consumer is paying down on a
scheduled basis, such as a mortgage or an installment
loan.

e Closed/ credit accounts are currently reported
(as defined here) and are reported as closed. Closed
accounts cannot be used to incur additional debt.
Virtually all these accounts have been fully repaid
and have a zero balance, although a positive balance
remains on a small number of closed revolving
accounts.

» Dormani! accounts are non-installment, mommort-
gage accounts that were last reported as open with no
outstanding balance but for which the last reporting
was more than two months before the sample was
drawn. These accounts are inactive, but from the
data, ene cannot determine whether they are open or
closed.

» An unknowm accounts category contains all other
accounts that are not currently reported. All these
accounts were reported as having a balance at their
kst reporting date. The category includes installmegt

site ofithe Consumer Data Industry Association, www.cdiaolime ong [endofnofiprtgage, and to a smaller extent, revolving accounts

sFor further details, se



Credit Account Records

Credit account records include information on each “trade
line” or credit account in a consumer’s credit filles. They
include the following:

HAeaovmt: ¢ Dates.

* The date the account was opened

* The date the account was closed (if: applicable)

s The date the account was paid down to zero if the last
reported balance is zero

¢ The account verification date (the date on which informa-
tion on the account was taken)

¢ The date the account information was recorded by the
credit reporting company.

HAeaovmt t Balamees.

* Account balance on the verification date (if any)

* The historic high balance (For mortgage or iimstlliment
loans, this is generally the original balance.)

¢ Credit limit (the maximum amount that can be horrowed
for revolving or open accounts)

* Amount past due (If the account is delinquent, this is the
amount that was overdue as ofithe verification date.).

Payment PRefgormanne.

* Payment status at the last report. This can have seven
values:

unknown or too new to rate

satisfactory or paying as agreed

30 to 59 days past the due date (minor derogatory)

60 to 89 days past the due date (minor derogatory)

90 to 119 days past the due date (minor derogatory)

120 or more days past the due date (major derogatory)

other major derogatory instances (repossession, charge

off, collection, judgment, bankruptcy, foreclosure, pay-

ing under a wage earner plan).

Payment status pattern for the previous 48 months (not

given for a major derogatory)

Dispute code (indicates if items in the account are under

dispute)

Remark codes (for example, notations for types of pay-

ment problems and reasons for closing accounts).

Nk WN -

[beginning of

Alecovnb fBRserfptiam

¢ Account ownership (individual, joint, authorized user,
co-signer)

* Type of creditor (commercial bank, savings iimstitution,
finamcze company, credit union, government entity, retailer,
and so forth).

* Type of account
— Clloseet/ emdf—aa lump-sum loan that the borrower

repays over time according to an agreed-upon schedule

» Mortgage—a special type of installment account
that is secured by a primary residence or other
residential real estate such as a rental or vacation
property

* Installment—nonmortgage accounts, such as auto
loans, that typically involve fixed monthly payments
that fully amortize the total amount borrowed over
the term ofithe loan, often secured.

— Opem erdi—oconsmersrs can borrow from time to time
at their discretion, typically up to some pre-authorized
limit
* Revolving—typically unsecured accounts that per-

mit considerable fllexibilitty in the amount that must

be paid back in any given billing cycle, typically a

month, such as a credit card account

Nonrevolving charge—the account holder may bor-

row funds for a short period (typically a month) and

must repay in full at the end of this petiod

Check credit—a special form of revolving account,

typically not accessible by a credit card, that

includes personal lines of credit and overdraft pro-
tection on deposit-related accounts, such as a check-
ing account,

* Loan purpose or type (for example, credit card, charge
account, automobile loan, student loan, or FHA-insured
mortgage)

¢ Lender subscriber code.[endofbox.]

1. An exception is the home equity line of credit, which, though secured[n
by real property, is typically structured more like a line of credit or revolving

account. Some home equity lines of credit are reported as mortgages; others
are often reported as open-end revolving accounts.[endofnote.]

that may have been paid off but lack a final record ofi

disposition. It also includes accounts that were sold
or transferred to another creditor or collection depart-
ment or agency but not reported as closed by the
selling or transferring institutions. Finally, it includes
accounts that have encountered such severe pay-
ment problems that the creditor nio longer reporis the
aceount.

The status was currently reported for about 74 per-

cent of the accounts in the sample.

14. The data used for this study represent the complete creffitte:

records of a nationally representative sample of indiuicdais's. However,
raw account distributions in such data are not proper estimates of

box:]



Of these

accounts, 57 percent were closed; the remainder

were open. Because these accounts were currently

reported, users of the data did not have to make
assumptions about their current status.

The status of the remaining credit accounts was
not currently reported, and thus assumptions had to
be made in order to use the data. Among the accounts
that were not currently reported, 70 percent were
dormant, For these accotints, the only issue a user of
the data had to address was whether the account
could be used by a consumer. The acceunts in the
unknewn categery, which comprised abeut § pereent
of all the eredit aceeunts in the sample, present a
particularly vexing preblem fer users ef the data
besause this eategery ineludes aseeunts that had a
pasitive er unknewn balanee at the date of 1ast repert:
This eategery ineludes acesunts that may Rave been
s6ld, transferred, or paid off bui are net reperied as
sHen: Alse Inelyded are as68unts, partieularly deroga-
18Ry aceaunts; that are still suistanding but 8n whieh
the 1ender Ras esased FEpSHIAG:

Types of Accauntts

Credit reporting companies ask creditors to place
each credit account into one of four broad groupings:
two types of open-end account (revolving and nonre-
volving) and two types of closed-end account (install-
ment and morigage). Within these four categories,
further distinctions can be made by users of the
data based on other characteristics—Tor example, the
reporied purpose of the lean of the type of crediter:

Revolving accounts were by far the most common
type of credit account found in the sample, compris-
ing about 63 percent of all credit accounts and about
71 percent of all open accounts (table 2). Although
revolving accounts macde up the largest share of
accounts, approximately 28 percent of these accounts
were dermant. Installment acceufnts cempeosed the
second largest share of credit accounts, representing
appreximately 27 percent of all aceeunts in the eredit
reperting cempany files. Mueh less frequently found
in these files are reeerds ef nenrevelving eharge
acesunis and merigages. Given the relatively shert
terms te maturity of mest installment leans, i is net
surprising te find that installment aceeunis compesed
& dispropertienate share of all clgsed accounis in he
sample of eredit recards:

the distribution of characteristics of a representative sample of @redit
aceouptgs. This disparity occurs because many accounts, fncluding
joint accounts or accounts with co-signers, are contained in the credit
records of multiple individuals. An adjustment for such multiple
reporting was made in computing the statistics reported in this article
to make them representative of all credit accounts.[endofnote.]

Types of Clediitans

Credit reporting company data include the identities
and a type classification of the credit provider for
each account. For purposes of this analysis, the credi-
tor type classification was used to group accounts
inte four categories: banking institutions (commer-
cial banks and savings associations), finance compa-
fies aned eredit uniens, retailers, and ‘“‘other.” The
retail eategery ineludes depariment siores aned jew-
elry, eompuier, 6amera, and sperting geeds steres.
“Other” inecludes natienal eil and gas eempanies,
travel and entertainment eempanies, other retailers,
and varieus erediters sueh as utility eempanies, feal
gstate firms, and geverament sntitiss:

Banking institutions were the largest source of
credit accounts recorded in the credit reporting com-
pany files, accounting for nearly 45 percent of all the
credit accounts and 48 percent of open accounts. The
second largest source of credit accounts was retailers.
The distribution of accounts by creditor type varies
some by account status and is largely a funetion of
the types of acceunts that ereditors offer. For exam-
ple, finanee eompanies and eredit uniens effer prima-
Hly installment aseeunts, whieh are mere likely than
revelving aseeunis t6 have bBeen pald dewn and
clesed: Banking institutions and retailers effer rela-
tively large numbers of revelving asesunts, whieh
tend te Be used from time te time and {6 retain their
8pen statys:

Date Account Opened and
Last Had Balbrmeee

Most credit accounts were several years old when
the sample was drawn; only 8 percent of the credit
accounts recorded in the files were less than one year
old, and nearly two-thirds had been opened at least
four years previously, Among accounts that were
known to be open, about 20 percent had been open
less than one year, and nearly 58 percent had been
open four years or less. Net surprisingly, a large
propertion ef dermant and closed aceeunts were at
least four years eld.

Only about one-third of accounts currently had a
balance when the sample was drawn. However, two-
thirds of the open accounts showed a balance. Over-
all, 28 percent of accounts had not had a balance
within four years of the time the sample was drawn.
Mere than 50 percent of the dermant accounts had
fiet had a balanee within four years.



Payment Status and Balances Qwezll

The credit account records include information on
the extent of consumer payment problems and the
amount owed on an account. Nearly 70 percent of
all accounts and 33 percent of accounts currently
reported as open showed no outstanding balance at
the time of most recent reporiing. AMoORAg accounts
with balanees, mere than one-feurth of the balanee
dollars at last date ef reperting were assoeiated with
aceounts in the “unknewn™ ecategery (table 2, last
rew). The large share of eutstanding balanees that
fell in the unknewn eategery highlights the imper-
tanee of desisions abeut hew te treat aceeunts in this
sategery when using the data fer eredit evaluations of
8ther purpeses:

With respect to payment performance, accounts
were sorted into one of three categories: accounts
with no “derogatory’ (no record of late payment),
those with evidence of a “minor derogatory™ (a late
payment of 30-59, 60-89, or 90-119 days), and
these with evidence of a “major derogatory.” Credit
accounts categorized as major derogatory include any
aceount that is delinguent 120 days or mere and all
credit aceeunts reperted as asseclated with bank-
ruptey, fereslestire, repessessien, sivil judgment, s6l-
lestien, eharge-eff, and se forth.

The analysis presents two ways of describing pay-
ment history. First, accounts are sorted by their worst
recorded payment problem. Second, accounts are
sorted by their payment status at the time the credit
reporting company last received information on the
account (their “status at most-recent report™). As
discussed below, both worst payment problem and
status at most-recent repert are weighed heavily by
crediters when eendueting eredit evaluatiens.

Wornst paywentt problemn. More than 85 percent of alll
accounts had no record of a payment problem. The
remaining accounts were split about evenly between
those with, at worst, a minor derogatory and those
with a major derogatory. Patterns differ sharply
between open and closed accounts. Only about 3 per-
cent of open accounts had a major derogatory status,
whereas 9 percent of closed accounts had this status.
This difference results from the general industry
practice of closing accounts that experience severe
payment problems. More than one-third of the
accounts that had a major derogatory were not cur-

15. Regulatory guidance for banking institutions requires that
closed-end loans, such as installment loans, must be charged off after
120 days of delinquemcy. Open-end loans are required to be charged
off after being delinquent 180 days or more. See Federal Reserve
Board Supervisory Letter SR 99-5, February 18, 1999.[endofnote.]

rently reported and were last reported with a positive
or unknown balance.

Status at most-vegentt report. About 5 percent of all
accounts were reported as having payment problems
at the time of the most-recent reporting; most of the
accounts with payment problems were reported as
having a major derogatory. The incidence of accounts
exhibiting a major derogatory at last report differs
from that of accounts that ever exhibited a major
derogatory because more than half the accounts with
a historic major derogatory had been closed and
showed a zero balance.

