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PREFACE

BACKGROUND

Credit professionals within the industry empirically know that computers, credit
report modeling, artificial intelligence and databases are no substitute for a detailed
and professional review covering all variables found within a mortgage applicant’s
credit history.

Dealing with the complexities of highly active databases where hundreds of millions
of updates are recorded each and every week is, (o say the least, a very complex task.

As concerned credil professionals, we recognize Equifax, TransUnion and TRW for
their atlempts to provide the most accurate consumer credil report possible. Never-
theless, we are concerned with the polential implications of total reliance on the
accuracy of these respective databases:

« Will consumers be denied the right Lo purchase a home based on erroneous
information contained within a three repository merged infile report?

e Might they be assessed higher interest rates and points based on ill-
perceived factors regarding their credit risk?

« Could the safety and soundness of certain mortgage loans be compromised
on the basis of inaccurate credit information?

THE STUDY

Armed with these concerns, The National Association of Independent Credit Report
Agencies commissioned a study to compare the three repository merged infile credit
report against the Residential Mortgage Credit Report. The enclosed study specitically
addresses two of the pervasive attitudes within the mortgage industry today.

The three (3) repository merged infile report is accurate, and therefore
sufficient in determining the credit risk factor in context Lo the loan approval
or denial process.

The custom developed Residential Mortgage Credit Report 1s "passc” in
today's markelplace and should no longer he considered as an absolule, must-
use source of credit history verification for conforming loans sold Lo or
puaranieed by the U.S. taxpayer via the secondary markel.
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OBJECTIVE

Compare the Three-bureau Merged Infile to the
Two-bureau Residential Mortgage Credit Report
to determine:

(1) if a three-bureau merged report should
be considered an end product in the
decision-making process for mortgage
lending,

(2) if the third bureau adds any value to
the credit report process, and

(3) il the Residential Mortgage Credit
Report portrays the most accurate
picture of the mortgage applicant’s
credit history.
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SAMPLE/PARTICIPATION

Files were requested from a broad geographic sample
of credit reporting agencies nationwide, including
N*A#[#*C*R*A members and supporters as of
September, 1993, and all Factual Data offices (see

Exhibit A).

Participants were asked to randomly select 30 liles,
pull a three-bureau merged infile on each, then do a
two-bureau RMCR, including an interview, on each,
and send the information required to the project
coordinator. Thirty-two offices participated in the
study, providing 1,710 files for comparison. (see
Exhibit B).

SURVEY ANALYSIS

All survey dala was assembled and tabulated by
Glenn Heider, a former bank president who is an
independent third party not affiliated with
N*AFHFC*R*A . and the results were sent to the
N A*#[*C*R* A research commiltee for analysis and
reporting.

The results of the comparison between the Three-
bureau merged infile and the Two-bureau RMCR are
found in Exhibit C.

The results of the investigation into the value brought
to the credit report by the third bureau are found in
Exhibits D-1 and D-IL.
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NON-PARTICIPANTS

A mini-study of 50 files was conducted after the
completion of the original study. These files were
requested from five offices which had been asked
but had not participated in the original study.

The purpose of this mini-study was to make sure that
there would be no significant difference in the results
if data from non-participants were included with that
of the participants.

The data from these files was tabulated by the same
person 1n the same manner as the data from the
original 1,710 files.

Offices participating in this mini-study were from
California, Florida, Missouri, and Texas.

The results of the mini-study are found in Exhibit E,

i
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EXHIBIT A

LIST OF AGENCIES
FROM WHOM FILES WERE REQUESTED

HAME DF COMPANY

Marlgngn Crodt Seoicas
Cradn Bueeus ol Monipanmy
Factual Cxala - Phoanis (FOG)
Factoal Dala - Lilkle ok
Cal Gl Carp,
Factual Dala - kailhem Calilomis
Factual Dala - Los Arqalas [FOG)
Leadier's Cradil

Fastual Dala - Soutardn Calilomin
Facdiz Crodt Infarmatian

Fastael Dishs - Menlbien Calileenia
Factual Dala Corg

“nntuil Dals - Charver
i Dt - Malional (FO0G
Ierchants Repoting Sesvicas
Flonda Sanicas dba Dntatax

