
RECOMMENDATIONS FOR NC COMMISSIONER OF BANKS 
STUDY ON THE NC CONSUMER FINANCE ACT 

 
Motivated by industry claims that the Consumer Finance Act requires revision, these 
meetings – and others over several years - were convened to study whether or not data are 
available to support modifications to the Act. We have learned that the data do not 
support change. On the contrary, we have learned that data collected to date are 
inadequate in many regards and that much can be gained by modernizing our data 
reporting and analysis. We have also learned that there are clear consumer protection 
needs that must be addressed.     
 
Data Collection and Reporting 
 
This process has made clear that the Consumer Finance Annual Reports provide little 
useful information to describe the consumer finance market including demographics 
about lenders and borrowers and the profitability of the industry.  Issues include: 
 

SUMMARIZED REPORTING. The data are reported in highly-summarized 
categories which creates several problems:   

 The data cannot be reviewed for accuracy and reasonableness.  
Different lenders may be reporting different activities in the same 
categories.  Each company uses its own standards for reporting 
data.  Some companies book fee income as a loss.  Others amortize 
fee income over the life of the loan rather than report it for the 
period in which it was collected.  Companies have a wide berth in 
deciding how to report data, which makes the overall data 
unreliable.  

 The data cannot be meaningfully analyzed across summary 
categories.  For example, there is no ability to analyze size of loan 
by type of collateral, type of borrower and/or office location. The 
absence of expense categories prevents any analysis of the 
reasonableness of expenses, including affiliate transactions.   

 
UNAUDITED DATA. Most companies simply use the income and loss numbers 
used for tax purposes in filling out this form.  In computing income and loss for 
tax purposes, companies routinely downplay income and maximize expenses to 
lower the company’s taxes.  Because the data is unaudited and no review is made 
to ensure the data’s accuracy, there is no way to know whether the data is reliable. 

 
ANNUAL REPORTING: annual reporting may not be sufficient.  The data can 
only be reviewed on an annual basis instead of time frames within a year or that 
span years.  The inability to spot trends in the market more quickly than annually 
is an impediment to consumer protection. 
 

As a result, we believe strongly that any report following these meetings should make 
clear that the data has significant flaws, and that making adjustments to rates, fees or any 



other facet of the Consumer Finance Act because of existing data or using it as the basis 
for determining profit levels would be inappropriate.   
 
Instead, we think this process provides an excellent opportunity to make the report useful, 
which in turn would provide reliable data in the coming years. 
 
RECOMMENDATIONS: We suggest a shift from summary reporting to transaction 
reporting – require data reporting on each loan.  Transaction reporting is more efficient 
and effective because it allows more robust data analysis, better data quality review and 
greater ability to capture new and meaningful information.  Please see the attached report 
from Birny Birnbaum, who has particular expertise with data collection and analysis, for 
a discussion of these ideas: 
 

• More segmentation of data.  Reporting data segmented by the size of the 
lender would provide better analysis of trends within the market.  We 
know that the industry is not a monolith, so seeing the performance of 
different sectors could help identify practices that work versus those that 
do not. 

• Report the number of loans made per lender during the year.  While the 
information on total receivables is helpful, it is helpful to see the number 
of loans each company is making as well. 

• More information about borrowers.  There is no information about the 
borrowers taking out consumer finance loans. The report should include 
demographic data about borrowers, including whether the borrowers live 
in rural or urban areas, the racial breakdown of borrowers, and some 
segmentation on the income level of borrowers.  Most importantly, data 
needs to be collected on the frequency of loans being made over and over 
to the same borrowers, and for how long. 

• Standards for data reporting.  All companies should be required to report 
data the same way.  Further, that data should be more in line with that 
used in an investor presentation rather than for tax purposes. 

• Use of audited or reviewed data.   Data should be reviewed for accuracy 
and to ensure that reporting standards are met. 

• More information about expenses associated with direct consumer finance 
lending and whether it is properly allocated between direct lending, 
indirect lending and other activities in the office (collections, insurance 
sales/administration, etc.).  In particular, information in segmented by 
broad categories like branch salaries, bad debt costs, other branch costs 
and interest overhead would be helpful. 

• Explanation of outliers and analysis of data without them.  The report 
makes no explanations of any inconsistencies in the data or whether one or 
two companies have skewed the data in some way.  The report going 
forward should provide more context and explanation for the data being 
reported. 