Interpreting: the Credit Accountt Datrer

As the preceding discussion highlights, credit report-
ing company data provide a wide-ranging and com-
prehensive picture of accounts that reflects individu-
als’ experiences with credit. However, the discussion
also reveals that, in some instances, the data are not
sufficiently up-to-date or complete to permit a clear
understanding of an account’s current status. The
following sections present a more detailed loek at
the infermatien 1A the eredit reperting company
files, foeusing en items mest pertinent t6 e&redit
gvaluation.

Credit evaluators rely on a number of factors in
assessing the credit quality of individuals. The exact
weight attached to specific factors varies across
evaluators and their different models, but the factors
generally fall in three broad areas: the level of a
consumer's indebtedness, the payment history, and
credit account characteristics.

Level of Consumer Indethtedhrss

When evaluating credit, creditors consider the type
and amount of debt a consumer has and the propor-
tion of available credit he or she has in use (credit
utilization). For revolving accounts, credit utilization
is measured as the proportion of available credit in
use (outstanding balance divided by credit limit). For
moertgage and installment aceeunts, eredit utilizatien
is generally measured as the proportion ef the erigi-

16. Credit evaluation is the most prominent use ofithe data, and the
original motivation for its collection, but other uses ofithe data exist
and may emphasize different items.[endofnote.]

[noté7. For a more detailed discussion of factors considered in ci&flitRegufattey guidance

evaluation, including the relative weights given to different factors,
see the description on the web site of Fair Isaac and Company,
www.myfico.com. Also see Avery et al., ““Credit Risk, Credit Scoring,
and the Performance of Home Mortgages. Tendofnote.]

[note:



nal loan amount that is unpaid, referred to here as the
paydown rate.

Fundamental to measuring consumer indebtedness
is deciding which accounts to treat as active—that is,
installment and mortgage accounts with positive bal-
ances and revolving accounts upon which consumers
can draw. Clearly, credit evaluators would include
currently reported open accoufls as active if any
caleulatiens. The difficulty, however, is in determin=
ing hew to treat acceunts that are In the dermant
and unknewn categeries. The dermant categery likely
ineludes many aeeeunis that are net eurrently
reperted but ean Be further drawn Upen By the &en-
sumer. Fer example, seme erediters de net previde
Hpdates for aseeunis that have a zere Balanee and ne
feeent astivity. The unknewn eategery alse likely
ineludes seme aceaunts that are still astive.

For the present analysis of consumer indebtedness,
the definition of “active™ includes currently reported
open accounts as well as dormant revolving accounts
that were last reported within the year before the date
the sample was drawn. Discussions with industry
professionals, however, indicate that there is no strict
tule regarding a single appropriate choice of time

FablOpen @pevuats amaltbakhdesl abyety fry dy pecofuatcount

Percent except as noted

period cutoff. The choice of the cutoff affects the
number of accounts deemed to be active and the
potential borrowing capacity of an individual but
has no bearing on the amounts owed because all
the dormant accounts had zero balances at the time
of last report. For reasons discussed below, this study
includes no accounts from the unknown category,
whieh are believed mest likely to be clesed.

Ourstaruding balawces. Most consumer indebtedness
on active accounts involves mortgages. Mortgages
represented about 67 percent of the dollars outstand-
ing but only 5 percent of the active credit accounts
(table 3). Nearly 30 percent of all active mortgages
in the data had outstanding balances of $100,000
or more. Installment accounts, accounting for about
22 percent of the balances, involved the second larg-
est proportion of all consumer debt. Installment
accounts also tended to be relatively large; 46 percent
had balanees of $5,000 or more. 1n contrast, revelv=
ing acceunts represented a relatively small share of
outstanding balanees (11 pereent), even though they
were by far the largest propertion of astive aceounts
measured By number. This difference arises besatise

Dollz
Dollarsize
— . of ballance, Dolltarweighted
Acomniss Distribution of balances, by dollar size of balance accountswith balances o
a balance® otba
Type of account
Share  Share 100.000 Share  Share
of of all 0 1- 250~ 500~ 1000- 5,000~ 10,000~ i Mean Median of of all account
account  open 249 499 999 4,999 9,999 99,999 account  open
more
type accounts type accounts
a ba
Revolving: 100.0 74.3 53.0 14.6 71 6.8 135 3.7 1.2 ® 2,015 595  100.0 11.3
Revolving:Check credit  credit 2.5 1.9 51.2 5.4 49 53 14.3 6.2 12.3 3 9,736 2,934 12.8 14
Revolving:Banking institutiomnstitution49.9 37.0 40.6 134 76 8.4 21.6 6.7 1.7 ® 2,370 1,022 74.2 8.4
Revolving:Finance companycampany or Metian
credit union 6.3 4.7 39.8 17.6 8.9 10.3 18.7 3.0 16 ® 1,887 645 76 .9
Revolving:Rettilber 379 28.1 705 16.8 6.3 4.0 2.3 1 .0 .0 378 201 45 5
Revolving:Othert 2 3.4 2.5 66.0 9.8 6.9 7.6 9.5 2 ® .0 847 513 1.0 1
Nonrevolviing 100.0 4.2 48.4 343 52 41 52 1.3 14 ® 1,227 107 100.0 A4
Installment: 100.0 16.5 A4 3.7 4.0 75 38.1 20.1 25.8 3 8,256 4,354 100.0 21.8
Banking institution 305 5.1 1 15 2.2 4.6 322 24.7 341 7 11,077 6,697 41.1 8.9
Installment:Auto credit  credit 11.3 1.9 * 8 13 2.4 22.4 30.7 42.4 1 10,005 8,743 13.8 3.0
Installment:Finance company oompany or
credit union 22.6 3.7 1 1.9 2.4 4.2 25.3 24.7 41.3 2 10,366 8,225 28.5 6.2
Auto credit 16.4 2.7 ® 11 12 2.1 19.8 27.3 48.6 ® 10,973 9,745 21.9 4.8
Retailer and other? 46.9 7.8 8 6.0 6.0 11.0 48.2 14.8 13.0 2 5,384 2,620 30.5 6.6
Mortgages 100.0 5.0 ® 2 1 2 2.2 3.2 64.2 29.9 83,699 68,000 100.0 66.5
All open accounts 100.0  100.0 41.5 12.9 6.1 6.5 16.7 6.3 8.4 1.6 10,678 1,483 100.0 100.0
Mo
Closset] aceaumss wiith
pasittiee bbdlances
Currently reported 100.0 .0 20.2 16.5 18.3 34.3 8.4 2.3 ® 2,010, , 822 100.0
Not currently reported 100.0 .0 20.0 10.3 12.4 311 9.4 141 2.8 11,357 1,455 100.0

NOTE. Excludes accounts in a major derogatory status (for definition, see
table 2, note 2).

1. Excludes accounts in dispute.

2. “Other” includes national oil and gas companies, travel and entertain-
ment companies, utility companies, real estate firms, government entities, and
smaller retailers.

. . . Not applicable
*Less than 0.05 percent.
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A. Credit limits reported

Share of
account type Mean Median
Type of account having credit credit
credit limit limit
limit (dollars) (dollars)
reported
Revolving 675 4,534 2,500
Check credit 84.3 12,002 3,500
Banking institution 60.1 7,036 6,000
Finance company or
credit union 88.4 3,467 2,500
Retailer 71.9 1,575 1,000
Other™**" 745 2,808 2,500
Installment 99.5 11,152 7,060
Mortgages 99.6 92,797 75,400

more than half of all revolving accounts had zero
balances and many accounts had relatively small
credit limits, effectively restricting the amounts a
consumer could borrow, Among the types of revolv-
ing accounts, those issued by retailets are the most
likely to shew a zere balance.

The large share of revolving accounts that showed
a zero balance at last report is not surprising. The use
of credit cards varies greatly because some cards are
unused for a period of time whereas others are used
regularly either as a convenient means of payment
or a source of credit, Whether a card is reported as
having a balance is net an indicator ef whether the
card is being used to borrow for an extended period
or is being used simply as a eonvenieat payment
deviee: Even when a eensufmer pays the full balanee
billed sash menth en a eard used regularly, the eredit
repert is likely te shew a balanee due. Sueh a balanee
appears beeause payments are net reseived and &fed-
ited immediately and additienal éhﬁf%eii afe likely te
Be made Between the date the 1ast bill was generated
and the date that balanee infermatien is sent 8 the
eredit reperiing company:

Credit limits. To calculate a utilization rate for a
revolving account, one must have information on
both an account’s outstanding balance and its credit
limit. The credit limit, however, is not regularly
reported for all accounts. Approximately one-third of
all active revolving accounts in the sample lacked
such information (table 4A). For these accounts,
other techniques are required to estimate a utilization

18. The incidence of missing credit limits is significantly lower[note:

credit reporting company data at present. According to industry esti-
mates, credit limits are currently missing on about 13 percent of
revolving accounts. The higher incidence of missing limits in the
sample may stem from a period when a few large creditors decided to
suspend reporting of this item for competitive reasons. Pressure from
finannidhl institution regulators and the credit reporting companies
appears to have convinced these creditors to resume reporting credit
limits. See Robert M. Huat, “The Development and Regulation of

Distribytioy of accol fipnogf g dotkaoiceditdiedit limit:
D{Jstn utiaomfacctm%?ﬂlamzeofcred|l||m|t

1- 500- 1,000~ 5,000 10,000~ 25,000
499 999 4,999 9,999 24,999 or more
85 16.3 40.5 22.4 11.0 13
6.1 12.2 35.6 155 155 151
31 54 278 395 22.4 18
45 10.5 60.9 19.2 4.4 5

15.9 30.3 47.8 5.6 4 ®
32 113 71.6 13.0 1.0 ®
2.6 43 33.9 185 326 8.3
® ® 3 9 77 91.1

rate. The most common approach in these circum-
stances is to use the highest balance ever reported
on the account (either the current balance or the
historic high balance) as a surrogate for the credit
limit, As described below, this alternative approach
creates very different profiles regarding the extent to
whieh revelving accounts have been drawn on. Fer
mertgages and installment leans, the eredit limit and
the high balanee (the eriginal ameunt berrowed) are
the same, and se the prefiles will be identical.

Credit limits on revolving accounts are not typi-
cally very large. About 25 percent of the sample
accounts meeting the authors’ definition of active had
limits under $1,000, and about 41 percent had credit
limits in the $1,000 to $4,999 range (table 4A). Only
a very small propertion of revelving accounts had
limits of $25,000 er mere. By contrast, mortgages
and, to a lesser degree, installment loans had much
higher credit limits (original balances). More than
90 percent of the mortgage accounts had original
balances over $25,000, and 41 percent of installment
loans had original balances of $10,000 or more.

Using data from the sample, one can also profile
the distribution of credit limits across different types
of creditors. For example, the average credit limit
for revolving accounts from all sources was approxi-
mately $4,500, Credit limits for revolving accounts
tended to be highest at banking institutions, at about
$7,000, and lowest among retailers, at about $1,600.

