








Completeness of credit data is paramount to lending safety from an industry prospective 
and to fair lending standards from a consumer perspective. In the long term, the cost of 
the credit report is very minor compared to the cost of the interest rate on the loan. Even 

if the cost of the report doubled, the savings to either the consumer or the lender for the 
better underwriting decision would likely be less than the actual incremental interest cost 
of the auto loan for a single day of the multi-year term.3 This is a marginal cost increase 
could positively impact both the lender and the consumer for hundreds to thousands of 
dollars per loan. 

A 2003 study4 conducted by the Consumer Federation (CF A) of America and NCRA that 
compared the credit scores from more than 500,000 consumers on each of the three 

national credit bureaus that were accessed simultaneously for a mortgage loan. One of the 
many findings from this study was that consumers had a similar chance of having a 
greater than 100 point difference between their three FICO scores, than less than a 1 0 
point difference in the high and low of their three FICO scores. Requiring two of the 
three national credit bureaus in auto lending would eliminate the chance for a consumer 
to have divergent scores across different bureaus, and ensure that a more complete credit 
file was used for the decision. A multiple bureau report would also eliminate the 
possibility bf "gaming" the systeln in terms of causing undue lending risk, or unfair 

lending standards, depending on the originator's goal. 

It is important to note that if a multiple credit standard is ever implemented, the 
requirement needs to be that of requiring only two of the three bureaus, so as to assure 
competition in the wholesale space for auto lending. The lack competition in the 
wholesale segment of the mortgage credit reporting industry caused by the three bureau 
merge requirement has created a massive escalation of wholesale credit reporting costs 
not found in other wholesale credit reporting channels. By requiring only two of the three 
national credit bureaus, competition would remain in the auto lending space, while 
providing more accurate underwriting safety. Further, NCRA believes that the benefits of 
a fairer underwriting standard and safer lending decisions as a result of requiring two 

3 Ibid, At the average new-car interest rate of3.94%, the monthly payment on a $28,000, 48-month loan 
would be $631.46. That works out to a $30,310.08 repayment, including the $2,310.08 in interest or $1.58 
per day interest. Same deal, 84 months: $381.95 monthly payment, for a total of $32,083.80 paid, or 
$4,083.80 in interest which is $1.60 per day in interest. 
4 The CFA/NCRA study simultaneously accessed and evaluated more than 500,000 consumers' credit 
reports and scores from all three national databases, and remains the largest single credit reporting study 
ever conducted. Available at: 
http://www.consumerfed.org/pdfs/121702CFA NCRA Credit Score Report Final.pdf 
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credit bureaus in auto lending underwriting would far outweigh the marginal added credit 
reporting costs. 

In response to questions about the appropriateness of the agency's approach to 
considering the QRM definitions, and what other factors or circumstances the Federal 
agencies should take into consideration in defining QRM: NCRA stresses that the 
current QRM process is based on the same credit reporting requirements used prior to the 
financial crisis. This process continues to lack credit reporting verification safeguards to 
ensure completeness and accuracy of the credit reporting data. These safeguards were 
eliminated in the mid 1990's in a quest for faster and cheaper credit reporting and a score 
driven automatic underwriting process. While increasing efficiency and lowering costs 
are admirable goals, it's notable that neither have been completely accomplished by 
dropping previous safeguards, as in many cases the new system actually increases costs 
and causes unnecessary delays. Based on this reality, NCRA questions the continued use 
of the current credit reporting process in the new QRM guidelines. There are better 
options available, including NCRA's proposed for a "Qualified Mortgage Credit Report," 
described below. 

In the wake of the financial crisis, mortgage lending standards remain very tight, 

allowing only those borrowers with very good credit to access mortgage loans. With the 
QM and QRM proposals, this tight credit market is not likely to improve as many lenders 
have stated that they would not lend outside the "Qualified" standards due to additional 
risk. With claims of redlining, concerns about fair access to mortgage loans and disparate 
impact all complicated by the errors in the credit reporting data that affect consumers on 
the border of credit worthiness the most, there needs to be a system that provides these 
consumers an opportunity to have their true credit risks analyzed. This need is not 
currently being met in the system that, with the exception of the higher credit score 
requirement, is unchanged from the one that led to the mortgage crisis. 