R EATGIIT
Fasiunl Dadi - Tampo
Diracs Crest Hesearch Gog
Dirtadiew Crestil Sarvices
Floada Credil Buieaw, e
fanooialad Cract Inforralion Sarvices
Coroehil Do ol Wias) Poiat
COTFislun! Daga - ftlanliy
Soulhemn Morlgage Hegarling
Hesitape Creil Boporing, ine.
Faciunl Data - Chicago (FOC
Amanzan Cradit Carmection. lne
Prinniur Sarlage Swdi Seovices
kil Mo yiges, Ino
Kizrtage Rigonlivg Sorvices
Faciual Data - Indana |FLS)
Wongage Credn Secdcas, ne.
Wata Crads Senacas, Ing,
linn Systems - Midwast
& Heaorting
Iewvesions Dala Soreies, Ine
Credil Buren of Srovepon
Gradt Buseny Servizes
Condd Buraaps o Dol Marva
Slarezand Credil. Ine,
Factual Dala - Séw Enclard

actual Cala - et
al Ciala - Minnicsata
Mdaitpage Infanrslioe Systom. Ine.
Factual Cala - Wissour
Factual Dala - Sevadn
Comanicheed lommliog Sarvices, Ine
Crozt Hesoarces, g,
Grazt Lnk
Gredil Lsndsr Sereoes
wod® Aosearch
Przloe] Dl - Mow Mosizo (RO
The Credil Oureau
Creait Bureau ol Izchesho
TGAR Cract Dt Sarvices
NO&E dba Faceal Gala ol Carsing
Pzt b
Fataal Dele - Oklohoma 3700
Ciomlizartial Data Sarvizes
dnlasteaany Coendit Blirmina, Inz.
PFrolessional Malgage Mel. Seoaces
Ciredil Bureau ol Harristarg
Core=hil Searivenes, lea,
IFE3lue! Data - Certral Taxas
Kretgane Cradil Services, Ing.
Faclut Divn - DWW Botiapko [FRE)
Advarced Coadit Tachralogy. Ine,
IFaclual Detn - Scull Texas
MACHY Inlerrourtain
Facztual Dintn - Sanlla
BAtier Wost Crznt Dorsan
Foctual Dala - Wiszoesin
radil it laamalian

COMTACT PERSON

il Helliveay
dabn Holloway
S Sl
Sy Dreeilticd
Riek Kennedy
iy Lau Mo
Dt CaGacliog
John Shardon
Ry Groerin
Hila Flynn
Renmkt Hadzinks
Ay Dznran

dims Gl

Kalhy Tomashcy
vl Bradior
arnken Marmon
Crain Duchonme
Tem Kahanay

Tom Fritz

Alln Tuthill

iy Mickargon
Havard Walch

Tarm Dol
Srarekan Undarweadl
Slaphan Friadic
Fylis Bzbdanen
Michaal Kelly

Willia Hrunz

Teny Clierans

Al Zaminz

Suzan Mowlas
Thomas Danl
Morica Poalanbarg
Cioanailed BAibon

Alan Crabil

Hioss fluszall
Lhafles Gnado, Jr.
Hick Maad

[aren Veoeing
Saney it
Erevan Giranl
Sirphanie Fulsa
Sirphnn Shalan
e Al

Lhinna Hokee

Rizk Mariane

I5rista Davis

Lanan Bagley
laranlh Inngami
lGanm Shizak

Ky Ellen Bu=n
Thamas Swiler
Allan & Lisa Miemotka
Kictnlla Harmen
Gregn Heiler

Grego il

Lhiis Dunkagey

12y Halslor

Tom Friz

Ty Dricsendl
Dzpezan Mumer
hancy Hais

Busin Newirin

Licree Wizt

Cndy Hardzon
Enrnetls MeCrdy
Larty Knipge

Gad Wadsrer

s F
Lo S
Logan Hagk:y

Jim gakdogs

Seodl fendarvar
GenpyBarharn Meczmar
Lireheflonsy Russell

CITY

Linikan
tenlgomsey
Phoanix
Litle Rack
Zan Dizgo
Sacramanio
Hinzars
waotiard Hills
San Diano
San Franzisen
Loweang
Fail Callins
Darwes

Fonl Callins
Wholherstalid
lampa
dackzarvila
Fonl Linelonetiale
Tampa
Clearvwaier
Fon dyars
e land
Hozkledne
West Prenl
Daelias
Morzrass
Falating

Des Fairas
Eenmumbug
Sorianrnting
Walpnisa
LalPaila
Inciarapolis
Inziarapzlis
[hveanpar
Cozarzil Dhualrz
Lo
Lesirglan
Hzlon 5zuns
Katairia
Silzbury
Hoslan
Huringtzn
Soutaf ald
Hienl Pan