Consumer Credit Reporting in America,” Federal Reserve Bank of
Philadelphia, Working Paper no. 02-21, November 2002.[endofnote.]
19. The data also indicate that within the broad revolving account

category used here, check credit accounts have,18h &kWerageidanuehof missing credit limit:

higher credit limits than other types of revolving accounts. The
average credit limit for active check credit accounts reporting a limit
was about $12,000 compared with an average of $4,500 for all types
of revolving accounts. The relatively high credit limits for check
credit accounts may reflect the inclusion of some home-secured loans
in that categosy. So-called home equity lines of credit typically
involve relatively high credit limits because their credit risk is miti-
gated by the security offered by the account holder.



Fable@ontGurdnued
Percent except as noted

B. Credit limits not reported (highest balance used as a proxy)

Distribution g[_lg(l:_gog?ts by dollar size of highest babistrébution ofsggapntRbYAAdabsHe BfehasishaacRighest balance:

account

type Mean Median
T £ " not highest highest
ype ol accoun having balance  balance 1-
credit (dollars)  (dollars) 499
limit
reported
Revolving 325 1,351 353 43.8
Check credit 15.7 9,887 2,471 6.2
Banking institution 39.9 1,605 374 307
Finance company or
credit union 11.6 3,396 1,520 14.6
Retailer 28.1 484 310 64.7
Other™**" 25.5 522 400 52.0

NOTE. Excludes accounts in a major derogatory status (for definition, see
table 2, note 2) or in dispute.
*[Less tham 0.05 percent.

Differences in credit limits across types of institu-
tions likely reflect a combination of factors, including
differences in the creditworthiness of customers, cus-
tomer demand for credit, and the types of transac-
tions for which the account can be used. For example,
a furniture store may offer higher credit limits on
its revelving acceusts than a retailer carrying enly
apparel and aceessories.

The profile of credit limits differs notably between
accounts that had credit limits reported and those
that used the highest-balance proxy. For revolving
accounts, the latter had a much larger percentage of
accounts with limits under $1,000 than did the former
(compare the revelving account category in tables 4A
and 4B). Thus, the use of the highest-balanee mea-
sure for eredit limits on accounts in which limits are
niet reperted likely understates the astual eredit limits
available en these accouAtLS.

Utililizattom rates. Combining information on out-
standing balances and credit limits (or highest bal-
ances for revolving accounts if the credit limit was
not reported) allows users of the data to calculate
account utilization rates. As before, notable differ-
ences exist between accounts with credit limits
reported and those using the highest-balance proxy
(table 5). These differences stem both from the use of:

Evidence from the Federal Reserve’s 2001 Survey of Consumer
Finances shows that households with a line of credit have an average
income of approximately $111,000. In comparison, those with a
revolving account have an average income of about $82,000. For
further information about the survey, see Ana M. Aizcorbe, Arthur B.
Kennickelll, and Kevin B. Moore, “‘Recemt Changes in U.S. Family
Finances: Evidence from the 1998 and 2001 Survey of Consumer
Finances,” Feadeak! Resesvee Bullétinin, vol. 89 (January 2003), pp. 1-32.
For information on home equity lines of credit see Glenn B. Canner,
Themas A. Durkin, and Charles A. Luckett, “Recent Developments
in Home Equity Lending,” Fedésakl Resesvee Bulletinn, vol. 84 (April
1998), pp. 241-51.[endofnote. ]

Mt

HISIONE b stiomic
500 1,000~ 5,000~ 10,000~ 25,000 bal agnce high
999 4,999 9,999 24,999 or more not balance

reported reported
19.2 27.9 6.9 18 4 24.7 75.3
11.7 371 16.6 14.0 14.4 17.8 82.2
16.3 385 11.7 2.5 3 337 66.3
13.8 511 11.4 75 16 9.6 90.4
22.8 12.3 2 * .0 10.0 90.0
32.7 15.2 2 .0 .0 16.9 83.1

1.=Includes national oil and gas companies, travel and entertainment @am-
panies, utility companiies, real estate firms, government entities, and smaller
retailers.

a difffieremt measure of credit limit and from correla-
tions between the propensity of a creditor to report a
credit limit and the account characteristics. For exam-
ple, observed differences in the share of accounts that
had utilization rates of zero can be caused only by
differences in the propensity to report credit limits.

However, differences in the proportion of active re-
volving accounts calculated to have either relatively
low utilization rates (from 1 percent to 24 percent) or
very high rates (95 percent or more) can be strongly
influenced by which measure of credit limit is used.
Here, soime observed differences are substantial. Fer
revelving accounts with reported credit 1imits, 20 per-
eent had a utilization rate in the lew range, whereas
§ pereent of ascounts using the highest-balanee prexy
fell in this range. At the ether extreme, enly 6 psreent
of astive revelving aceeunts with reperied eredit
limits had a utilizatien rate ef 95 pereent ef mere,
whereas 31 pereent of revelving aceeunis that used
EH@HHIQH%&:BQIQHE% proxy had uiilizatien rates this

18h:

Differences in calculated utilization rates also are
clearly revealed in estimates of the mean and median
utilization rates using the two different measures of
credit limit, Not surprisingly, mean and median utili-
zation rates were substantially lower for revolving
accounts with a reported credit limit than they were
for accounts using the highest-balance proxy.

20. For the construction of tables 3, 4, and 5, the authors assumed
that dormant accounts last reported within one year of when the
sample was drawn were still open to the consumer and could be used
for borrowing. The authors also reviewed the ways in which the
patterns shown in these tables changed when a two-year rule was
used. As might be expected, the main effect was to increase the
propoition of revolving accounts showing a zero utilization; however,
the effect is small—increasing the share by only a couple of percent-
age points.[endofnote.]

DistEiimitibntofracf antsungsc

[note:



JabldJse oUbewbwargovdpacitypecitypen apemuatcounts

Percent

Distribution of accounts[hﬂmb 6o, of Exiiiikiiibmbop aifot e
Istribution ofaccounts, bypercento

Type of account

Lot g Fit
credit

Memo:
gich Iaﬂgg%hmmute proxy useSthare ofcraditlimitor
proxy : highest-balance proxy used,
accountswithabalance:

bty deerdrmuine fghiiic
imitorhighest-balan

0 50-74 Mean Median
ts reported
. o . 5.8
Revolving 55.1 20Qdeditlimitsreportéd8Revolving 5.8 6.6 5.8 19.6 .0
Check credit 51.2 94 74 8.9 12.8 it 30.6 dimits
Banking institution 411 26.5 7.9 7.0 91 CBedlit 26.0 2lBnits
Finance company or Credit limits
credit union 382 26.7 9.8 8.6 93 75 27.3 53
Retailer 73.4 12.7 4.9 3.7 2.9 CretlitlimitsreportetORetailer 0
Other! 64.9 15.4 74 51 4.0 Qditlimitsreportd#Glher® .0
Installment 4 8GHeditlimitsrepoit8dd nstallment 20.8 25.2 321 72.7 81.7
Mortgage * 2Pedit lindity reporfetl:7 MortBadge 491 86.2 94.7
. 4 .48 5.7 312
Revolving 48.7 5CFeditlimitsnotk&ported (highest-balance proxy fiséd):Revolvinyl .2 413 55
Check credit 51.3 6.4 6.2 8.6 12.2 st limits 34.80t reported .0 (highest-balance proxy use
Banking institution 40.0 2.2 1.9 35 5.8 456fit  limits 5408 reported 8fhighest-balance  proxy  used):Bal
Finance company or Credit  limits not reported (highest-balance  proxy  used):Fi
credit union 52.8 6.3 6.5 8.2 121 141 .0
Retailer 63.1 112 83 6.9 4.9 Grddit 118 ifs not .0 reported (highest-
Other! 69.2 4.7 5.3 5.8 4.9 radit Otn3ts not .0 reported (highes

NOTE. Excludes accounts in a major derogatory status (for definition, see
table 2, note 2) or in dispute.
* ess than 0.05 percent.

Patternss of missiing credit limits. The discussion
above highlights the different implied utilization
profiles of accounts with and without credit limits
reported. To detect systematic patterns in the repori-
ing of credit limits, a linking index variable (dis-
cussed in foetnete 2) was used to examine the rela=
tienship between the crediter and the likelihood that
a eredit limit was missing. Results suggested that
mest f the variatien in the reperting ef eredit limits
for astive revelving aseeunts ean be explained by the
identity ef the erediter. Resirieted {8 erediters that
reperied a large number of aceeunis, the analysis
divided these erediiers inie treg groups: these that
reperied eredit limits for fewer than S pereent of their
aeeaunts: these that reperied credit limiis fof mere
than 95 percent of aceounts; and all StheFS: In the
first group were only 12 percent of the creditors in
the analysis, but they accounted for 74 percent of the
total accounts with missing credit limits and less than
0.03 percent of those with limits reported. At the
other extreme, the second group, representing 68 per-
cent of the creditors and 86 percent of the accounts
for which limits were reported, accounted for less
than 1 percent of the accounts with missing limits.

21. For this analysis the authors used a threshold of seventy-fiviete:
active revolving accounts reported in the sample to define a “large™
crediitor. This criterion was met by 674 creditors. These creditors
accoumted for 96 percent of all missing credit limits in the credit
reporting companyfifiddsndofnote.]

1.=Includes national oil and gas companies, travel and entertainment @om-
panies, utility companies, real estate firms, government entities, and smaller
retailers.

The group in the middle, representing 20 percent
of the creditors, is also interesting. These creditors
reported limits for some active revolving accounts
but not for others. Concerns have been raised that
some creditors report limits selectively—in particu-
lar, that they do not report limits for some subprime
customers because they do not want these customers
to be targeted for solicitation by other creditors. The
analysis finds only mild support for this view. Over-
all, 51 percent of the active revolving accounts of
subprime customers held at creditors in this middle
group had their credit limit reported versus 53 per-
cent of accounts of their prime customers. How-
ever, for a subset of creditors in this middle group—
about 5 percent of the creditors in the amalysis—all
specializing (more than 50 percent of their accounts)
in subprime lending, some degree of selective report-
ing did appear to take place. For prime customers of
these creditors, credit limits were reported about
77 percent of the time versus 40 pereent for subprime
customers at these institutions.

Payment Hisstiomy;:

Perhaps the most important factors considered in
credit evaluation are a consumer's history of repay-

21]. For this analysis the authors used a

22. The authors used an internally developed credit score supplifedte:
by the credit reporting company with the credit files to make a rough
determination of prime and subprime borrowsrs [endofnote.]
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Percent

%’iﬁorderogalory
Type of account #Y¥sdelinquent):30-59

g@FS&Q—' 120-149
B 3050 60-89 90-119 &S
delin-
quent
Revolving 85.6 4.6 18 8 12
Check credit 90.0 35 11 6 7
Banking institution 86.1 4.3 1.7 7 1.0
Finance company or
credit union 86.5 55 18 9 14
Retailer 84.7 5.0 2.0 1.0 14
Other™**" 834 4.6 17 9 14
Nonrevolving 72.6 2.2 15 11 2.9
Installment 85.3 4.3 1.6 1.0 1.7
Banking institution 920.3 4.0 14 6 7
Finance company or
credit union 87.4 6.1 14 4 6
Retailer andothhef?'™ 79.7 35 18 17 33
Mortgages 91.0 4.3 14 7 8
All accounts 85.3 4.4 1.7 9 14

1.="Other" includes national oil and gas companies, travel and entertain-
ment comp utility cc real estate fiirms, government entities, and
smaller retailers.

