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July 10, 2007

The Honorable David Nocenti

General Counsel to the Governor

Executive Chamber 

State Capitol

Albany, NY  12224



Re: A. 1416 (Bradley)/S. 4566 (Leibell) AN ACT to amend the general business law, in relation to the determination of a person’s credit score
Dear Mr. Nocenti:

The New York Bankers Association opposes this legislation that would preclude companies from using a consumer’s inquiry or frequency of inquiries with regard to an automobile or mortgage loan in determining the consumer’s credit score.  The Association urges that the legislation be disapproved.  This legislation is unnecessary, would limit credit availability to New York consumers, would require New York lenders to recalculate the underwriting of their automobile and mortgage loans, and would place New York lenders at a competitive disadvantage with regard to lenders in other states.  Our Association is comprised of the community, regional and money center commercial and savings banks doing business in New York State, whose aggregate assets exceed $5 trillion and which have more than 300,000 New York employees.
This legislation would prohibit lenders and other companies from using consumer credit inquiries or the frequency of consumer credit inquiries with regard to automobile or mortgage loans in determining consumer credit scores.  It would also prohibit the placing of negative inferences in consumer credit reports based on consumer comparisons of mortgage or automobile loan rates.  
When a bank or other lender determines whether to make a mortgage or automobile loan, it takes into account a number of factors, including the consumer’s ability to repay the loan.  Since determining the ability to repay involves, to a large extent, predicting future actions, the credit-granting industry has developed a series of predictors that strongly correlate with the likelihood of an individual borrower’s future behavior.  In addition to such obvious predictors as the consumer’s track record of repaying past obligations, multiple consumer inquiries demonstrating that the consumer is shopping for new credit have proven to be a reliably predictive indicator of the likelihood of loan repayment.  Therefore, in constructing credit scoring models that are designed to validly underwrite automobile and mortgage lending, lenders and other companies incorporate credit inquiries in their models.
Importantly, however, credit scoring models recognize that shopping around for credit rates and fees can be an indicator of a well-educated consumer, rather than a consumer who will create repayment problems.  As a result, the most widely used credit-scoring model provides wide latitude for rate shopping.  First, the model’s credit scores are potentially affected only when lenders request the consumer’s credit report or credit score from a credit bureau; if a consumer simply asks about the rates and terms of a loan and no credit report or score is obtained, the inquiry will not affect the consumer’s credit score.  Second, all inquiries posted on a consumer’s credit report within the thirty days prior to a lender’s request for a consumer’s credit score do not affect the consumer’s credit score, even if they all result in the generation of a credit report.  Third, in addition to the thirty-day buffer period described above, all inquiries posted on the consumer’s credit report within any forty-five day period are combined and counted as only a single inquiry.  Typically a single inquiry has little, if any, effect on a consumer’s credit score.  The only inquiries that might have a significant impact on a consumer’s credit score, therefore, are multiple inquiries over a long period of time – inquiries that lenders and credit score modelers have found to have a direct correlation with the likelihood that a consumer will default on his or her obligations.  This legislation is therefore unnecessary to protect consumers’ right to credit shop.
If this legislation is adopted, it will eliminate one of the strongly predictive factors from credit scoring systems.  As a result, New York lenders will be required to recalibrate their credit scoring models in order to keep the default rate on their automobile and mortgage loans from increasing.  This recalibration would likely result in lenders raising their minimum score requirements for borrowers – thus limiting the granting of credit to all consumers who no longer meet this revised score minimum.  Even a modest increase in the minimum credit score at which a lender will grant credit could result in many thousands of New York consumers being denied credit.  
Moreover, this legislation will place New York lenders at a competitive disadvantage to lenders in other states who will not be restricted in using multiple credit inquiries over a long period of time in determining credit scores.  Since these inquiries are strongly predictive, non-New York lenders will have invaluable underwriting information that New York lenders will not have.  New York lenders will therefore be forced to choose whether to assume greater risk than non-New York lenders or to restrict the universe to which they offer credit.
For these reasons, the New York Bankers Association opposes this legislation and urges that it be disapproved.
Sincerely,
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Michael P. Smith
