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Fair Credit Reporting Act—Part Deux 
By John Moniak, CRCM, Senior Manager – Compliance 
July 2015
 
With a reverent nod to Mike Royko 

I was having a lunchtime conversation with Slats Grobnik Junior 
(Slats), senior lender at a community-based financial institution.  
Slats said I opened a can of worms at his financial institution with my 
May 2015 Wipfli Financial Institution newsletter article about the Fair 
Credit Reporting Act (FCRA) and using credit reports for commercial 
loans.  He said I need to settle some issues that have cropped up 
regarding the common practice of reusing a credit report in the file.  
Hmmm, as a former lender, I recall that being a common practice.  
Heck, why should I order a new credit report when I have one that is 
only a couple of months old?  In fact, many loan policies explicitly 
state that a credit report is valid for a certain number of months.  
What could be wrong with this accepted practice? 

Since Slats was a bit peeved at me, I decided to research the issue.  
What came out of this research was startling and will be difficult for 
most lenders to wrap their heads around. 

First, I looked at the FCRA and permissible purposes for which a 
credit report may be obtained and used.  I looked at the Federal 
Trade Commission’s 2011 publication entitled 40 Years of 
Experience with the Fair Credit Reporting Act. 

In the May 2015 article, I referenced Section 604(a)(3)(A), which 
allows a consumer reporting agency to furnish consumer reports to a 
person which it has reason to believe “intends to use the information 
in connection with a credit transaction involving the consumer on 
whom the information is to be furnished and involving the extension 
of credit to, or review or collection of an account of, the consumer.”   

So what could be more straightforward than a new loan application 
and looking at a credit report in the file to underwrite the loan?   
Well . . . there is a section in the FCRA that talks about compliance 
procedures. 

Section 607(a) states: “Every consumer reporting agency shall 
maintain reasonable procedures designed to avoid violations of 
section 605 and to limit the furnishing of consumer reports to the 
permissible purposes listed under section 604.  These procedures 
shall require that prospective users of the information identify 
themselves, certify the purposes for which the information is 
sought, and certify that the information will be used for no other 
purpose. [Emphasis added.]  Every consumer reporting agency shall 
make a reasonable effort to verify the identity of a new prospective 
user and the uses certified by such prospective user prior to 
furnishing such user a consumer report.  No consumer reporting 
agency may furnish a consumer report to any person if it has 
reasonable grounds for believing that the consumer report will not be 
used for a purpose listed in section 604.”  

I bolded and italicized the key sentence.  In other words, the users 
(lenders) must certify that the information (credit report) obtained will 
be used for the sole purpose of the application it relates to and for no 

other purpose.  That was what I feared—a practice that has been 
longstanding really is not allowed under the FCRA.  This means that 
the credit report is a once-and-done type of document.  A user 
cannot reuse the credit report for purposes other than the reason it 
was originally pulled. 

A day later I called my friend to let him know what I learned.  A none 
too happy Slats said, “Okay Mr. Smarty Pants, next you’re gonna tell 
me I can’t pull a credit report annually to evaluate that my borrowers’ 
credit standings have not slipped.  We have standards, you know.” 

My response was, “How did you know?”  Because after I went back 
to the Federal Trade Commission’s 2011 publication entitled 40 
Years of Experience, I discovered this: 

 
End note 118 points to the Federal Trade Commission Advisory 
Opinion to Gowen dated April 29, 1999, in which the letter states 
“review” is not a permissible purpose.  The letter does provide a 
narrow gap for looking at a credit report for analysis purposes.  
“Banks and others may need to consult a consumer's report in order 
to determine whether the consumer's current account terms should 
be modified.  For example, the institution may provide more favorable 
pricing terms after consulting the report.  The permissible purpose 
created by this provision, however, is limited to an account review for 
the purpose of deciding whether to retain or modify current account 
terms.”  

So what does all this mean to a lender who wants to pull a credit 
report annually?  In general, this practice is not allowed, unless the 
review is to determine a modification to credit. 

Before Slats reached through the phone to strangle me, I let him 
know that a creditor may obtain a credit report for collection 
purposes.  On page 44 of the FTC’s 2011 publication, the following is 
stated:  “A collection agency, detective agency, private investigator, 

REPORTS FOR “REVIEW OR COLLECTION OF 
AN ACCOUNT” – PERMISSIBLE PURPOSE  
A. Creditor.  In order for a creditor to have a permissible 
purpose to obtain a consumer report to review an account, it 
must have an existing credit account with the consumer and 
must use the consumer report solely to consider taking 
action with respect to the account (e.g., modifying the terms 
of an open-end account).(end note 118)  A creditor has a 
permissible purpose to obtain a consumer report on one of 
its customers for the purpose of review of the account, even 
where the customer has sought to discharge his/her debt in 
bankruptcy. A creditor who is deciding whether to 
participate in a debt management plan which would involve 
the cooperation of all of the consumer’s creditors has a 
permissible “review” purpose under this section. 
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or attorney has a permissible ‘collection’ purpose under this section 
to obtain a consumer report on a consumer for use in obtaining 
payment of that consumer’s account on behalf of a creditor.  A 
creditor may obtain a consumer report on an existing account to 
formulate its collection strategy.  An attorney collecting a debt for a 
creditor client has a permissible purpose to obtain a consumer report 
on the debtor to the same extent as the client.” 

The past two Fair Credit Reporting Act articles have taught us that it 
is important to not automatically accept legacy practices merely 
because “that is the way we have always done it.”  Instead, we 
should look to the rules to see whether the practices are compliant 
with the regulations and interpretations set forth by regulatory 
agencies.  By the way, Slats, the next lunch is on me. 
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