P

ing loans and any evidence of money-related pub-
lic actions or non-credit-related collections. Credit
evaluators consider whether a consumer has a history
of repaying balances on credit accounts in a timely
fashion. Such an analysis considers not only the
frequency of any repayment problems but also their
severity (how late), reeency, and dollar magnitude.
Repayment perfermance is evaluated en the full
range of aceeunts that a eensumer helds, spanning
aceeunts that vary by type ef aceeunt and type ef
erediter. This sestien prefiles the eredit reperting
eempany data en payment histery on eredit A66OURALS;
later sections present data on publie reeerds and
68llestion astiens en nen-eredit-related bills:

In assessing the credit circumstances of an indi-
vidual, creditors often look at both the comsumer’s
recent payment experience on credit accounts and his
or her record of payments over a much longer
period. In general, an individual with a major
derogatory will find qualifying for new credit diffi-
cult, may face high interest rates for the credit
received, or may be limited in further borrowing on
existing open accounts. In addition, creditors typi-
cally close an account that is associated with a major

23. Asnoted, the Fair Credit Reporting Act specifies that consunjsate:
credit reports cannot include any adverse item of information that is
more than seven years old unless it involves a bankruptcy (which has
a ten-year limit), criminal conviction (no time limit), or one of a few
other narrow exceptions (see box “A Summary of Consumer Rights
under the Fair Crediit Reporting Act™).[endofnote]

Other

All Accounsstl Accountstl Accounts:
Minor derolysiooy derogedjuderogatory:
All Acctilryts:delinggapidelinguent)

All Accounts:

All accol tes:
Total g@FS&Q—' 120-149 AllAccoufliofhbtal
B 3050 60-89 90-119 (fa?’s Other
elin-
quent
100.0 92.5 31 12 6 7 19 100.0
100.0 94.9 2.5 6 4 3 14 100.0
100.0 91.9 33 14 6 8 21 100.0
100.0 94.0 3.0 9 4 6 1.0 100.0
100.0 92.8 3.0 1.0 6 7 18 100.0
100.0 94.0 2.7 8 4 5 1.7 100.0
100.0 64.1 2.5 17 13 2.5 279 100.0
100.0 90.1 34 11 7 9 38 100.0
100.0 94.0 3.0 9 3 3 15 100.0
100.0 93.9 35 8 2 3 1.2 100.0
100.0 85.3 36 15 11 17 6.9 100.0
100.0 96.2 2.3 5 2 2 .6 100.0
100.0 90.9 3.1 11 .6 8 3.4 100.0

derogatory, effectively preventing the consumer from
adding new debt to that account. The payment perfor-
mance profiles obtained from the data are influenced
both by consumers’ behavior regarding their accounts
and by the reporting practices of creditors.

Worst paymesrt? statas recordedl Credit payment
history can be evaluated by focusing on the worst
derogatory status recorded for an account, that is,
on the most severe problem in an account. About
85 percent of revolving accounts and of installment
accounts showed no record of a delinquent payment
or of a major derogatory (table 6). Mortgages showed
fewer problems, with 91 percent of these accounts
showing no evidence of payment problems. This
large proportion may reflect the high priority that
consumess place on meeting payment obligations
secured by their homes. Nonrevolving accounts were
most likely to have experienced a major derogatory;
heweves, the high incidenee of majer derogatories
ameng nonrevelving aceceunts may be due net to
peerer eonsumer performanee but rather te the nen-
reperting ef aseeuntis with ne majer preblems.
Among all installment accounts, a little more than
half of those evidencing a payment problem involved

Recently (
Minc
Recently Opened accounts:

Majorderogatory:Other

a majOf derogatory‘ ]n contraSt9 OnlyZ%.beFo%g, Rgrl:-air Credit Reporting At

cent of morigages with a payment problem involved
a major derogatory, while nearly all payment prob-
lems among nonrevelving accounts involved a major
derogatory.
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Percent

Type of account

Closed, Open, Open,
no no positive
balance balance balance
Revolving 47.7 22.9 24.8
Check credit 52.8 20.1 23.6
Banking institution 46.9 18.0 30.4
Finance company or
credit union 56.4 145 25.3
Retailer 47.2 30.5 17.9
Other™**" 41.9 31.7 20.2
Nonrevolving 43.8 16.0 22.5
Installment 69.6 1 247
Banking institution 74.9 ® 22.4
Finance company or
credit union 70.6 ® 25.6
Retailer andotithef°'™ 64.5 2 26.3
Mortgages 55.4 * 42.6
All accounts 53.8 151 25.7
1.="Other" includes national oil and gas companies, travel and entertain-

ment comp
smaller retailers.

utility cc real estate fiirms, government entities, and

P

About 91 percent of recently opened accounts
showed no record of delinquent payments or of
a major derogatory. Such performance might be
expected, in part because payment problems take
time to emerge as consumers encounter adverse
changes in their employment or personal circuim-
stanees (for example, health problems or marital dif-
ficulties)). Altheugh the incidence of any problem is
lower for recently opened aceeunts than fer ethers,
the likeliheed that a miner delinquency deteriorates
inte a majer deregatery is abeut the same as fer all
aceaunts: Ameng the recently epened aseeunts, meri:
gageg again evideneed the fewest preblems, with

gefeem of these aceeunis shewing ne payment
preBlems

Payment states at most-vecentr report. This section
details the distribution of all accounts according to
their most-recent reported payment performance
when the sample was drawn. This measure is the last
status for the account reported by the creditor, Thus,
for accoufts net currently reported, this status may
have ehanged but net have been repoerted by the time
the sample was drawn.

The proportion of accounts experiencing current
payment problems is much lower than the proportion
of accounts ever having a payment problem (compare
table 7 with table 6). This difference arises because
many accounts experiencing payment problems
“eure™—that is, regain nonderogatory payment sia-
tus (meost of these end up as closed accounts with
zero balanees). Account curing is particularly preva-

120-149 Total
30-59 60-89 90-119 days Other
delinquent

5 3 2 4 32 100.0
3 2 2 3 2.4 100.0
5 3 2 4 33 100.0
5 3 2 5 2.4 100.0
4 2 2 4 33 100.0
.6 2 2 6 4.6 100.0
5 4 4 18 14.6 100.0
.6 3 2 6 3.9 100.0
5 2 A 2 17 100.0
7 2 A 2 2.7 100.0
.6 4 4 11 6.6 100.0
8 3 1 4 5 100.0
5 3 2 5 3.8 100.0

*Jess than 0.05 percent.

lent among accounts with minor delinquencies,
feﬂe@tiﬁg the faet that miner delinguency 1§ a transi-

stale; the aseaunis eﬁhef cHre 8f é@%@ﬂ@fﬁ%@
lﬂi‘i g]gff SFS%{E;E sw&i[ﬂgl% SHI § V§8f

PE e sty 'rﬂ%l

%ﬂpxm@ﬁtdétﬁmdl@fe@@ Mg A A pergent had
a worst payment status of 30-59 days past due.

When evaluating credit payment history, creditors

consider the length of time since a currently non-
derogatory account was last delinquent. Recent
payment problems on an account generally weigh
meore heavily than problems further in the past. This
coneept is most relevant for active accounts. Among
aceounts that were active when the sample was
drawn, 91 percent had never been delinguent
(table 8). Ameng astive aseeunts that had been delin-
guent at seme time but were net delinguent at last
Fepert, a little mere than half were delinguent during
the twelve-menth peried preeeding the drawing ef
the sampls:

Current Statius

The data presented in tables 3 through 8 reflect the
status of accounts at the date of most-vecents neport-
ing. A credit evaluator, however, is likely to be inter-
ested in the current status of accounts—that is, the
status at the time the credit evaluation is made. For
currently reporied accounts or for accousts that are
closed or dormant, the account status at the date of
last reporting will be the cerreet current status in



8. Nonderogatory credit accounts, distributed by the length of time since last delinquency recorded

Percent
All nonderogatory accounts:

Type of account

1-12 13-24
Never Unknown months  months
Revolving 89.8 33 2.7 15
Check credit 93.2 2.4 1.6 9
Banking institution 90.4 3.6 2.7 13
Finance company or
credit union 89.9 2.8 2.3 15
Retailer 88.7 2.9 2.8 1.7
Other™**" 88.9 3.9 2.9 1.7
Nonrevolving 88.3 7.7 1.7 1.0
Installment 90.3 52 15 8
Banking institution 92.9 3.9 1.2 6
Finance company or
credit union 90.9 34 1.7 1.0
Retailer andotithef'™ 87.6 75 1.7 1.0
Mortgages 92.8 2.7 1.6 9
All nonderogatory accounts 90.1 3.9 2.3 13

1.="Other" includes national oil and gas companies, travel and entertain-
ment comp utility companies, real estate firms, government entities, and
smaller retailers.

virtually all cases. One exception occurs because of
inconsistencies in the way creditors report account
delinquencies. About 11 percent of active accounts
were reported by creditors that did not report minor
delinquencies for any accounts. An additional 12 per-
cent were reported by creditors that did not report
delinguencies of 30-59 days. Nonrevolving accounts
were particularly likely te fall in these categories. No
evidenee indieates that these erediters de net update
their aceeunts at the same rate as ether erediters;
instead, they appear t6 be reperting aceeunts as
Rendelinguent until the asesunis feaeh a seri-
gusly delinguent status. Censequentdy, sustemers ef
these erediters tend te shew a lewsr ineidenee of
miner delinguencies han de the cusiemers of other
erediiers:

For accounts in the “unknown™ category, a much
more serious question is whether or not the account
status at the date of last reporting is the same as the
account’s correct current status. For this category, the
creditor has not updated the account information for
at least three months (and often mueh lenger), and
the aceeunt shews a pesitive balanee, raising the
likeliheed that the status has ehanged sinee it was
last reperted. There is reasen te believe that majer
deregatery aseeunis iA the unknewn eategery differ
frem ethers in their likelineed of a shanged status;
thus, they are diseussed ssparaiely:

Unknowm categovy accouwrts not in major devagatory
status. The current status of nonderogatory and minor
derogatory accounts in the unknown category is

Active nonderogatory accounts:
Activenonderogatoryaccounts:

More More
than 1-12 13-24 than
2 Total Never Unkihown months  mon derogat% Total
months months
2.8 100.0 91.1 5 4.6 2.0 1.8 100.0
1.9 100.0 94.4 3 2.9 13 11 100.0
2.0 100.0 91.9 4 45 1.7 15 100.0
35 100.0 90.3 1.0 4.8 2.0 2.0 100.0
3.8 100.0 89.8 6 4.9 2.4 2.3 100.0
2.6 100.0 91.4 5 4.1 2.2 1.7 100.0
14 100.0 93.5 1.0 32 1.2 11 100.0
2.1 100.0 91.8 11 4.6 1.6 1.0 100.0
15 100.0 93.4 7 3.9 13 7 100.0
3.0 100.0 92.3 3 51 15 8 100.0
2.2 100.0 90.3 1.8 4.8 1.8 1.2 100.0
2.0 100.0 93.2 4 32 14 1.8 100.0
2.5 100.0 91.4 6 4.5 1.8 1.7 100.0

likely to differ in most circumstances from that last
reported. Since these accounts showed positive bal-
ances at the date of last reporting (signifying that they
were open), one can infer that their status had
changed by the time the sample was drawn: Either
the account was closed or transferred or the account
holder made payments, and thus changed his or her
balance, or did not make payments, in which case
the performance status worsened. The most notable
exception is for records of some types of student
loans where repayment may be deferred for a period
of time. About 67 percent of all accounts in the
unknown category were not in major derogatory
status at the date of last reporting. About two-thirds
of these accounts were revolving or open non-
revolving accounts. Most of these accounts require
monthly payments, and thus it seems highly unlikely
that their status at last report reflects their current
circumstances.