NCRA believes that the solution should come from the mortgage credit reporting 
agencies: the participant in the mortgage industry who is best suited to document 
consumer credit data on a conflict free basis with regard to the outcome of the loan. The 
mortgage credit reporting agency's only concern is for completeness and accuracy of the 
report, so as to limit the legal liability they hold to both the consumer and the lender who 
hired them. The solution is a new report: The "QMCR - the Qualified Mortgage Credit 
Report" and "QMCR Score" which would provide a deeper review on a consumer's 

credit when a formula to detect credit concerns is triggered. This new report would 
include verifying disputed data and the inclusion of non-traditional or alternative data not 
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currently reported to the credit reporting agencies. The QMCR should be required to be 

built from the current tri-merged mortgage credit report, and triggered when the 
consumer's specific credit history contains the following criteria: 

• A middle credit score less than the lowest allowed for the lenders best rate, and 

• A greater than 25 point spread between the high and low scores 

These criteria are important because in the current mortgage underwriting process, the 
middle credit score is the most important as it is used by the lender to actually price the 

loan. If that score is more than the score level pre-determined by the lender at which 
consumers receive the best interest rate, (using 720 as the score required for the best rate, 

for example) the lender proceeds with the current credit reporting process without 
change. If the middle score is less than the 720 example, and the other two credit scores 
not used in the pricing of the loan (the high and low of the three scores) have less than a 
25 point difference between them, the lender again proceeds as before using a risk based 
pricing model that is currently a standard practice in mortgage lending. However when 
those high and low scores have more than a 25 point spread, the lender would be 
required to add the proposed QMCR to the current process. 

This change only occurs when the consumer's specific credit situation warrants an 
additional credit review, which can be layered in as needed by the specific risks. After 

perpetration of the QMCR and the QMCR Score (about 3 business days) the loan could 
be sent back through the automated underwriting system for consideration of inclusion as 
a "qualified" loan for approval. It is imperative for both the safety of the lending 
institution and the mortgage applicant that this application is not underwritten with 

questionable credit data or potential missing accounts that could skew debt to income 

ratios. 

Many features of the QMCR would be similar to the time tested and proven Residential 

Mortgage Credit Report (RMCR) requirements that were drafted, and agreed to by 
Fannie, Freddie, HUD, FHA, and VA as the only acceptable mortgage credit 

documentation prior to automated underwriting. The RMCR standards are still believed 
to produce the best quality credit reports, but require manual underwriting by the GSEs. 

The new QMCR and QMCR Score would allow for automated underwriting and include 
a summary of the derogatory data on the consumer report for an added value ofboth 
accuracy and financial literacy. The summary would also include a statement about the 
disclosure of all creditors, even those not being reported to the credit reporting agencies 
and the legal responsibility and benefit to report them to the mortgage consumer 
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reporting agency to eliminate the conflict of interest of the mortgage originator filtering 
debt to income altering disclosures. 

The QMCR and QMCR Score is a hybrid approach that incorporates the evaluation of 
more than 40 years of mortgage credit reporting processes. It includes the best practices 
of the automated underwriting technology systems that revolutionized the mortgage 
process in the mid-1990's, as well as the safeguards that have protected the lending 
industry and consumers for decades. When finalizing the QM/QRM rules let us learn 
from the mistakes that led to the recent housing finance crisis. In so doing so, we must 
implement a common sense system designed to layer added verifications for increased 
data and debt to income accuracy, specifically in cases when a consumer's credit shows 
signs of increased risks to both themselves and the lender. For additional information on 
this please see the QRM comments filed by NCRA (under the association's previous 
name, the National Credit Reporting Association) on August 1, 2011.5 

Thank you for your consideration of the National Consumer Reporting Association's 
concerns on these important issues. I can be reached at (630) 539-1525 or by email at 
tclernans@ncrainc.org for further discussion on these items or to answer any questions. 

Sincerely, 

~~ 
Terry W. Clemans 
Executive Director 
National Consumer Reporting Association 
701 East Irving Park Road, Suite 306 
Roselle, IL 601 72 

5 "Position on the Dodd-Frank Wall Street Reform Proposed Qualified Residential Mortgage 
Requirements: The Impact of the Qualified Residential Mortgage Requirements on the Housing Industry 
and an Alternative Approach for Quality Lending Standards," August 1, 2011 . A vail able at: 
http://www.ncrainc.org/cmss files/attachmentlibrarvlnewsletters2/NCRA-ORM-Comments-FINAL.pdf 
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