• More information on insurance sales, other income and indirect lending.  
It would be useful to know what kind of insurance is being sold and on 



what collateral.  In addition, these other activities have an impact on the 
overall company and should be considered in context. 

 
Eliminate Loan Churning 
 
According to the 2009 NCCOB Consumer Finance Annual Report, 69.2% if loans were 
made to renew existing accounts and 10.99% were made to former borrowers.  Only 
19.7% were loans to new customers.  These ratios have been consistent over time, and 
show that the consumer finance business relies heavily on repeat customers.  While 
repeat business may be desirable in other business, when it comes to high-cost debt 
products repeat business means the borrower is in a cycle of debt.    
 
The limit on the number of times a fee may be charged to one borrower is helpful, but it 
clearly has not reduced the incentive to encourage the same borrowers to take out 
repeated loans over a period of time.  We suggest the following: 
 

1) Change the limit on the collection of upfront fees from two per twelve month 
period to one per twelve month period, 

2) Require a borrower who has held a consumer finance loan or loans for more than 
12 months out of the previous 18 months to see an unaffiliated, third-party non-
profit HUD-approved counselor before another loan can be extended, and 

3) Require lenders to provide workout options for borrowers who have held a 
consumer finance loan or loans for more than 12 months out of the previous 18 
months, with extended terms and reduced interest rates. 

 
Prohibit Sale of Non-File Insurance and Credit Insurance Products 
 
In his testimony before the NCGA Study Commission on the Modernization of the 
Consumer Finance Act, Mark Pearce stated that 96% of small and medium lenders’ loans 
are secured, some by car and others by personal property.  In the process, lenders use 
non-file insurance to protect themselves against losses in the case that the borrower 
cannot renew the loan on new terms to avoid default.  Non-file insurance provides an 
incentive to secure the loan with personal property or automobiles. 
 
Since the lender passes the burden of repossessing the collateral to the insurance 
company, the lender can take advantage of the additional leverage that the fear of a 
repossession agent has on the borrower without having to actually repossess the property. 
 
If the vast majority of loans from small and medium lenders are secured with personal 
property, then rates and fees should be lowered, not raised.  If consumer finance 
companies have moved away from signature loans and now almost completely offer 
secured loans, then the high interest rates and fees allowed under the law should be 
commensurate with other secured loans.  In fact, automobile secured loans made under 
the Consumer Finance Act have a significantly higher APR than those offered under the 
Retail Installment Sales Act. 
 



We believe that the use of non-file insurance should be prohibited.  If lenders wish to 
make secured loans, the lender can still perfect their security interest through the UCC 
process.   
 
The sale of credit insurance through consumer finance companies is also problematic.  
According to data from the NC Department of Insurance, more than 50 cents of every 
dollar in premiums for credit property insurance went to pay commissions to the seller.  
Taking all other profit and fees into account, only 20 cents of every premium dollar are 
used to pay claims.   
 
These products only serve to provide added income to the lender with very little benefit 
to the borrower.  A comparable life insurance policy is in many cases the same price or 
cheaper than paying for credit life or disability insurance with greater benefit.  We 
believe that unless rational pricing is put into effect for these products the sale of credit 
insurance should be prohibited.  A minimum loss ratio of 60% should be the standard, 
which would put credit insurance on par with other insurance products sold in the state. 
 
Further, consideration should be given as to whether credit insurance should be 
prohibited on loans less than a certain amount, perhaps on loans less than $1,500.  The 
purpose of credit insurance is to protect the borrower in the event of a catastrophic event.  
A small dollar loan does not create a catastrophic event.  Why should someone be buying 
insurance for a $1,500 loan? 
 
Further, financed single premium credit insurance should be prohibited.  The same 
insurance is banned for mortgage loans because of its predatory nature, and we believe it 
is predatory on consumer loans. 
 
Maintain Current Interest Rate or Fee Limits 
 
The case has not been made that rates and fees must be increased or limits adjusted.  The 
data show the majority of finance companies are profitable, which means the rate and fee 
levels are sufficiently high to allow for profitable operation.  We do not believe that the 
rates and fees should be set to guarantee a minimum profit for all licensees.  It is clear 
from these meetings and past legislative study commissions that this industry is like all 
others – there are some companies that operate efficiently and some that do not.  What is 
consistent is that most companies found a way to be profitable even during the most 
turbulent financial crisis in a generation. 
 
Our analysis has shown that over the past five years, withdrawal of one large consumer 
finance company lender and the status-change of another account for most of the office 
closures in the state.  In 2008 while five companies ceased operations, four companies 
decided to enter the market.   
 