Recognizing the high likelihood that many noncur-
rently reported accounts have had a change in status,
the credit reporting companies have adopted “stale
account’ rules. The credit reporting company’s rule
in place at the time the sample was drawn was to
define all revolving and nonrevolving accounts with
positive balances and no major derogatories as stale
if they had not been reported within six months. Stale
aceounts were treated as closed and were assigned a
zerp balanee. The data refleet this rule. Sixty-ene per-
eent of the revelving and nenrevelving asceunts i
the unknewn eategery had been reperted within six
menths Befere the date the sample was drawh (and

All nonderogaipryageaspiit npadecogasory ace

Albccounts:Netiee



more than 80 percent within the year before). These
accounts are likely candidates for the stale account
rule, and the probability that they have been closed
or transferred is significant. The remaining accounts,
constituting about 3 percent of all nonclosed revolv-
ing and nenreveolving accounts, were exceptions to
the stale aceceunt rule. The actual status of these
aceceunts 1s less clear.

Stale account rules were not used for mortgage and
installment accounts by the credit reporting com-
pany that supplied the data for this study. As a
consequence, a significantly higher percentage of
these accounts than of revolving and nonrevolving
accounts are in the unknown category. Almost one-
third (32.5 percent) of all nonderogatofy and minor
derogatory morigages last reported with a positive
balance were in the unknewn category. Only 33 pet-
cent of these had been reperted within six menths of
the date the sample was drawn. One ean infer that
many, If net mest, ef these aceounts had been lesed
or transferred. Spesifisally, for mere than ene-half
the merigades in the unknewn eategery, the eredit
feeerds shewed ihat a new merigage fer approxi-
mately the same ameunt reperied was spened within
twe menths of the 1ast reperting ef ihe merigage in
fhe unknewn categsry—a sireng indicaier that the
{Heﬁ%age iR the HAKRBWR categary was refinanced or
that e servicing was soig:

Installment loans show a similar but less striking
pattern. About one-fifith of the nonclosed, nonderoga-
tory and minor derogatory installment accounts are in
the unknown category; 33 percent of these were last
reported within six months of the date the sample was
drawn. One can infer that many of the loans may
fet have been outstanding when the sample was
drawn. About 48 percent of nenderegatery and miner
derogatery installment aseeunts in the wAknewn
eategery have ene ef twe senditiens—either they are
Beyond the eriginal due date at the time the sample
was drawn ef ihe gap Between the daie ihe sample
was drawn and the last daig they were reperied is
larger than any previeus gap In their payment histery:

There is another indication that many of the non-
derogatory or minor derogatory mortgage and install-
ment accounts in the unknown category may not have
been outstanding when the sample was drawn, More
than one-half of the loans in the unkaewn category
for each account type were reported by creditors
that had net reported on any accouits in the sam-
ple within three menths of the time the sample was

drawn. If these creditors no longer reported to the
credit reporting companies, these accounts could have
been updated only by the consumer or by a credit
reporting company action, such as applying a stale
account rule.

The consequence of accounts that have not been
accurately reported as closed or transferred will, in
most cases, be that consumers will show higher
aggregate account balances. The issue goes beyond
the actual balances owed and includes uncertainty
about the exient of any payment problems as well. As
shewn ifi table 2, about 36 pereent of all accounts that
were last reperied as miner delinguenecies were in the
unknewn eategery. Fer four-fiffilhs of the installiment
aceounts and abeut twe-thirds of the ether accounts
in the unknewn eategery with miner dslingueneies
shewn at the date ef last reperi, the aseeunt had
fiet Been reperied within six menths ef the date the
sample wag drawn. Thug, thelr status Rad likely
changed, but Beeause {he infermatien remained
HRehanged in the filss, these asceuniz eould disprs-
pariianately affsct the assessment 8f eurrent MIRSE
gelingueney:

Unknowm category accowts last reported! in major
derogatory status. Unlike nonderogatory and minor
derogatory accounts, the status of a major derogatory
account can remain unchanged for a long time. The
consumer may have stopped paying, and the creditor
may have stopped trying to collect on the account.
Thus, an account’s status ceuld in fact remain the
same and net reguire updating. The failure te update
is reflested in the sample data. Fifty-nine pereent ef
the aseeunts last reperied as unpaid (pesitive bal-
anee) majer deregatories were in the unknewan sate:
gegz.- Of these, mere than ene-guarter had net been
Hpdated for mere than feur years:

Limited evidence shows that some of these
accounts were likely paid off but that the update was
not reported to the credit reporting company. Specifi-
cally, for about 10 percent of the unknown category
mortgages with major derogatories, another mortgage
was reported as originated afier the date the account
had last been reported. Generally, creditors require
that all majer derogatories be paid off before a new
mertgage Is eriginated. Similarly, a merigage was
reperied as eriginated after the date ef last repert for
abeut 3 pereent of ether unknewn eategery accounts
with majer deregateries:

Eurther evidence shows that even if some major
derogatories in the unknown category had been paid

24. The credit reporting company that supplied the data[res: indi-
cated that it is in the process of implementing stale account procedures
for these types of accounts.[endofnote.]

24]. The credit reporting company that supplied the dat:
25. Creditors had to have fepterted at least ten @singflecdétopanitadcto have reported at lea
be included in this calculation.[endofnote.]



off, the payoff may not have been reported. About
32 percent of the major derogatory accounts in the
unknown category were reported by creditors that
had not reported on any accounts within three months
of the date the sample was drawn. If these creditors
are no longer active reporters, then even paid-off
accounts are unlikely to be recorded as such. The
account may still have existed, but it may have been
transferred or sold and thus reperted twiee. In these
sireumstances, if the eensumier paid off the account,
then enly ene ef these duplicate recerds might be
pdated as paid.

Eurther, almost 12 percent of the major derogatory
accounts in the unknown category were reported by
creditors that, in the sample, reported only derogatory
accounts. Such reporting patterns are particularly
prevalent with nonrevolving accounts, for which the
figure is about 35 percent. These creditors may sim-
ply net repert when aceceunts are paid off er the
consumer starts making payments. Reperting enly
Mmajer derogatory aceceunts has anether implicatien
for the eempleteness of eredit files. Satisfasterily
perferming asesunts ef the erediters that se repert
are net ineluded in the files, and thus the extent of

26. To test this conjecture, the percentage of all accounts that had
ever been reported as major derogatories and that were last reported
satisfactory (paid off or making payments) were compared for two
groups of: creditors: (1) those that had not reported any accounts
within three months of: the date the survey was drawn and (2) those
that had reported. For each group, the examination was restricted to
accounts that were opened in the same three-year period (1995 through
1997). Creditors that were curfently reporting accounts had an inci-
dence rate showing satisfactory performance that was about 50 per-

these nonreported accounts is unknown. The failure
to report accounts in good standing may afffect the
credit evaluation of consumers with such accounts.
For example, if consumers have low utilization of
these nonreported accounts, the failure to report may
worsen their credit evaluation. For those consumers
having nenreported accounts with high wtilization,
hewever, the fallure te repert may actually improve
eredit evaluation.

Account Charactenistics

When conducting credit evaluations, creditors con-
sider a range of account-related characteristics,
including the types of credit accounts an individual
has established, how long the individual has had a
particular credit account, and the last time the credit
account carried a balance. Evaluators also assess the
extent to whieh consumers have made reeent reguests
for new eredit as measured by certain types of inguir=
les mace te a eredit reperting company .

One such characteristic, the age of the account,
may be relevant to an evaluation of credit quality
because, for example, the longer the account has been
open, the more information it may convey through its

(RAyment history. New accounts may convey liffle; o inis conjecture,

information other than that the consumer had a very
recent need for additional credit and was approved
for eredit. In this eentext, length of time sinee an
aceount was epened is mest pertinent with respest io
astive aseeunts and least pertinent for asceunts that
have leng been clesed: Ameng astive revelving

cent higher than the rate that creditors not currently reporting had.[endofnote #666HRALS, WHieh represent three eut of feur astive

FableAdl crédlt credoiateodists) baiktdithytethcoyumb e mbyeart yeace tiecactheuateoverts epgrredpened

Percent

All aammunts'A” accounts:
Type of account One L a4 More
or less than 4
Revolving 8.0 8.9 19.2 63.9
Check credit 5.7 71 16.5 70.6
Banking institution 9.0 9.5 20.9 60.6
Finance company or
credit union 9.0 10.7 20.0 60.3
Retailer 6.5 7.9 16.4 69.2
Othen™°'e!) 11.4 101 26.4 52.1
Nonrevolving 6.0 8.4 175 68.1
Installment 8.6 105 21.0 60.0
Banking institution 73 93 19.2 64.2
Finance company or
credit union 9.1 10.8 21.8 58.3
Retailer andotithef®'™ 9.5 11.3 22.1 57.1
Mortgages 7.8 91 13.7 69.4
All accounts 8.1 9.3 19.3 63.4

1.="Other" includes national oil and gas companies, travel and entertain-
ment comp utility cc real estate firms, government entities, and
smaller retailers.

P

Active accounts:

Active auomms:
One More
Total or less 1-2 2-4 than 4 Total
100.0 16.5 141 21.3 48.1 100.0
100.0 131 12.6 21.6 52.7 100.0
100.0 17.9 14.3 22.6 45.2 100.0
100.0 21.9 18.3 21.8 38.0 100.0
100.0 135 131 185 54.9 100.0
100.0 21.7 15.5 30.7 322 100.0
100.0 10.9 10.8 15.7 62.6 100.0
100.0 29.4 24.3 277 18.7 100.0
100.0 305 25.8 29.0 14.7 100.0
100.0 32.9 30.0 28.6 85 100.0
100.0 26.9 20.6 26.4 26.2 100.0
100.0 21.5 18.8 17.7 42.0 100.0
100.0 18.6 15.9 21.9 43.6 100.0

All



accounts, about 30 percent were two years old or less
as of the date the sample was drawn, and 48 percent
were more than four years old (table 9). Mortgage
accounts tended to be somewhat younger than revolv-
ing accounts, with about 40 percent two years old or
less and 42 percent more than four years old. Install-
ment accounts were the youngest overall—about
54 percent of these accounts were two years old of
less—and nenrevelving the eldest, with 63 pereent
mere than feur years old.

For closed and other accounts that were reported to
have a zero balance as of their last date of report, the
length of time since the account had a balance may
be more pertinent, since to some degree this measure
indicates the timeliness of information available from
the account’s payment history. Ameong accounts last
reported to have a zero balanee, revelving and nen-
revelving aceeunts tended to be pald dewn to zere
mere reeently than installment aseeunts and meft-
gages. Fer instanee, 25 pereent of revelving and
nenrevelving asseunts with a zere balanee last had a
pesitive Balanee within a year ef the daie ihe sample
wag drawn, eempared with 11 pereent of instaliment
aeeeunis and 16 pereent of marigages. Abaut half of
installment and merigage aceounis with a zere Bal-
anee last had & pesitive balance AB lsss than faur
years Before the date the sample was drawn, com:-
pared with abeut ene-third f revelving ACCouRts:

Publlic Recovds, Collections, and |hquies:

Besides credit account information, information
derived from various public records, reports from
collection agencies, and creditor inquiries about a
consumer’s credit history is included in credit report-
ing company records (see box “Non-Credit-Account
Data Included in Credit Records™). Credit evaluators
consider these types of information in assessing the
credit quality of individuals. However, issues of miss-
ing ef ambigueus infermatien eomplicate the use of
these data.