5l Lauis
Jafleman Gily
Las Wagus
Frardors

Wasl Patlorson
Atk e Highlands
Chery 1l
Brik
Alarguengus
Wiltamsyills
Finchkastar
Sahanuciiedy
Charlilie
Ciratinail
Tl

Iislvern
Jdalagtawn
Morislle
Hizrishig
Herrzhis
Aot

Honssen
Llakas

Ban Antanis
Houstan

Zall Lk Cily
Saallle
FFavlave
Brozidisid
Rivatins/Gaspar

STATE
Mabormn
Halbnrmn
rizara
Aekansis
Cabfarnia
Calfarmia
Coitarmia
Cavifarnia
Cahlaria
Califarr a
oo
Crloracln
Calorads
Calorads
Canractat
Thiza
Farlda
Fuarlza
Florida
Florida
Flarkta
Flonidia
Florda
Gearpa
Gaarg a
Gaorgia
Iilirais
Nilirreziz
Nlimis
llincis
Inttara
I
Iz ara
Inztara
lowa
Tt
Karsis
oty
Lowisiann
Louizkang
Kharyglane
Sanzachosels
wagzachus
Yocigan
Yonnasata
Woasmarni
Mizszun
Miszauri
Moy dersog
Maw darsoy
Maw Jarsay
Mo Jarsey
Fiws dersey
Flewy Mizxizn
Mew Yok
Mo ok
M Yark
Pk Gamling
i)
Crlabiona
Panrsgleania
Panrsylernin
Hanrsylvpnia
Panraylvania
Torsassor
T

E ]
Wiszonsin
Wyominn
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EXHIBIT B

GEOGRAPHIC COVERAGE OF THE SAMPLE
By Region of the U.S.

MIDWEST 16.7% SOUTHWEST 16.3%
a5 279

WEST 13.7%
234

F

Fa
SOUTHEAST 23.6% AN * NORTHEAST 29.8%
403 500

OF 1,710 INFILES

NORTHEAST
ME, NH, V'T, NY, MA, CT, Rl PA, NJ, DE, DC, MD, WV, VA

SOUTHEAST
NC, 5C, GA, TN, KY, AL, MS, FL, LA, AR

MIDWEST
OI1, IN, IL, MI, W1, MN, ND, SD, 1A, MO, NE, KS

SOUTHWEST
TX, 0K, AZ, NM

WEST
MT, WY, CO, UT, NV, CA, ID, OR, WAS, AK, HI
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EXHIBIT C
RESULTS

REGARDING THE THREE-BUREAU MERGED
e 20% of the Trades were duplicates
e 15% of the Inquiries were duplicates
e 26% of the Public Records were duplicaltes

= 19% of the files had outdated trades showing
balances over 90 days old.

e 449 of the files had missing information
(balance/payment)

REGARDING THE TWO BUREAU RMCR:

» 19% of the files had additional trades added
from the 1003 which were not reported by
the respeclive repositories

e |1% had additional trades, not reported by
the repositories, added as a result of inquiry
investigation

* 16.5% had derogatory information deleted as
a result of the investigation

e 3% had trades which were removed because
they didn't belong to the borrower

e 29 had erroneous public record corrected
= All outdated $$ balances were updated

e All missing information was verified as a
result of the investigation (balance/payment)

N*A*I*C*R*A
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EXHIBIT D-I

UNIQUE TRADES FROM 3rd BUREAU

20
1,083

53,3231 Total Trades - 1,083 Unigue 1o the 3rd Bureau

After the results of the first 250 files were presented lo representatives
of the Federal Home Loan Mortgage Corporation and the
N*AF[FCHFR* A committee was asked to include additional information
on the third bureau contribution, the remaining 1,460 files were
analyzed Lo include that information.

Looking at the 1,460 files, then, with 53,331 cumulative total trades,
1,083 trades were found to be unique to the third bureau. This
represents two percent of the total trades pulled by all three repositories.

The breakdown of the 2% of trades unique to the third bureau follows
in Exhibit D-T.