This does not indicate an industry in peril; the very willingness of these entrepreneurs to 
enter the industry at this time demonstrates the ability to make money and the availability 
of capital.   



 
We strongly believe that the current fee and rate limits strike the appropriate balance 
between profitability and consumer protection.  We know from earlier presentations in 
these meetings, statements from the industry in North Carolina and SEC filings from 
publicly-traded finance companies that finance companies generally charge the maximum 
rate allowed under the law.  Competition is not based on the price of the service.  
 
Consumer finance lenders are a niche provider and are generally the last lender borrowers 
approach when in need.  Increasing interest rates and fees will make loans unaffordable 
to some borrowers and push others to the brink of affordability.  To increase rates and 
fees means that existing borrowers will unnecessarily pay more for loans and the industry 
will turn to riskier borrowers.  Worse – and perhaps more importantly given 
unprecedented economic pressure on already-struggling families, increasing interest rates 
and fees exposes more borrowers to credit defaults and bad debt.  Further analysis of 
these variables is warranted before adjustments to the Consumer Finance Act are made. 
 
Under the current law, lenders have adequate opportunity to make a profit.  What these 
meetings have not addressed is what we think are significant questions and issues for the 
industry going forward.  Why are 96% of loans secured with personal property or 
automobiles, and how does that coupled with the use of non-file insurance change the 
economic model of the industry such that rates should actually be lower?  Why are some 
companies much more profitable than others, and what could less profitable companies 
learn from those lenders?  If lenders are charging the same price and offering essentially 
the same products, then do we need 77 companies operating 483 offices?  Is it time for a 
restructuring of the industry?   
 
Increases in the interest rate and fee limits cannot and should not be the growth strategy 
for consumer finance lenders going forward and there is no “entitlement” to a certain 
return on investment. North Carolinians now face record unemployment, declining 
wages, an erosion of our manufacturing base and the ever-increasing risk of foreclosure.  
Given the absence of meaningful data to support a change in the status quo, we believe 
the appropriate balance exists in the market.  Instead, the opportunity exists to examine 
the industry more closely and collect more meaningful data going forward.   
 
 



Comments of Birny Birnbaum, Center for Economic Justice 

Regarding North Carolina Consumer Finance Data Collection 

November 15, 2010 

Introduction 

I submit these comments based on my twenty years of experience with data collection for market 
surveillance and regulatory purposes as a regulator, consultant to regulators and consumer 
advocate.  I served as Chief Economist and Associate Commissioner for Policy and Research at 
the Texas Department of Insurance, where I was responsible for the design of data collection 
templates (statistical plans) as well as the collection and analysis of data for market surveillance 
purposes.  In my work at the Center for Economic Justice and as a consulting economist, I have 
designed and help implement data collection tools for regulatory purposes on many occasions.  
For example, I designed a statistical plan for the California Department of Insurance for title 
insurers and title agents. 

Overview 

My comments deal generally with the benefits of collecting transaction-level data collection 
versus summary data.  By summary data, I refer to the type of data included in Schedules E 
through I of the Consumer Finance Company Annual Report.  By transaction level data, I refer to 
application and loan level data – one record for each application and (if loan is made) loan.  Each 
consumer finance company would submit a record for each application and would include all the 
information in schedules E through I of the Annual Report.  For example (to illustrate and not to 
suggest a comprehensive record), the record would contain 

 Lender 
 Office 
 Application / Loan ID 
 Date of Application 
 Credit Score, if Used 
 Approved or Denied 
 Date of Loan Approval or Denial 
 Loan Size 
 Loan Collateral 
 Borrower Type 
 Borrower Street Address 
 Borrower ZIP Code 
 Processing Fee 
 Filing Fee 
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 Returned Check Fee 
 Non-Filing Insurance 
 Credit Insurance – SP or MOB 
 Credit Life Insurance SP premium 
 Credit Life Term 
 Credit Life Amount of Insurance 
 Debt Cancellation or Debt Suspension Fees 
 Direct or Indirect Loan 
 Payment Status, as of reporting year-end 

Summary data are limited in several ways: 

1. Limited ability for data analysis as the data only permit answers to a limited number of 
pre-determined questions.  Any new question requires new data and a new report.  There 
is no ability to do data mining or predictive modeling or any kind of multi-variate 
analysis. 

2. Limited ability to ensure data completeness or data quality.  Errors in data categorization 
or classification or definition are masked by summary categories. 