Public recandks

The types of public information available from gov-
ernment entities include records of bankruptcy fil-
ings, liens, judgments, and some foreclosures and
lawsuits. The data regarding bankruptcy distinguish
between the types of personal bankruptcies. The two
main types of consumer bankruptcies are Chapter 7
and Chapter 13, each niamed after the chapter in the
U.S. bankruptey cede that defines the nature ef the

Non-Credit-Account Data
Included in Credit Records

Putiiiéc Rreoords

Public records include information from public legal
filimgss collected either directly by public institutions and
provided to the credit reporting companies or recorded by
third parties from public records. Public records include
information on foreclosures, civil judgments, or tax liens
reported for the consumer over the past seven years, and
bankrupteies filed during the previous ten years. Informa-
tien on each judgment, lien, or bankruptey includes the
follewing:

Date ofithe public record

Type of fiilling (tax lien, foreclosure, bankruptcy
chapter)

Current status (filled, dismissed, paid, gramted)
Amount of the claim (or assets and liabilities for
bankruptcies)

» Court docket mumber

* Name ofithe plaintifff.

Collkatidnrn Aecovmt Records

Collection account records consist of credit accounts and
records of unpaid bills, such as bills for utility services,
that have been transferred to a collection agency or are
otherwise in the process of collection. Collection account
records include the following information:

» Date that the item was turned over to the colllection
agency

Date that the account information was recorded by the
credit reporting company

Account status (paid or wmpaid])

Amount currently owed as ofithe verification date (not
applicable for paid accounts)

 Collection agency'’s subscriber code

* Name ofithe original creditor.

Fragaivryy FReoords
Inquiry records consist of information about the con-

sumer requested by a creditor. Inquiry records are main-
tained for two years and include the following:

¢ Date ofithe imnquiry

* Type ofi credit being considered (missing for most
inquiries)

* Inquiry requestor’s subscriber code.[endofbox.]

proceedings. Chapter 7 provides for liquidation bank-
ruptcies, which involve the liquidation of all non-

exempt assets and the discharge of almost all debts.

Chapter 13 provides for so-called wage-earner plans
that involve the full or partial repayment of debts

[beginningc
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Percent

Distfistitvtpp@SIR Rl ras Bty B pim@aiiatsy'amount of claim (dollars)"

Distribution of publicrecords, by amountofclaim (dollars)*

Mema:
Type of public record Distribution by
record type 0 1-250
Bankruptcy: 22.7
Chapter 7 75.9
Chapter 13 237
Other 3
Foreclosure 9 19.1 15
Lien: 341 32.2 91
Federal government 28.3 20.0 .8
State government 65.9 36.3 125
Local government 53 48.6 101
Other? 5 74 20.4
Judgment: 39.7 15.8 12.2
Medical 18.4 18.5 16.8
Utility 31 17.6 17.9
Government 51 15.1 19.2
Collection agency 9.2 29.7 14.0
Creditor 2 18.9 11.3 4.7
Other 3 45.4 13.8 12.0
Lawsuit: 2.6 24.3 9.8
Medical 17.7 30.1 152
Utility 45 26.6 8.8
Government 3.9 40.6 104
Collection agency 5.7 16.8 24.5
Creditor 2 25.4 13.3 2.2
Other3 42.9 27.4 9.9
All public records* 76.4 23.4 10.7

1.=Public records with reported amounts equal to zero have been paid ar
dismissed. The original amounts involved in the public action are not included
in the records.

2.=Includes large retailers, banking institutions, and ffirence campanies.

while assets are shielded from creditor action. The
data also distinguish (albeit imperfectly) between fed-
eral, state, and local tax liens and other liens. Other-
wise, unlike credit account data, the public record
data do not provide a classification code for the type
of creditor or plaintiff (for example, a provider of
medical services or a utility company). However, by
examining the names of plaintiffs, one can distin-
guish among broad types of judgments and lawsuits,
sueh as these related te unpaid bills for medical and
ytility serviees (again, imperfestly). Altheugh publie
reeerds inelude seme details abeut the aetien, the
infermatien available is Rarrewer in seepe than that
available en eredit accounts:

Overall, about 12 percent of the individuals in the
credit reporting company data had at least one public
record item (percentage derived from table 1), and
almost 37 percent of the individuals with a public
record item had more than one item noted. Judgments
and liens, representing 40 percent and 34 percent
of the public recerds respectively, wete the twe most
common types of public record noted in the data

27. Other bankruptcy chapters available to individuals, fot:rarely
used by them, include Chapter 11 and Chapter 12. For more informa-
tion on bankmuyptcy, see “Bamkruptcy Basics,” Admimistrative Office
ofithe Umited States Counts, June 2008 [endofnote.]

251-500 501-1,000 1,001-5,000  5,001-10,000
251-500 501-1,000 1,001-5,000  5,001-10,000 10,001 or more
Bankruptey: |
Bankruptey: |
Bankruptcy:
0 3 4.2 18 732
7.2 9.7 21.6 8.0 12.2
14 2.8 22.6ien: 18.0 344
9.5 12.5 21.Rien: 4.2 37
83 103 19.8ien: 18 1.0
114 16.5 28.4&ien: 11.9 4.0
136 171 323 5.9 31
194 19.4 21.Judgment: 2.9 13
16.4 223 22.4udgment: 2.2 1.2
13.7 142 26.6udgment: 7.0 4.2
15.6 14.8 22.dudgment: 2.9 6
5.3 10.8 46.9udgment: 14.8 6.1
14.0 19.3 33.8udgment: 2.9 6
9.5 135 28.4 9.0 54
11.8 16.5 19.8awsuit: 4.7 2.0
23.0 212 19.Bawsuit: 9 .0
5.2 15.6 17.Zawsuit: 4.2 6.3
105 16.1 18.2awsuit: 10.5 2.8
4.8 93 44 Rawsuit: 17.2 91
10.0 133 26.dawsuit: 7.3 5.7
10.6 13.7 27.4 7.0 7.2

3.=Includes small retailers, law fiinms, individuals, educational iinsftituttions.
4.=Excludes bankruptcy and foreclosure.
.. .=Nott agyiicdilie.

sample (table 10). Bankruptcies accounted for nearly
all the remaining public records. Most of the bank-
ruptcy records were associated with Chapter 7 fil-
ings, which is the most common type of personal
bankrupicy.

Lawsuits and foreclosures accounted for small pro-
portions of the public record actions included in
the data because credit reporting companies choose
to gather such information only in limited circum-
stances. Underlying this decision for lawsuits is a
belief that the simple filing of a lawsuit, which pre-
cedes any decision on its merits, is of enly limited
value, partieularly for eredit evaluatien. Mereever,
as shewn belew, the degree to whieh lawsuits are
reperied is ineensistent. Credit reperiing sempanies
generally de net gather sueh infermatien fer fere-
elesures beeause mest of them are believed te have
already been reperied in eenjunctien with eredit
aceeUnte; thus, eellecting them frem public ressrds
wauld Be redundant.

The public records information was examined to
determine the types of plaintiffs involved in these
actions, Almost all the liens recorded in the data

Distribution of public records, by amoul

Distributionofpubli

27]. Other bankruptcy chapters available to individuals,

28. Andrea Stowers and Maek Cole, “A Banksppioydrélakstbipers and Mark Cole,

Call,” Mbetgage Brakikgng, vol. 57, no. 5 (February 1997), pp. 10-17[endofnote.]



involved federal or state governmental entities; local
governments and others accounted for only about
6 percent of the liens. For both judgments and law-
suits, the most common types of plaintiffs were those
in the “other™ category (mostly smaller retailers and
law firms), followed by creditors (large retailers,
barking institutions, and finance companies) and pro-
viders of medical services.

A large proportion of the public record items asso-
ciated with liens, judgments, and lawsuits showed
relatively small balances owed (table 10). About one-
quarter of these three types of public record items in
the credit reporting company data showed no bal-
ances owed, indicating that the legal action was either
paid in full er reselved in seme other manner. Abeut
35 percent ef the public reeords of these types
shewed an ameunt ewed ef $1,000 ef less; abeut
7 percent involved actions seeking more than
$10,000. Unlike the other types of public records
(excluding bankruptcies), foreclosures typically
showed large dollar amounts owed. While about one-
fifth of the foreclosures showed no balances currently
owed (the foreclosure action was either “satisfied” of
“dismissed™), nearly three-quarteis invelved bal-
anees of $10,000 er mere.

In some cases, more than one public record item
for an individual appears to be associated with a
single episode. The reasons for several public record
items resulting from a single episode are various.
Failure to pay a bill may cause both a lawsuit and
a judgment to appear in an individual's records.
Several public records related to unpaid medical
bills may stem from the same Injury er illness. An
appealed judgment or a refiling of a judament in a
different seurt may result in mere than ene recerd of
a judgment. In additien, the reeerds for an Mmdividyal
fmay shew a staie er leeal tax lien that has net been
paid and a separaie reeerd of a paid tax lien ef the
same type, but these may of may net refer te the same
griginal lisn:

To the extent that case identifiers (docket numbers)
are available, credit reporting companies use them to
update public record information. For example, if a
tax lien is reported paid with the same docket number
used for the original public record of the lien, the
original recerd will be updated by showing the status
as paid rather than by adding a new lien item te the
censumer’s record. Consistent case identifiers are net
always available, hewever; for example, new deeket
Aumbers may be assigied when a judgment is
appealed. 1n sueh sireumstanees, twe of mere distinet
recerds for the same episede may appear in the data.
Determining whether distinet publie recerd items per-
tain {8 the same episade is diffisuit:

To shed light on this issue, the authors developed
some rules of thumb to estimate the extent to which
multiple public record items are related. In the case
of public records associated with medical bills, for
example, the authors considered all records that did
not show a suibstantial gap between the dates of each
record to be a single episode. I the case of bankrupt-
cles, if a recerd of an initial filing under Chapter 13
was fellewed sherily thereafier by a filing under
Chapter 7, both recerds were eensidered a single
episeds. The astual ineidenee of unique episedes
may Be higher er lewer than these estimates.

Excluding liens, the number of unique episodes is
estimated to be about 90 percent of the total number
of public records, with little variation across the types
of public records, For liens, the number of unique
episodes is estimated to be about two-thirds of the
tetal number of public records of this type; but deter-
mining what is a unigque ineldent is more difficullt. Fer
example, multiple liens filed at the same time by the
same type ef governmental entity may be liens fer
the same tax year of pertain io different years.