N*A*I*C*R*A
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EXHIBIT D-I1

UNIQUE TRADES FROM 3rd BUREAU
3rd Bureau Repository Analysis

2 BAL < 24 MONTHS CURAEMT 5 BaL
25.8% - 281 14.0% - 153
OPEN COLLECTIOMN
3.1% - 34

COUTDATED ik BAL
1.9% - 21

PO COLL=24 MOS
11% - 12

 PDCOLL=24 MOS
3 0.8% - 10

O BAL > 24 MONTHS
52.9% - 573

53,331 Total Trades - 1,083 Unigue to the 3rd Bureau

BREAKDOWN OF THE 2% OF TRADES
UNIQUE TO THE 3rd BUREAU:

573 (52.9%) of them had been paid off over 20 months ago
281 (25.9%) were paid off within the past 24 months

(15 showed derogatory)

152 (14%) were current accounts with $§ balances

(13 showed derogatory)

21 (1.9%) were outdated showing a balance over 90 days old
{4 showed derogatory)

34(3.1%) had open collection accounts

12 (1.1%) had collections which had been paid off over

24 months ago

10 {0.9%) had collection accounts which had been paid off
within the last 24 months
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EXHIBIT E
RESULTS - MINI STUDY

REGARDING THE THREE-BUREAU MERGED

e 329 (521 trades) were duplicates

e 9% of the Inquiries were duplicates

e 269% of the Public Records were duplicates

o 2% of the files had outdated trades showing
balances over 90 days.

» 509 of the files had missing information
(balance/payment)

REGARDING THE TWO BUREAU RMCR:

e 18% of the files had additional trades added
from the 1003 which did not show up on the
repositories

» 29 had additional trades not reported by
the burcaus added as a result of inquiry
investigation

¢ 30% had derogatory information deleted as
a result of the investigation.

e 2% had trades which were removed because
they didn't belong to the borrower

» 49 had erroncous public record corrected
« All outdated $$ balances were updated

e All missing information was verified as a
result of the investigation (balance/payment)
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CONCLUSIONS

March 8, 1994 at 3 p.m. CST, The Board of Directors for NFA*T+C*R*A adopted
the following conclusions from the N*A*I*C*R*A Survey/Study, Three Bureau
Merged Infile vs, Two Bureau Residential Mortpage Credit Report, March 1,
1994,

1. The three bureau merged infile does not provide an accurate picture of the
homebuyers credit report history and shouldn't be the end product for making
the mortgage lending decision.

2. The third bureau does not add significant value to the morigage credit
report process.

3. The RMCR (Residential Mortgage Credit Report) provides the most
complete and accurate picture of the homebuyers credit.

SUMMARY

The study found the three (3} repository merged infile product to be fraught with
erroneous and misleading information which, in conjunction with an artilicial
intelligence underwriting system, could draw the wrong conclusions concerning the
credit worthiness of certain borrowers, Even with personal review by morlgage
industry practitioners, the data could be cryptic and misleading,

Only through the tried and proven development of a Residential Mortgage Credil
REeport can the mortgage industey and government sponsored agencies be reasonably
assured that the credit profile of the borrower will be correctly portrayed. The
consumer may otherwise not be given the benefit of reviewing his/her credit record
within the carly stages of the mortgage loan process, nor the ability to challenge the
accuracy of certain information. All such mformation is directly re-verified with the
credil grantor, collection agency, or court, and deleted or corrected if not verifiable
by the original source,

Under an automated three ( 3) repository merged product, the consumer may be totally
unaware of the credit circumstances under which hisfher loan was approved, denied
or concomitant rates and points sel. Under a "turn down” or underwriting contin-
gency, the consumer will be required to request a re-investigation of the raw data from
the infile directly from all three repositories. Such action would take, under today's
environment, an absolute minimum of 5 weeks from the time of initiation of the credit
report request. This compares to a matter of days (typically two to three) under the
certified Residential Mortgage Credit Report.
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Morigage underwriters and investors have, for the past 3 to 4 years, concluded that
if two (2) repositories are needed to ensure depth and accuracy in developing a
RMCR, then three (3) repositories will bring even grealer accuracy to the final
product. Such is not the case.

Our industry standard is to draw consumer credit data from the strongest and second
strongest databases within each postal zip area. Through this study, we have proven
that a very small percentage of original data is developed by using the third (typically
the weakest database). In fact, only 1/4% of all the data is considered Lo be of any value
whatsoever, We ask the question: "Is it worth the added expense, time and value to
the underwriting decision tosift through thousands of meaningless bits of information
to find the one (1) item out of four hundred (400) that may or may not have any value
to the underwriting decision?"

Please join N*A*[*C*R*A in our elfort to assure the use of the most reliable source
of credit information for each person as they seck the "American Dream” ol home
ownership.
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For further information regarding this report
or

to order a copy of the report, please contact:

N*A*I*C*R*A

National Association of Independent Credit Reporting Agencies, Inc,

J. WILLIAM GREENE, EXECUTIVE DIRECTOR
5610 CRAWFORDSVILLE ROAD, SUITE 801
INDIANAPOLIS, INDIANA 46224

(317) 486-4272
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