3. Summary data require lenders to put data into categories which may or may not reflect 
the lender’s data collection practices and may create problems with different data 
definitions across lenders.  Summary categories may not be capturing the same items 
across lenders. 

4. Costly to lenders to modify the data reporting and produce new information or 
subcategories of existing information. 
 

In contrast, transaction data: 

1. Allows more robust and detailed data analysis – more refined market analysis means 
more efficient market regulation as regulators focus on problems and do not bother 
companies with requests for explanation of summary data anomalies. 

2. Meaningful opportunities for data quality review – completeness and accuracy of the 
data.  Data can be reconciled to other sources and can be audited against individual 
files. 

3. More flexible and efficient for regulators and companies.  New questions can be 
answered with existing data.  Adding new data elements, when necessary, is more 
efficient. 

4. More accurate and more efficient because issues of different lender definitions are 
eliminated – data comes in at smallest unit and the regulator or its agent utilizes a 
consistent approach of compiling categories. 
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Discussion 

Transaction Data Allow More Robust Data Analysis and Efficient Regulation 

The analysis of summary data is limited to questions specifically related to the summary 
categories used.  There is no ability to analyze categories of data simultaneously or to examine 
sub-groupings within a category.  Stated differently, there is no ability to employ modern data 
mining analytics on summary data.  For example, the Annual Report includes summary reporting 
by, among others, the following categories: 

 Loan Size – 6 size categories 
 Type of Security – 4 categories 
 Borrower – 3 categories 
 Number of offices 
 Applications Approved and Denied 
 Type of Fees Charged 
 Types of Insurance 
 Types of Indirect Loans 

The data do not permit analysis of two categories simultaneously.  There is no way to examine 
the types of insurance versus types of security or types and amounts of fees versus loan size or 
applications approved and denied by office location.  In short, summary data do not allow the 
regulator to do any data mining of the lender’s experience to identify any anomalies or issues of 
concern.   

Lenders, as well as other financial service industries, rely on data mining and predictive analytics 
for marketing, sales, underwriting and other aspects of their business operations.   Regulators 
should be employing the same data analytic techniques for regulatory purposes – but to do so 
requires transaction level data.  With transaction level data, the regulator can utilize data mining 
tools, including multi-variate analysis, to evaluate multiple categories simultaneously. 

More robust data analysis allows regulators to be efficient and effective.  Better data analysis 
allows regulators to identify market problems – whether that is a problem one or many 
companies – sooner and results in more effective consumer protection.  Better data analysis is 
more efficient for regulators and industry because regulators and companies do not spend time 
explaining data anomalies resulting from summary data reporting.      
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Transaction Data Allows New Questions to Be Answered Without Additional Data Collection 

Another critical feature of detailed data is the ability to answer questions that have not been 
previously imagined.  With summary data, the summary categories are established to answer 
specific questions.  When a new question arises, the summary data are useless.  With detailed 
data, a new question can generally be answered by a different analysis of existing data.  To 
illustrate, with the current summary report, a question about types or sizes of consumer finance 
loans by location or branch office would require a new data request.  With transaction reporting, 
these questions could be answered by new analyses of existing data. 

Adding New Data Elements is More Efficient with Transaction Data 

Even in the situation where additional data are required, the new reporting consists of adding 
data elements to an existing data framework, as opposed to creating entirely new summary 
categories.  This means greater efficiency and cost effectiveness over time.  With transaction 
reporting, a new data element would simply be another field on the transaction record.  With 
summary reporting, a new data element would require new summary reports and reprogramming 
by the reporting companies. 

Transaction Data Creates Efficiencies by Eliminating Special Data Requests 

Another benefit of detailed reporting is the elimination of special data calls for information not 
contained in summary reporting categories – an efficiency and effectiveness tool.  The 
effectiveness comes into play because data routinely reported pursuant to a data dictionary or 
statistical plan are much more reliable than data reported on a one-time basis. 

Transaction Data Are More Accurate and Reliable Than Summary Data 

Another benefit of detailed reporting is the ability to employ more detailed data quality review to 
ensure that data reported accurately reflect actual experience.  More detailed data quality reviews 
are possible because reasonability tests can be performed on individual data categories.  Most 
important, transaction data are more accurate than summary data because transaction data are 
reported at small measurement units which are comparable across lenders.  Transaction data 
reporting largely eliminates problems with different definitions across lenders and summary data 
categories containing different information across lenders. 