Patterns in the public records in the sample suggest
some inconsistency in reporting across plaintiffs and
geographic areas. For example, the inconsistent cap-
turing of lawsuits is reflecied in the sample by the
fact that three states (Maryland, New York, and Penn-
sylvania) accounted for twe-thirds of all individuals
with recerds of lawsuiis. Incensistencies can arise net
only because of reperting practices but alse becatise
of the practices of speeific plaintiffs. Seme plaintiffs,
for example, ebtain separate judaments for individual
ynpaid billed items, whereas ether plaintiffs in simi-
lar sireumstances may have esmbined the bills.

Collection agency accountts

Information on non-credit-related bills in collection,
such as those for unpaid medical services, is reported
to credit reporting companies by collection agen-
cies. In addition, collections on some credii-related
accounts also are reported directly by collection agen-
cles. 1n the latter case, the infermatien is grouped
with the cellection actions on nen-credit=related bills
rather than with the eredit aseeunt infermation. Over-
all, abeut 31 pereent of the individuals with eredit
reperting eempany reeerds had at least ene sueh
e6llestion astien reperied by a eellection agensy
(derived frem table 1). Fer absut 10 persent of the
individuals, the enly reeerd item in teir eredit repeort-
ing éeﬁiﬁaﬁf file wag a eellection ageney Aetion:
Because eslleetiong are considered {8 Be & type of
najor deragatery, they can Rave an imperiant effect
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and distributed by amount originally owed

Percent

Amount
originally owed

-Amount originall
Amou nqv(\)/??g(ﬁ? alllﬁrs)‘ Y

MiglYigmo:
Amountocigiallyowed
oncotldetibnaction

yowed (dollars):

. Share of (dollars):
Type of collection collections (dallars)
1100 101250 251500  501-1,000 10015000 200  Amaintal
or more

Medical 52.2 36.5 333 Allhlections:Med i@ 4.8 9 100 386 142
Utility 22.7 24.7 342 AR3.6 12.3 collectidhd 2 Uiididy 342 199
Government 2.3 29.3 33.9 AldnBections:GoviESBment 6.2 1.0 100 466 199
Creditor?! 5.8 19.6 184 AL0.9 11.2 collectior80.4 9.4  Creditd60 1,699 587
Other? 16.9 45.7 24.9 All.9 8.6  collectioBst 9 foliic( R 425 116
All collections 100.0 342 31.2 16.8 925 7.0 12 100 463 156

. 95 7.3
Medical 54.5 133 115 Allgai-offcollectiodssMedical 7.3 52 115 n.a. n.a.
Utility 22.7 14.6 13.0 All9.1 paifil®Hff 3.%ollections: 4.2 Utilityl na. na.
Government 2.9 20.8 13.6 AllSaii-offcollectioB#Governmend.1 6.0 13.8 n.a. na.
Creditor?! 31 11.8 6.5 All7.2 paidff cBlictions: 1.3 Creditor'5.9 na. na.
Other 2 16.8 124 1.3 ANL0.3 pai8-aff 6.2ollections: 6.0 Othkt?0 na. na.
All paid-off

collections 100.0 134 11.7 9.8 7.7 5.4 35 11.1 n.a. n.a.

1.=Includes large retailers, banking institutions, and flinance companies.
2.=Includes small retailers, law fiinms, individuals, educational iinstitutions.

on the consumer’s ability to obtain credit or on the
price of such credit.

Unlike credit accounts, but like public records,
collection actions are reported without a code indicat-
ing the type of original creditor, The data, however,
do include information that can be used to infer the
type of entity that originally sought the collection. By
the authors’ estimates, most collection actions
reported by collection agencies do niot invelve ecredit
aceounts; enly abeut 6 pereent are related to eredit
aceounts (table LL). The majerity of eollection actions
(abeut 52 pereent) are associated with medieal bills.
The high ineidenee of eellestions related to medisal
Bills is net surprising given beth the large number ef
individual eensumers and families that Rave partial 6r
fe healih insuranee eeverage and the Righ eest ef
Mmany medieal $8FVi8s: The second largest category
involved collection actions for unpaid bills for utility
services, which by the authors’ analysis, account for
about 23 percent of all collections.

Most collection actions reported by collection
agencies showed small balances owed when origi-
nally reported to the credit reporting company. About
34 percent of all the collections involved an origi-
nal amount owed of $100 or less, and 82 percent

29. According to the Federal Reserve’s 2001 Survey of Consumer
Finances, about 9 percent of households had no public or private
health insurance coverage, and nearly 17 percemt had only partial
coverage, meaning that one or more memibens of the household had no
coverage. These proportions are little changed from those found in the
1998 Survey of Comsumer Finamoes[endofnote.]

n.a.=Not awailable.

involved an amount $500 or less. Overall, the mean
and median amounts originally owed were $463 and
$156, respectively. Credit-related actions in the col-
lection records involved substantially larger amounts:
The mean and median amounts reported by collection
agencies for credit accounts equaled nearly $1,699
and $587, respectively. The data also show that enly
abeut L1 percent of the reported collection items have
been paid off (table L1, bottem panel), with eollee-
tiens filed by a gevernmental entity the mest likely
ane eredit-related eollestions the least likely to have
been reperied as fully paid.

As with the public records, individuals sometimes
have more than one collection agency action reported.
About 44 percent of the individuals with a collection
agency record had more than one item noted. Like
tracking public records, tracking collection agency
accounts to update their status is not always possible
beeause of changes in aceeunt Aumbers that seme-
times result frem transfers of the aceount acress
collection ageneies: Alse, as neted fer publie records
items, mere than ene cellestion agenecy astien for
an individual may stem frem the same episede (fer
example, ene medical ineident invelving several
cempenent billings), and determining whether dis-
tinet reeerd items perfain 8 the same episede is

i@Hfficult: Some rules of HumB Were HseH I8 1gBR=Accoraing to the Feae

{ify the exient 8 whieh {H_HlﬂFle eellection ageney
{iems were felated: The estimated RUMBEF 8F HRIGHS
gpisedes is aBsut 76 pereent of te tatal Aumber 8f
£811ection agency FEEFds:

oriyfieally Midédn Amount(dollars):101-250



As with public records, multiple collection actions
associated with the same incident appear in a number
of cases to result from the practice of a particular
plaintiff’'s submitting separate collections for differ-
ent billed items. Since another plaintiff in similar
circumstances might have combined the bills into a
single collection, inconsistencies can arise in the way
collection actions are courted across individual credit
reeords. Moreever, a small propertion of the collee-
tien reeerds appear t6 be due t6 a repeat filing of the
safiie astien Wwith the eredit reperiing company.

Inquiries.

Credit reporting company records include informa-
tion about inquiries made about a consumer’s credit
history. These inquiries are conducted to ensure that
an applicant for credit, apartment rental, insurance, or
employment has a background that meets the mini-
mumm standard the inquirer has established for provid-
ing the service. The data de net include inquiries
made by creditors about existing aceounts of inguir-
les made by eonsumers themselves. This finding is
eonsistent with the view that eredit wnderwriters
foeus primarily 6A a eonsumer's reeent efforis te
abtain sredit.

Overall, about 58 percent of the individuals in
the credit reporting company sample had at least
one inquiry noted in their files. The inquiries are
often bunched in time. About 26 percent of the
inquiries were made within one week of another
inquiry that appears in a given individual’s credit
file, and about 60 percent were made within ofe
month of anether inguiry in the file. These fiiguies
are consistent with the view that eensumers eften
engage multiple pariies when seeking a serviee, sueh
a§ a lean of an apariment; for example, a 6ORSHMEF
purenasing a ear or heme may appreach mere than
ene erediier while shepping fer the Best avail-
able terms te finanee the purehase. Hewever, besause
fewer than 2 pereent of the reeerds of iRGuiries
iﬁe lyded infermation abeut the purpese of the

% Wy, it i§ impessible {8 determine with ceHainty

f Bunched {RquiFes f%g@ééﬂ% §HBBBiﬂ% for & singls
lBﬁH PUFPBSE OF requests for different 18an produets
(for example, a morigage and a credit account
{8 %Hf&ﬂ%é% H8H§%ﬂ81€i liems); Neveriheless, credit
8\43 HQESPE HSE VAHBHS {SSH{H&H%é {8 ﬂlffoSHHa{S

8[%% Hese R%S f&iﬂﬂ@%ﬁﬂ%% OHE tEERR1gH

&Xample. I3 18 4 & 8F CEAIIBF 2 %
e
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DT ISSUES AND POSSIRIE HESOILOTIONS.

Credit reporting companies gather information to
develop a comprehensive and contemporaneous pic-
ture of the ongoing and past credit relationships of
individuals, primarily to facilitate credit evaluation.
Examination of a sample of this information reveals
the breadth of the data centained in credit repoft fliles.
Eaeh individual's eredit recerd provides a detailed
snapshet of that persen’s eurrent use ane past experi=
enees with eredit, as well as infermatien en publie
records aned eollestion assounts. Credit recerds €on-
tain dezens ef items, ranging frem the type, sewres,
and ameunt ef eredit berrewed te the payment pat-
ferAs asseelated with the repayment of sueh debt.
Thus, the reeerds enable ene te eenstruet diverse
indicaters of eredit use and fepayment perfarmanee;
ineluding measures 8f credit Hiilization, AUMBL Bf
f%&%ﬂﬂy« BBEH%H acegunts; and H{Hiﬂ% and severity of
aymedt problems: The Breadh and fimeliness af the
9 {Relded R credit reporting company fecerds
hold the pramise fat sHeh IRfarmation ma &%Bf%lﬂ% 4
REW soHFee 8f IRfFmatian foF the Fedaral Reserve:

Available evidence indicates that these data and the
credit-scoring models derived from them have sub-
stantially improved the overall quality of credit deci-
sions and have reduced the costs of such decision-
making. Almost certainly, consumers would receive
less credit and the price of the credit they received
would be higher, if not for the information provided
by credit reporting companies. Moreover, the credit
reporting system has become more comprehensive
over the past decade with notable improvements,
such as enhanced reporting of mortgage credit.

Issues with the Datra

Despite the benefits that the credit reporting system
offers, analysis reveals several areas of the current
system that could be improved. A close examination
of credit reporting company data reveals that the in-
formation is not complete, may contain duplications,
and at times contains ambiguities about the credit

30. For a recent analysis comparing the efficacy ofi underwriting
decisions conducted judgmenmtally with the efficacy of decisions
reviewed by automated underwriting systems that incorporate credit
reporting company data, see Susan Wharton Gates, Vanessa Gail
Perty, and Peter M. Zorn, “Automated Underwriting in Mortgage
Lending: Good News for the Underserved?” Housingg Pelityy [Réoate,
vol. 13, issue 2, 2002, pp. 369-91; and John M. Barron and Michael
Staten, “The Value of Comprehemsive Credit Reports: Lessons from
the U.S. Experience,” Credit Research Centef, Georgetown Univer-
sity, 2002.[endofnote.]
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histories of at least some consumers. The following
are four particular areas of concern: (1) credit limits
are sometimes not reported; (2) the current status
of accounts that show positive balances but are not
currently reported is ambiguous; (3) some creditors
fail to report nonderogatory accounts or minor delin-
quencies; and (4) the reporting of data on collection
ageney and public recerd aceounts is possibly ineen=
sistent and inguiry data is incomplete:

Missing credit limits. A key measure used in credit
evaluation—utilization—could not be correctly cal-
culated for about one-third of the open revolving
accounts in the sample because the creditor did
net repert the credit limit. About 70 percenat of
the censumers In the sample had a missing credit
limit en ene ef mere of their revelving accounts.
If a eredit limit for a eredit ascount i§ net reperted,
eredit evaluaters must either ignere utilizatien (at
least for aseeunts witheut limits) eF use a substithte
feasure sueh as the Righesi-balanee level: The
adthers’ evaluatien suggesis that substituting the
highest-Balanee level for the eredit limii generally
fesulte in & higher estimate of eredit Hiilizatien and
probably & higher pereeived lavel of eredit Fisk for
affected CORSHMEES:

Aceeuntss not currently reported. About 8 percent of
all accounts in the sample showed positive balances
but were not currently reported. Moreover, of those
accounts reported as a major derogatory at the most-
recent report, alimost three-fifths were not currently
reported. The authors’ evaluation suggests that many
of these accounts, partieularly merigages and install-
ment leans, are likely to have been either elesed of
transferred But were net reperied as sueh. Many ef
fhese aseeunts were reperied By erediiers that were
fet reperiing data 8 the eredit reperting sompany
when the sample was drawh, and thus Infermatien
en these aseeunis is unlikely e have Been wpdated.
The significant fractien ef net eurrenily reperied
aceaunis that are likely cleged or transferred implies
hat seme consumers will shew Righer cufrent
Balances and & 1arger RUMBEF Of BBeA aCEoUATS Hhan
Hhey _Qﬁiﬂﬁlgﬁ hald: Some 8f Hhis W@H&?féé@HEQHBH
1§ Mmitigated By credit evalyators' assumption that
ACEOURR HAFepBried SVEF 4 138 peHod are c1gsed:
Hewever, they may nat make i assHmpHon foF
38f8g318 2§88HH[[§; {RHS PSHﬁllEiﬂ% CORSHIMSER WHY
: 8§B¥88 H%%l 8t 4 qeliRgHEnt ACEoURL SIRGE I Was 138t

Failwe to report nowdevogatoryy accounis or miinor
delimguenciass. Between 1 percent and 2 percent of

the credit reporting company records were supplied
by creditors that reported information only on credit
accounts that had experienced payment problems.
The evidence does not indicate that the accounts they
did report were in error; however, the failure to report
accounts in good standing likely affected the credit
evaluation of consumers with such accounts. If con-
sumers have low utilization of nonreported accounts,
the failure to report may worsen their credit evalua-
tion. For consumers having nonreported accounts
with high utilization, however, the failure to report
may actually improve their credit evaluation. The
analysis further indicates that some creditors do not
report that an account is experiencing a minor delin-
quency. The credit histories for consumers with such
accounts appear somewhat better than they actually
are.

Incomsistentt reportingg of puldlic records, @olection
agency accounts, and, inquivies. About 40 percent of
the individuals with public records have more than
one such record, and a similar percentage of those
with accounts reported by collection agencies have
mere than ofie collection item. For many of these
individuals, the multiple record items appear to per=
taln te the same episede, sueh as one reeoerd filed
when a eellection astien was initiated and a sesend
reeord filed when it was paid. Evidenee indieates that
seme ineensisieneies arise in the reperiing of astiens
aeress geegraphie areas ef types of plaintiff. Mere-
gver, unlike the eredit asceunt data, ne eede identifies
the type f erediier oF plaintiff. These limiiatiens ef
fhe data esuld significantly affsst eredit evaluation
Because more than 56 percent of the reeerds 8f Majer
derogaiories 1A the credit files are eollsction ageAcy
FEpBrs 8f puBiE records:

Multiple inquiries in a consumer's credit file can
arise either when the consumer shops among differ-
ent creditors for the same loan or when he or she
applies for multiple loans. Credit evaluators would
like to distinguish between these different cir-
cumstances because the latter may indicate fimancial
distress, whereas the former would noet. Altheugh
the presence of a code for lean type In the eredit
files inguiry reeerds helds the premise of dis-
tinguishing between the eircumstanees, mere fre-
guent reperting By erediters is required for these
eedes te serve their purpese. Crediters failed o
provide the eede fer 98 percent ef the inquiry
reeerds in the data sample. In the absenee of a
lean-type eede, prexies, sheh as the type of eredi-
feF, weld have 8 Be Hsed t8 distinguigh Between
1§H8{3{3!ﬁg for & single 10an and applying for muliiple
8ans:



Consequencess of Data Limvitatiions:

The effect of these data limitations is twofold. First,
because credit-scoring models are built using these
data, ambiguities, duplications, and omissions will
affect the model’s assessments of risk factors. For
example, if one cannot distinguish in the data
between individuals who have a ceftain characteristic
(say, an unpald majer derogatery) from these whe
appear te have that eharaeteristie but astually de net
(sueh as these with an unreperted payeff), then the
medel will ineerrestly assign a risk faster to the
joint group that reflests their eembined perfermanee.
Sesend, amBiguities, duplications, and emissiens in
eredit files ean result in an ineerrect evaluatien of e
eredit Fsk of individual applicants: These twe effesis
are intertwined: €orreeting ene part witheut the other
will nst fuﬂ%f $61ve the problem: For example, ressly-
1ng the proBlems 1A applicant files will Aot cofrect the
madels if the madels were developed Hsing proplem:-
atie data:

Such limitations in credit reporting company
records have the potential to both help and hurt
individual consumers. On the one hand, consumers
with positive account information, such as the payoff
of a major derogatory, that creditors have not reporied
are hurt. On the other hand, consumers with negative
infermatien that is unreported, sueh as an unpald
medieal bill that dees net go te cellection or an
unreperted miner delinguency en a eredit aceount,
are helped. Even eensumers with ne sueh preblems
in their files ean be affested: Fer example, a &6i-
sHimer Wwith an unpaid majer deregatery that is e6r-
reetly reperied will lesk the same as a eensumer with
& pald, But net updaied, major dsregaiery: As 3
eensequence, the fermer eonsHmer will likely have a
somewhat Betier credit evaluation, and the 1atter con-
SHIEF 3 seMewhat worse one; than he o she wauld i
eredit granters (and the BHLIQ%F_% of the medels they
HSE) Were Betier able 8 distinguish Between paid and
HApald majer derogataHes:

Consumers who are hurt by ambiguities, duplica-
tions, and omissions in their files have an incentive to
correct them, but consumers who are helped by such
problems do not. The result of this difference may be
an asymmetric correcting of files. Such asymmetry
can lead to overall perforimance on loans that is
somewhat worse than would be predieted by credit-
scering models.

Possitble Remedles:

A remedy for many of these issues is consumer
vigilance. Consumers can periodically review their

How to Contact the National Credit
Reporting Companies

The following is the contact information for the three
national credit reporting companies.

Equifax

P.O. Box 740241

Atlanta, GA 30374

(800) 685-1111 (order credit report)
(888) 766-0008 (fraud alert)
http:/fwww.equifax.com

Experian

P.O. Box 2002

Allen, TX 75013

(888) 397-3742 (order credit report, disputing credit
items, fraud alert, other questions)
http://www.experian.conn

Trans Union

Trans Union Consumer Relations
P.O. Box 2000

Chester, PA 19022

(800) 916-3300

To order a credit report:

Trans Union LLC

Consumer Disclosure Center

P.O. Box 1000

Chester, PA 19022
http://www.transunion.comendofbox.]

credit reports and use the dispute process established
in the FCRA to correct errors or omissions (see box
“How to Contact the National Credit Reporting Com-
panies™). The FCRA generally provides that a con-
sumer who is denied credit must be given the reasons
for denial and an opportunity to receive a copy of
his or her credit repert witheut charge. Similarly,
consumers seeking new eredit are routinely advised
to cheek their eredit reperts before applying. In addi-
tien, when eredit is underwritien, a lean officer some:-
times reviews the eredit repert infermatien and thus
may have an eppertunity te see and eerrest data
preblems.

The extent to which the concerns noted above are
likely to be addressed by individual consumers or
loan officers checking credit reports is unclear. On
the one hand, an unreported credit account, credit
limit, or inquiry loan-type code may not be identified
as an issue of concern. Moreover, the credit granting
system has moved toward risk-based pricing in which
applicants are less likely to be denied credit (and thus
given the reasons for denial) than to receive credit

[beginning



at prices that reflect the perceived risk. Consumers
may not always be aware that they are paying higher
prices for the credit. Similarly, an increasing share
of consumer revolving credit is obtained through
pre-approved solicitations as opposed to consumer-
initiated requests for credit. On the other hand, beth
growing consumer awareness of the importance of
credit repoerts aned easier consumer access to credit
reports and eredit seores serve to inerease eonsumer
vigilanee:

The credit reporting companies also could address
some of the issues identified above. For example,
developing a plaintiff code system for collection
and public records would allow credit evaluators to
differentiate among different types of these records
in assessing credit risk. Similatly, expanding stale
acecount rules and identifying aceeunts of ereditors
that are ne lenger reperting infermatien te the eredit
reperting eempanies would assist eredit evaluaters in
determining hew mueh weight te give net eurrently
reperied ascouRts:

Most of the problems cited above result from the
failure of creditors, collection agencies, or public
entities to report or update items—areas that are
beyond the direct control of the credit reporting com-
panies, Thus, fully reselving these problems requires
a Mmere comprehensive and consistent reperting sys-
tem, particularly with regard te majer derogateries,
collection ageney accounts, and public records. Some
changes A this vein are happening already- For exam-
ple, enly abeut 13 pereent ef revelving aseeunts AW
Being reperied te the eredit reperiing eempany that
supplied the data are missing eredit limits. This
reduetion from the 33 pereent incidenee at the time
the §§fﬁgle ysed fer thig evaluatien wag drawn (1999)
geeHrred IR part Beeause of preseure on erediters by
the eredit repariing companies and sthers:

In the interim, some steps might be considered to
mitigate or reduce the effect of the problems noted
above. Credit evaluators might develop models that
identify individuals whose credit files are likely to
contain data problems, Factors such as missing credit
limits, not currently reported accounts, and duplica-
tive collection accounts or public records may be
geed indieaters of individuals whese eredit scores are
potentially less predistive. Creditors might judgmen-
tally review astiens en applicants estimated te have a
high likeliheed of signifisant efrer, partieulary these
whese eredit seeres plase them in a range in whieh
the prise of availaBility ef eredit is likely te be
affecied. Sueh reviews, with the petential i8 gather
mere infermatien frem the censumer, may be able is
fesalve prablems In the eredit evaluations fer identi-
fied BorHowsrs:

In reflecting on these data limitations and rem-
edies, several issues should be kept in mind. First,
although some problems in the credit reporting data
that are likely to affect the credit evaluation of
individuals have been identified, it is very difficult
to determine the extent to which credit availability
would change if’ these problems were addressed. 1t is
likely that data issues will materally affect the avail-
ability and pricing ef eredit enly for these individuals
of marginal ereditwerthiness. Sesend, the eests of
eerreeting the identified data problems have net been
gvaluated. Seme 6f the preblems may be very diffi-
etlt and expensive {8 everceme, and in Seme 6ases
the eests may exesed the Benefits: Finally, this analy-
sig resig on the experiences of anly ene of the three
Ratienal credit repariing companies and yses data that
are new somewhat dafed: Many changes are taking
place in the credit repariing industey. and ey may
mitigate some of all 8f ihe Higﬂligiﬁ%ﬁ 1mitations:



